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CHIEF FINANCIAL OFFICERS ACT OVERSIGHT

TUESDAY, JULY 25, 1985

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON GOVERNMENT MANAGEMENT,
INFORMATION, AND TECHNOLOGY,
COoMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT,
Washington, DC.,

The subcommittee met, pursuant to notice, at 9:30 a.m., in room
311, Cannon House Office Building, Hon. Stephen Horn (chairman
of the subcommittee) presidinﬁ.

MPlresent: Representatives Horn, Davis, Fox, Scarborough, and
aloney.

Staff present: J. Russell George, staff director; Anna G. Young,
g::fessional staff member; Andrew G. Richardson, clerk; and Matt

inkus, minority professional staff member.

Mr. HORN. A quorum being present, we shall begin this meeting.
We thank the gentleman from Virginia for establishing that
quorum,

The Subcommittee on Government Management, Information,
and Technology is continuing its series of hearings on general man-

ment, and we are particularly interested in the implementation
of the Chief Financial Officers Act of 1990 that was pursued by our
friends in the 103d Canress, and I had the %rivilege of participat-
ingd in those hearings. We are hoping to see what progress has been
made y.
The 1994 Government Management Reform Act applied the CFO
Act practices beyond revolving and trust funds to all agency re-
sources. The laws, when fully implemented, should prepare the en-
tire executive branch to be able to pass the first audit by the Gen-
eral Accounting Office, scheduled for 1997.

Agency financial statements will help our Government come
clean by confronting weak controls and possible fraud or waste. For
an a%ency’s statement to be judﬁed clean, its own house must be
in order, its procedures clear and strong, its controls in place and
working. Every department’s goal must be not only to produce a
full statement on time but also to earn from the GAO auditors an
unqualified opinion or good grade on the statement.

A good agency will have no major problem in systems, no mate-
rial weakness in controls, no serious nonconformance to law. Its
statement, as expressed to this subcommittee by New Zealand’s
Ambassador Wood, will be a “transparent window through which
all its facets are brought to light.”

The two laws are prods toward order in agency financial systems
so that auditable statements become possible. It is not working

(0}
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that way, however, in every agency. For example, Defense reported
140 weaknesses in 1993, and 156 in 1994. I shudder to think what
it will be in 1995. Its nonconformances went up from 245 in 1993
to 256 in 1994. Somebody over there is simply not paying enouﬁh
attention. On the contrary, our goal is to be able to say, here is the
Government’s first set of unqualified opinion audited financial
statements, a milestone in Federal financial health.

Our witnesses today include the Comptroller General of the Unit-
ed States, the Controller of OMB’s Office of Federal Financial Man-
agement, three former OMB officials, and experts from the Finan-
cial Executives Institute and the Private Sector Council. We will
also hear from Chief Financial Officer officials of the General Serv-
iIces Administration, the Departments of Agriculture, Defense, and

nterior.

We look forward to your testimony. I might add that we will
break for recess at 11:55. If we can complete the third panel, we
will certainly try to do so. It might be that we will have to ask you
to come bac{ at 2 o'clock this afternoon when we will resume in
this room.

I now ask the ranking minority member if she wishes to make
some opening remarks.

Mrs. MALONEY. Thank you very much, Mr. Chairman.

I strongly support full implementation of the Chief Financial Of-
ficers Act of 1990, the Government Management Reform Act of
1994, and other laws designed to upgrade the Government’s ability
to produce accurate financial information.

We have several pilot projects and are now moving toward audit-
ing all Government agencies by 1997 and preparing an audited fi-
nancial statement for the entire Federal Government by 1998. We
must be wary of any further delays in meeting these deadlines. If
some agencies still are having pro{ﬂems, I hope that our witnesses
from GAO and OMB can pinpoint them for us so that quick action
can be taken to ensure compliance with the law.

On a related subject, Mr. Chairman, I recently released a study
documenting potential losses to the Government from obligations to
it that remain unpaid for years. This adds up to $117 billion. It is
essential not only to collect these funds but to modernize the infra-
structure of financial data collection throughout the Government so
that debts owed to the American people generate immediate and
continued attention until they are collected.

We will have another oversight hearing next week on the role of
the Inspectors General who audit agency accounts, a crucial ele-
ment in achieving improvements in financial management. I com-
mend the chairman for putting together a series of hearings on
these vital and closely interrelated subjects.

Thank you, Mr. Chairman.

Mr. HorN. Thank you.

Mr. Davis, do you have some opening remarks?

Mr. Davis. No.

Mr. HoRN. If not, as you know, the tradition on this committee
is to swear all witnesses. If all of you on panels one, two, and
three—or is this all panel one? I know the Comptroller General is
on panel one, so are these your colleagues?

Mr. BOWSHER. Yes, these are my colleagues.
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Mr. HorN. All right. Then just ﬁanel one we will swear in, if you
all would stand and raise your right hands.

[Witnesses sworn.]

Mr. HORN, We welcome you, Comptroller General, and look for-
ward to h{our testimony. The Comptroller General of the United
States, Mr. Bowsher.

STATEMENT OF CHARLES A, BOWSHER, COMPTROLLER GEN-
ERAL, U.S. GENERAL ACCOUNTING OFFICE, ACCOMPANIED
BY GREGORY M. HOLLOWAY, JEFFREY C. STEINHOFF, AND
LISA G. JACOBSON

Mr. BowsHER. Thank you very much, Mr. Chairman. It’s a pleas-
ure to be here.

With me today are Jeff Steinhoff on my right; on my left, Greg
Holloway and Lisa Jacobson. They have been doing a lot of the
work on the audits of the various agencies, and I asked them to
be with me to answer any questions.

First, let me say we are gleased to be here today to discuss this
vex important subject, and that is, what progress is being made
with the 24 agencies of the executive branch in implementing the
CFO Act and the extension that was passed last year.

I commend this committee for passing that legislation, because
it is truly the key legislation that is propelling us into making
grogress. I have often stated that the United States did not rea}lljy

ave good accounting in the private sector until 1929, when we suf-
fered the great stock market crash. Then it was the congressional
hearings in the early 1930’s, that led to the Securities Acts of 1933
and 1934, that got us going in the right direction for annual au-
dited financial statements in the private sector.

We did not make much progress in State and local government
until, unfortunately, the New York City fiscal crisis in 1975. Since
then we have made a lot of progress. Today, most of the large cities
and all the States have audited financial statements; the same oc-
curred in such industries as railroads and banks that were exempt-
ed in the 1933 and 1934 acts. As the various crises came along, we
finally got the proper legislation, the proper accounting for most of
those industries.

The big one that is left over, of course, is the Federal Govern-
ment. As you point out, both you and Congresswoman Maloney, in
your opening statements, our Federal Government is not in good
s}::_afﬁe has not been in good shape for a long, long time, and it's
a lfy important that we get the Federal Government to have as
good accounting as the rest of our society.

The potential benefits are quite clear, When the American tax-
payers send all their taxes to the Federal Government, they expect
accountability. They expect somebody to be able to account for it
and to report upon it. Also, when you have larie departments run-
ning very large programs here, you had better have some good cost
accounting if you are going to be able to report, now with the new
legislation, on the GPRA. -

As one of the senior officials of Australia once explained to me,
people in the Government got very interested in accrual accounting
once they had to be accountable for the success of their programs
and what those costs really were in those programs.
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Proper accounting and financial reporting leads to much better
barriers against fraud, waste, and abuse. As we have often seen all
too often, the people in the Federal Government have too much
temptation put in front of them, much like robbing HUD there
some years back, and we had a very unfortunate case in the Navy
sometime back here, where people have the temptation, the lack of
controls, and they think they can get away with defaults and em-
bezzlements.

I think, also, the entire management structure of the Federal
Government, starting with the Congress, the members of the cabi-
net, and the people in the White House, if they don’t have good fi-
nancial data on all these programs and all these Government oper-
ations, it is very hard, then, to expect that the operations and the
overall programs are going to be run well.

I am pleased to report today that, overall, progress is being
made. The progress is not near as fast as we would hope for, but
I think progress in the last 5 years has been there. I'm going to
report on it today; I know other witnesses will, too. _

n the 1980’s when I first came into office, in 1981, we literally
lost an entire decade, as far as I was concerned, by people not
wanting to deal with the financial management problems of the
FederaFGovemment. But since we passed the CFO Act, I think we
have made some real progress.

First, let me just talk about what that progress has been in the
last 5 years. One is on audit coverage. We have actually doubled
the audit coverage. As of fiscal 1994, we have 67 percent of the
Government’s gross budget authority actually being audited today.
We would hope that eventually that would be up to the full audit
by 1996, which is what the legislation calls for, and that would
cover 98 percent of all the Federal funds that are expended.

Now, it should be pointed out that only a few of these agencies
are getting unqualified audit opinions. So we are getting audit cov-
erage, but we only have a few that are getting unqualified opinions,
or “clean” opinions, as often people report about them. We also are
getting improvements on the financial statements; the agency-wide

nancial statements are improving in some of these departments,
and this is what we had hoped for all along.

One of the second big areas that is important is, how good is the
leadership. The CFOs who are being appointed now actually do
meet the qualifications of the legislation, and that’s a big improve-
ment. For a long time, I think, we had people in these various posi-
tions in the financial management area wgo really didn’t have the
qualifications. And I am very encouraged that the CFOs who are
being appointed now do have the qualifications, and we are moving
in the right direction there.

I am also encouraged by OMB’s financial management leader-
ship. Alice Rivlin, the head of OMB today, John Koskinen, the head
of Management, and Ed DeSeve, the Controller, all are individuals
who have real qualifications and real interest in doing something
to improve the financial management of the Federal éovemment.
So that’s very, very encouraging.

I think, at your hearing on July 11, you were apprised of the
progress that has been made with the accounting standards that
will be issued here in the next few months, and that the Comptrol-
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ler General, the Secretary of the Treasury, and the Director of
OMB will all sign off on these standards. I think that will be a very »
bi%steﬁ forward in getting good information ﬂowingl.Th

ur i?est weaknesses are still in the systems. The systems are
going to have to be modernized, and that is a big project that lies
ahead. But I think the fact that the audited financial reports are
highlighting each year where we stand in the systems area has got
the agencies now starting to make progress.

Greg Holloway, who is on my left, is auditing the IRS. I think
that's a good example of an agency that has not made it yet to get-
ting a clean opinion, but has made a lot of progress. We are hoping
that they will, in the next year or two, be able to have a clean opin-
ion,

These are the important issues, Mr. Chairman. As I point out,
on the qualified CFOs, 19 of the 24 CFOs have been appointed. The
Deputy CFOs also have been named in 20 of the CFO agencies, and
they, again, have the proper qualifications. We have a few excep-
tions, ke the Justice Department, which does not have a Presi-
dentially appointed CFO, and in EPA and SBA where both posi-
tions are unfilled. So there are still some areas that have to be
achieved, but we have made good progress.

I would just like to say, in summa%; that we are making

rogress, not as fast as we would like. The legislation has abso-
utely been key. I would like to m‘ﬁﬁ the Congress to continue to
have annual oversight hearings. at we really need is a sus-
tained effort in the next 2 gears so that we can get the audit cov-
erage up there by 1996, and then eventually modernize and get all
the systems in good shape, and get clean opinions.

I think the FEI, which is going to testify after I do, is absolutely
right. The Government would not stand for this kind of lax finan-
cial management when they review the private sector whether it’s
the IRS looking at individual tax returns, whether it's the SEC
looking at companies’ records, or the bank regulators when they
are looking at the banks. It is long overdue that the Federal Gov-
ernment get its financial house in order, and I hope that we can
continue this progress.

We would be very pleased to answer any questions, Mr. Chair-
man,

[The prepared statement of Mr. Bowsher follows:]



Strrement of Charles A. Bowsher
Coraptroller General of the United States

Mr. Chairman and Members of the Subcommittee:

We are pleased to be here today to discuss the progress executive
branch agencies have made in implementing the Chief Financial
Officers (CFO) Act. This act establishes a solid foundation for
greatly needed, comprehensive reform of federal financial
management. I want to commend the Subcommittee for holding this
hearing; sustained congressional attention to implementation of
this landmark legislation will be important in inatilling greater
accountability throughout the federal government and helping better

control the cost of its operations.

Only through effective implementation by the government's 24 major
agencies covered by the CFO Act can the executive branch hope to
attain the full range of benefits intended by the act. The

potential benefits include the following:

-- giving the Congress and agency managers much more reliable
financial, cost, and performance information both annually and,
most important, as needed throughout the year to manage programs

and make difficult spending decisions.

-- dramatically improving financial management systems, controls,
and operations to eliminate fraud, waste, abuse, and
mismanagement and properly safeguard and manage the government's

assets.



-- establishing effective financial organizational structures to

provide strong leadership extending into the next century.

Achieving these goals is central to not only putting the
government's financial house in order but also realizing broader

management improvements.

Overall, progress is being made. But the remaining problems are
difficult, and much remains to be accomplished to successfully
implement the CFO Act--especially to improve the quality of
financial information and the underlying financial systems and
controls, which are in serious disrepair today. My statement today
will outline key areas where progress is being made and discusas

critical implementation issues that need to be fully confronted.

First, during the past 5 years, financial statement preparation and
audit coverage have more than doubled and, for fiscal year 1994,
reached 67 percent of the government's gross budget authority.
However, only a few of the 24 CFO Act agencies have received
unqualified audit opinjions on financial statements for their entire
operations. Within the next 2 years, financial statement
preparation and audit coverage is expected to increase to 98
percent of the government's gross budget authority, as executive
branch agencies work toward producing the agencywide financial
statements now required by law and subjecting these statements to

audit. Moreover, I hope that, eventually, the requirement for



audited financial statements would be extended to the legislative
and judicial branches so that these could be included in audited
governmentwide consolidated financial reports to the American

taxpayers.

While few agencies have been as yet able to prepare auditable
agencywide financial statements, the process of preparing and
auditing annual financial statements continues to strengthen the
reliability of financial information. The process also provides a
more complete view of agencies' financial conditions, highlights
control weaknesses and high risk areas that need to be resolved,
and identifies actual and potential savings. But, as I will
discuss later, to meet the CFO Act's ultimate goals of providing
reliable, useful financial information, CFOs must overcome serious
financial reporting and system weaknesses and the Inspectors
General (IGs) must better position themselves to perform required

financial audits.

Second, Chief Financial Officers with the right qualifications are
being placed in leadership positions within the agencies, as well
as at the Office of Management and Budget (OMB), as mandated by the
CFO Act. At the same time, agencies have a shortage of financial
management expertise, and upgrading the qualifications and training

of financial management staffs remains a key challenge.



Third, the government is on the threshold of having comprehensive
accounting standards. When these standards are implemented, which
must be a top priority, they will provide useful financial
information to meet the unique needs of those who manage and
oversee the federal government. Such information will encompass
budget execution, the cost of operations, performance measurement,

and the government's stewardship of its assets.

Fourth, agencies have a critical need to greatly improve and
modernize financial management systems, which across government,
are in abysmal shape today, and, in doing so, to reengineer
financial management processes, while at the same time implementing

new accounting and financial reporting standards.

The past 5 years have been pivotal to proving the value of audited
financial statements and other concepts in the CFO Act--in other
words, to changing the long-standing view that good financial
management and reporting were not important for the federal
government. The next few years must be marked by concrete results

in improving financial information and systems.

In the short term, financial statements must be prepared and audits
performed. This will require agencies to make sound investments
immediately to upgrade the qualifications of financial management
staff, fix rudimentary bookkeeping problems, and make existing

financial systems work better. At the same time, agencies must
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concentrate on developing performance measures and cost accounting
systems, which are almost universally lacking in the federal
government today, and emphasize integrating budget, accounting, and

management data.

Let me now address each of the key areas where progress is being
made and discuss critical implementation issues related to each

area.

PROGRESS IN PREPARING AUDITED FINANCIAL STATEMENTS

Preparing and auditing annual financial statements is essential to
improving the usefulness, consistency, and reliability of financial
information. Audited financial statements provide an annual
scorecard as to where an entity stands financially. Equally as
important, they provide the discipline needed to improve the
quality of financial information available day-to-day to help
managers deal with the range of difficult spending and

accountability issues they face.

State and local governments began preparing audited financial
statements in the early 19808 in the wake of disclosures such as
(1) the poor accounting practices that nearly caused New York
City's bankruptcy and (2) the lack of accountability for the
financial aid provided to states and localities that led to the

Single Audit Act of 1984, State and local governments found that
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their financial systems and controls dramatically improved as a
result, and basic financial information was, therefore, readily
available and could be relied upon.' The challenge to federal
agencies under the CFO Act is to be in a position to prepare
auditable financial statements as a normal by-product of an
integrated system that pulls together credible financial, program,
performance, and budget data into reports that are useful to
executive branch decisionmakers and the Congress in its oversight

role.

Agencies‘' CFOs and IGs are progressing in their efforts to meet the
CFO Act's audited financilal statement requirement. However,
agencies must sustain, and in many cases enhance, the progress
being made to prepare and audit financial statements to meet the
new legislatively established timetable for covering all 24 CFO Act

agencies for fiscal year 1996.

Audjited nei atem v Is W

Before 1991, entities subjecting their accounts to audit covered
less than one-third of the government's gross budget authority,
which now amounts to over $2 trillion. This coverage included
primarily government corporations and agenclies that voluntarily

prepared audited financial statements for their entire operations,

1

A : e A4 e (GAO/AIMD-94~
133, June 21, 1994).
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such as the Departments of Agriculture, Labor, the Air Force, and
Veterans Affairs (VA), the General Services Administration (GSA),

and the Soclal Security Administration (SSA).

Following passage of the CFO Act in November 1990, financial
statement audit coverage increased to about 50 percent of the
government's gross budget authority. This legislation required
agencles to prepare and have audited financial statements for
revolving and trust funds, as well as for certain types of
commercial activities beginning with fiscal year 1991.
Additionally, 10 cabinet departments and large agencies were
designated to participate in a 3-year pilot program to test the
usefulness of financial statements and audits for their entire
operations.’ As we testified’ last year, this pilot program was
highly successful and demonstrated considerable value in helping to
stimulate financial management improvements in the participating

agencies.

As a result of the success of the CFO Act's pilot program,
financial audit coverage was legislatively expanded last year to

cover virtually the government's entire gross budget authority.

‘The 10 cabinet departments and large agencies that the CFO Act
designated to participate in the audited financial statement pilot
program were the Departments of Agriculture, Labor, Veterans
Affairs, Housing and Urban Development, the Army, and the Air
Force, the Customs Service, GSA, the Internal Revenue Service, and
SSA.

‘Financial Management: CFO Act Is Achjeving Meaningful Progress
(GAO/T-AIMD-94-149, June 21, 1994).

7
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The Government Management Réform Act of 1994 expanded on the CFO
Act to establish an annual requirement, beginning with fiscal year
1996, that all 24 CFO Act agencies prepare and have audited
financial statements disclosing the results of their entire
operations. In fiscal year 1994, these 24 agencies accounted for
over 98 percent of the government's budget outlays or over 92
percent of its gross budget authority, as shown in attachment I.
The 1994 expansion of the CFO Act also established a requirement
for annual consolidated executive branch financial statements
beginning with fiscal year 1997 and gives GAO the responsibility to

audit them.

Figure 1 depicts the growth in the extent to which the government's
gross budget authority was subject to audit in fiscal year 1990,
prior to passage of the CFO Act, and each fiscal year from fiscal
year 1992, when the CFO Act audits began to be phased in, to fiscal
year 1996, when all CFO Act agencies will be required to have

financial statements.
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Also encouraging, as figure 2 shows, was the rate of agency
progress in receiving unqualified audit opinions for financial
statements required by the CFO Act. These unqualified opinions
have been steadily rising, increasing from 1 for fiscal year 1990
to 48, or almost 47 percent, of those audited for fiscal year 1993.
However, the preponderance of these opinions was for specific trust
and revolving funds and commercial activities. 1In only 4 cases
(SSA, GSA, the Ruclear Regulatory Commission, and the National
Aeronautics and Space Administration), have unqualified opinions

been rendered on financial statements for an agency's entire operations.
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For fiscal year 1994, the number of entities for which financial
statements were prepared increased to 145. While audited financial
statements have not yet been finalized for several of these
entities, we anticipate that the number of unqualified opinions for
that fiscal year will closely parallel the rate achieved in the

preceding fiscal year.



As first demonstrated during the CFO Act pilot program, audited

financial statements continue to provide a much clearer picture
than any that has ever existed of the government's true financial
condition. These audited statements will help to ensure that more
reliable and useful information is available to help make critical
decisions on spending and the overall direction of government
programs. Information being disclosed in audits of financial
operations for fiscal year 1994 includes (1) previously
unidentified or unverified costs that the government can expect to
incur in the future, (2) questionable estimates of costs associated
with government programs, (3) the faillure to ensure that all
revenues are collected, and (4) poor management practices resulting

in program losses. Examples include the following:

-- The Internal Revenue Service's (IRS) reported revenue of $1.3
trillion for fiscal year 1994 could not be veriZied or
reconciled to accounting records maintained for individual
taxpayers in the aggregate and amounts reported for various

types of taxes collected could not be sybstantiated.

-- The audit of the Health Care Financing Administration's (HCFA)

fiscal year 1994 financial statements identified potentially

billions of dollars of previously undisclosed amounts payable to
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state gpvernments for medical services provided to Medicaid

recipients.

The fiscal year 1994 financial audit of the Customs Service
disclosed continuing problems, specifically, that Customs (1)
cannot reliably detect improper duty refund claims and, thus,
cannot prevent duplicate and excessive refund payments, (2)
needs to improve controls to ensure that goods entering into the
commerce of the United States, or being exported, do so with
proper assessment of duties, taxes, and fees and in compliance
with trade lawas, and (3) does not have adequate controls to

ensure proper accounting for all revenues.

The fiscal year 1994 financial audit of the Air Force identified
almost $28 billion of previously undisclosed contingent
liabllities for items such as contract appeals and civil law and

litigation claims.

The fiscal year 1994 financial audit reports of the Farmers Home
Administration, Federal Housing Administration (FHA), Federal
Family Education Loan Program (FFELP), and the Small Business
Administration reveal that these agencies' estimates of tﬁe
subsidy costs of their loan and loan guarantee programs,
required by the Federal Credit Reform Act of 1990, are not

accurate. Also, FFELP continued to base its $15.2 billion

12
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estimate of liabilities for loan guarantees and related program

costs on unreliable historical loan data.

-- Financial audits continue to highlight poor underwriting and
servicing practices in the Department of Agriculture's farm loan
program. The IG estimated that, as a result, for fiscal year
1994, (1) borrowers will be approved for unauthorized benefits
totaling about $73 million because of loan applications that
contain inaccurate and/or incomplete information and (2) delays
in servicing delinquent borrowers will increase program losses

by about $149 million.

In addition, financial audits are continuing to find material
internal control weaknesses at the agencies under audit. Based
upon the fiscal year 1994 financial audits completed to date,
internal control weaknesses were reported for more than 100 of the
145 entities. The financial audits for fiscal year 1994 also
continued to provide a much needed discipline in pinpointing
operational inefficiencies and weaknesses; highlighting gaps in
effectively safeguarding the government's assets and preventing

possible illegal acts. Examples include the following:

-- Education did not have systems or procedures in place to ensure
that individual billing reports submitted by guaranty agencies
and lenders were reasonable. For fiscal year 1994, these

billings paid were estimated to be $2.5 billion.

13
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-- HCFA's fiscal year 1994 financial audit disclosed inadequate or
no documentation supporting over $100 million of Medicare
receivables under contractor supervision, making collectibility
questionable. Similarly, the Coast Guard could not provide
detalled supporting records for almost $100 million of accounts
receivable reported for the 0Oil Spill Liability Trust Fund and

the associlated $65 million estimate for uncollectible accounts.

~- Financial audits identified information security weaknesses that
increased the risk that sensitive and critical computerized data
and computer programs will be inappropriately modified,
disclosed, or destroyed. For example, financial audits
disclosed that (1) IRS continues to lack sufficient safeguards
to prevent or detect unauthorized browsing of confidential
taxpayer records, (2) student loan data maintained by Education
could have been modified for fraudulent purposes because users
had the ability to override controls designed to prevent such
actions, and (3) FHA has continuing weaknesses in systems,
including those that process sensitive cash receipt and

disbursement transactions.

Further, financial statement audits have continued to identify
potential and actual dollar savings. In addition to billions of
dollars in potential savings, which will accrue to the government
as long-term corrective measures are implemented and better

financial information is regularly available to decisionmakers,
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financial audits have identified specific savings which could be
attained immediately. These savings include the recovery of
millions of dollars in overpayments to Department of Defense (DOD)
contractors, the collection of receivables, the recoupment of
payments incorrectly made to government intermediaries and
employees, and reductions in the cost of operations that are

excessive.

Financial audits also have shown that agencies often do not follow
rudimentary bookkeeping practices, such as reconciling their
accounting records with Department of the Treasury accounts or
agencies' subsidiary ledgers. These audits have identified
hundreds of billions of dollars of accounting errors--mistakes and
omissions that can render information provided to managers and the
Congress virtually useless. This situation could be much improved
if more rigor were applied in following existing policies and
procedures. The CFOs and IGs have reported that the process of
preparing and auditing financial statements brings much needed
discipline to accounting and financial reporting and highlights
where the real problems are. They also expressed their view that

the full benefits are yet to be achieved.

Finally, we are seeing long-term benefits at agencies where
financial statements have been prepared and audited for several
years, such as at SSA, Labor, GSA, and VA. Financial statements

are prepared and audited more quickly and efficiently as these
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agencies have gained experience over several years. This enables
audited statements to be available much earlier during
congressional deliberations on the budget and the effectiveness of

agency operations.

NCIES NEED MEET E Al

The annual public scorecard financial statements provide has given
the visibility necessary to get the attention of top managers and
has provided the impetus for them to begin fixing the problems
financial audits have disclosed. This has clearly been a key
motivating factor for agencies, such as DOD and IRS, which have
serious financial management weaknesses, to give much higher
priority than ever before and to seriously begin to tackle long-
standing, significant financial management problems that impede
their ability to prepare financial information that can withstand

an audit.

We believe that meeting the legislative timetable for agencywide
audited financial statements is essential so all CFO Act agencies
will begin to gain the benefits demonstrated by those agencies that
have already successfully undergone full-scale financial audits.
Meeting this schedule is absolutely critical to put the federal
government on a par with the private sector and state and local
governments, which have already made the necessary investment in

financlal management.
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Agency Readiness to Prepare Financial Statements

In response to a request from OMB and GAO for a self-assessment of
their ability to prepare auditable financial statements, 17 of the
24 CFO Act agencies reported in December 1994 that they would be
ready to prepare accurate agencywide financial statements for

fiscal year 1996. Regarding the other seven agencies:

-- DOD said that its underlying financial systems and operations
were not designed to produce auditable financial statements and
that continuing systems problems are a serious challenge that

will require a number of years to correct.

-- The Department of the Treasury will have to address the serious
financial weaknesses identified in financial audits of its major

revenue bureaus--IRS and the Customs Service.

-- The Department of Justice said that while several of its
components were preparing financial statements, others have not
yet begun, and its overall readiness was doubtful due to such
factors as the need to complete ongoing efforts to modernize its

financial systems.

-- The Department of State said that its financial management
systems were not capable of producing the information needed to

prepare accurate and timely financial statements because they
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are not integrated, are poorly documented, lack sufficient

controls, and do not meet applicable accounting requirements.

-~ The Department of Transportation reported, for example, that the
Coast Guard will be unlikely to produce financial statements

that are accurate.

-- The Federal Emergency Management Agency and the Agency for
International Development reported problems similar to the

agencies discussed above.

While these seven agency assessments represented the CFOs' initial
views late last year, we are very concerned that more progresas
needs to be made as quickly as possible. Of special concern is the
monumental financial management weaknesses at DOD, which represents
almost 20 percent of the government's fiscal year 1994 gross budget
authority. The Secretary of Defense and DOD's CFO have
forthrightly acknowledged the magnitude and severity of these
problems, which will require intensified efforts if DOD is to turn
this situation around before the turn of the century, as now
projected by the Department. It is, however, critical for DOD to
be ready to prepare accurate financial statements in accordance

with the legislative timetable.

We will continue to work with the agency CFOs and OMB to determine

the impediments to, and to help start the process of, preparing
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financial statements in accordance with the legisliatively mandated
timetable. This will require agencies to devise means to identify
problems and to concentrate on short-term solutions until longer

term systems modernization efforts can be put in place.

8 ness to A t (]

Shifting now to the audit side, since the CFO Act was passed in
1990, we have had a proactive strategy to work with the IGs to
build their financial audit capacity. Our strategy included
conducting initial financial audits at IRS, Army, Air Force, Navy,
Customs, and Education, in conjunction with or with the assistance
of the cognizant IG. While we are continuing to perform the IRS
financial audit and are working with the Naval Audit Service to
perform a financial audit of the Navy, we have now transitioned the

financial audit responsibility at the other agencies to their IGs.

In working with the IGs, we have also provided technical assistance
by making our audit manuals and training available to agency IG
staff. Initially, we helped provide training to over 2,000 IG
staff. We also assisted the IG Training Institute in developing
financial audit training, which it is now providing to the IG

community.

A number of IGs have put forth a good effort in embracing their new

responsibilities under the CFO Act and now have several years of
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financial audit experience. They have worked to train their staffs

and arranged for contractor support as needed on these audits.

Based on agencies' self-assessments in December 1994, 20 IGs said
they were prepared, or would be ready by fiscal year 1996, to
perform an agencywide financial statement audit. However, most
conditioned this level of readiness upon continuing to receive
current levels of funding. Moreover, at least 17 IGs currently
plan to use contractor support to perform financial audits, which

will also require sustained funding.

The four IGs who reported that their organizations would not be
ready were the Departments of Education, Justice, and Health and
Human Services (HHS), and the National Science Foundation. These
agencies reported staffing and resource limitations as the primary

reason for being unprepared to meet the required timeframe.

Over the next several years during government downsizing, IGs will
undoubtedly face resource constraints as they undertake agencywide
financial audits. But, in our view, many such limitations can be
overcome and should not be a reason not to meet the agencywide
audit requirement. The Department of Housing and Urban Development
(HUD) IG, for example, faced budgetary and staffing pressures which
the IG overcame, in part, by redirecting much of its internal audit
work. This has enabled HUD's IG to meet the financial audit

responsibilities without seeking additional resources.
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We will continue to work with IGs to explore opportunities and
creative solutions for surmounting barriers to meeting the fiscal
year 1996 statutory timetable. This will be very important, not
only to ensure the full and prompt implementation of the agencywide
financial audit requirement, but also because the ability of IGs to
conduct high-quality and timely financial audits will be key to our
audit of the consolidated executive branch financial statements
beginning with fiscal year 1997, ae required by law. To accomplish
this new responsibility, GAO, OMB, and Treasury have been working
closely with agency CFOs and IGs to develop a strategy and plan for
preparing and auditing these first-ever consolidated executive

branch financial statements.

PROGRESS IN ESTABLISHING FINANCIAL MANAGEMENT LEADERSHIP AND
ORGANIZATIONAL STRUCTURES

The CFO Act, recognizing the importance of strong financial
management leadership, established top-level financial management
positions in OMB and the 24 major agencies to better manage
financial management operations across government. Together with
the CFO Council, which the CFO Act also created, agency CFOa and
Deputy CFOs, along with OMB's support, are central to overcoming
the long-standing problems hampering effective financial management
and accountability. Consequently, sustained progress in

establishing effective financial management leadership and
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organizational structures is key to achieving the financial

management reform the CFO Act envisions.

The CFO Act prescribes that agency CFOs and Deputy CFOs are to be
well qualified and have extensive financial management experience.
Today, CFOs have been appointed in 19, and nominated in 2, of the
24 CFO Act agencies. In addition, Deputy CFOs have been named at
20 of the CFO Act agencies. In general, we have found that the
CFOs and Deputy CFOs meet the qualifications outlined by the CFO
Act and OMB guidance. For example, collectively, 13 of the CFOs
and Deputy CFOs have degrees in accounting; 27 of the CFOs and
Deputy CFOs have advanced degrees covering a wide range of
disciplines, including business administration, public
administration, finance, and economics; and 15 of them are
certified public accountants. Together, these CFOs and Deputy CFOs
have a wealth of experience in federal, state, and local government

financial management, as well as in the private sector.

While credentials such as these are necessary to effectively carry
out CFO Act responsibilities, additional attention by the Congress
and the administration will be necessary to complete the CFO
leadership structure the act prescribes. Promptly filling CFO
vacancies ls essential so that top-level financial managers can

institute needed financial management reforms. For example,
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Justice has never had a presidentially appointed CFO. At the
Environmental Protaction Agency and the Small Business
Administration, neither CFOs nsr Deputy CFOs have been named, and
the responsibilities of these positions is currently being carried
out by acting CFOs and acting Deputy CFOs. Also, Deputy CFOs have
not been named for GSA and the Office of Personnel Management, nor
have people been named to fill these positions in an acting

capacity.
F €@8po; 8

The CFO Act and OMB's implementing guidance' establishes a full and
comprehensive range of CFO financial management authorities and
functions for agency CFOs. Overall, the CFOs generally have been
given responsibilities consistent with these authorities, including
(1) budget formulation and execution, (2) financial operations and
analysis, and (3) information resources management, at least as it

relates to financial management systems.

In addition, CFOs are being given other closely related
responsibilities. For example, CFOs are actively involved in the
implementation of the Government Performance and Results Act of
1993. At least 11 agencies have given the CFO lead responsibility

for implementing the act. This role is consistent with, and will

‘Guidance for Preparing Organization Plans Reguired bv the Chief
Einancial Officers Act of 1990 (OMB, M-91-07, February 27, 1991).
23
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further provide impetus for implementing, the CFO Act's requirement

for information to measure performance.

The CFO Act provides that CFOs are to oversee all financial
management activities relating to the programs and operations of
the agency. In this regard, we have noted three issues related to
CFO organizational structures and responsibilities that deserve
attention: (1) the need for all CFOs to have responsibility for
both budget formulation and execution, (2) while many agencies have
formed internal CFO Councils, the need for establishing stronger
relationships with financial managers at agency component
operations, and (3) the need to ensure that CFOs are not
overburdened with ancillary duties that can detract from their

primary financial management functions.

Regarding the first issue, the CFO Act requires, at a minimum, that
CFOs monitor budget execution and develop and maintain systems
which provide for the integration of accounting and budget
information. Because of the interdependency of the budget and
accounting functions in meeting this requirement, 19 of the 24 CFO
Act agencies have included both budget formulation and execution

functions under the authority of the CFO.

However, at the Department of Agriculture, HUD, and the Agency for
International Development CFOs do not have responsibility for

either budget formulation or budget execution. At Education and
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Labor, CFOs have responsibility for budget execution but not for
budget formulation. We believe each CFO Act agency should
recognize that both these functions can best be integrated with the
agency's other financial activities by delegating responsibility

for them to the CFO.

Regarding the second issue, OMB's guidance to agencies for
establishing CFO responsibilities provides that the CFOs are, at a
minimum, to have a formal role in hiring and evaluating the
performance of the financial leaders in agency components. The CFO
does not have this role at 12 of 17 agencies where financial
management responsibility rests with the CFO but is carried out by

the financial leaders at the agencies' components.

The CFO Council has studied the issue of the CFO's role in ensuring
that financial personnel in component organizations are full
partners in achieving agency financial management objectives. The
Council suggested that agency CFOs (1) forge relationships with the
heads of financial management in agency components, (2) take a very
active role in the recruitment of senior CFO personnel at agency
components, (3) have a proactive role in senior financial
management personnel selections, and (4) exercise a meaningful role
in assessing the performance of component CFOs and be a partner in
preparing their annual performance evaluations. OMB is currently
reviewing the CFO Council's suggestions for possible adoption as

governmentwide requirements.
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Regarding the third issue of CFOs having ancillary duties, at 14
agencies CFOs are responsible for operational functions in addition
to those directly related to agency financial management. For
example, the CFOs at the Departments of Treasury and Justice are
responsible for personnel and procurement functions; the CFOs at
Education and HHS are responsible not only for procurement but also
for grants management; and at Interior, the CFO is responsible for
all of these ancillary functions. While these responsibilities can
provide opportunities for much needed integration of different
functional areas, they also have the potential to distract the CFOs
from concentrating on financial management issues throughout the
agencies. This area needs close attention and further inquiry
given the serious financial management problems confronting these

agencies.

Improving the Quality of Financial Management Staff

The CFO Act gives the CFO responsibility for recruiting and
training financial management staff. CFOs must address the serious
problem of attracting and retaining well qualified financial
management personnel and work to upgrade their skills, which is of
ever-increasing relevance in the current trend to downsize
government, as opportunities to expand existing financial staff may
be limited in the future.
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In June 1992, the Association of Government Accountants made 30
recommendations covering all facets of the financial personnel
challenge, from recruiting talented staff to reducing turnover.

The CFO Council's Human Resources Committee is working to implement
these strategies through such activities as coordinating efforts to
provide low-cost, effective financial management training and
developing a plan for establishing core competencies and standards

for all CFO-related positions.

Investments must be made in training to ensure that financial
management personnel increase their professional skills to keep
pace with emerging technology and developments in financial
management. However, financial management training is an often
neglected aspect of ensuring high-quality financial operations. At
19 of the 24 CFO Act agencies, formal training programs to enhance
the skills and knowledge of financial management staff have not

been established 5 years after the CFO Act was passed.

Upgrading staff skills and knowledge is a fundamental practice that
would involve such elements as a training plan and standards for
the type and level of skills necessary to effectively carry out
financial management functions. The Department of Energy, for
example, has established a training program for financial managers
that all of its CFO offices are required to implement and that is

based on employees' individual development plans. Also, the
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Department of Education requires its financial personnel to

complete 40 hours of continuing professional education annually.

We have called for financial management personnel to be required to
participate in a minimum amount of continuing professional
education.® Government auditors are required to attend 80 hours of
continuing professional education every 2 years, and this

requirement has helped enhance audit quality and professionalism.

QMB's Leadership Support Is Important

In addition to agency CFOs, the CFO Act created within OMB a Deputy
Director for Management and established the Office of Federal
Financial Management (OFFM) headed by a Controller. The act also
places with OMB broad authority and responsibility for directing
federal financial management, modernizing government financial

systems, and strengthening financial reporting.

The current OMB Deputy Director for Management and the Controller
are both highly qualified. For example, the Deputy Director for
Management has over 20 years of private sector experience, which
includes installing new financial and management information
systems to restore stabllity to large troubled business
enterprises. The Controller is very familiar with federal

financial management issues, having served as HUD's CFO, and has

‘Einancial Management Issues (GAO/OCG-93-4TR, December 19932).
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extensive experience in dealing with complex financial systems and

problems in state and local government and the private sector.

During the CFO Act's first several years, OFFM provided central
direction and guidance in a number of areas, including prescribing
the responsibilities for agency CFO organizations, establishing CFO
and Deputy CFO qualification standards, providing financial
statement form and content guidance, and setting financial audit
requirements. Also, for the first time in 1992, OMB issued the
annual federal financial management status report and 5-year plan,
as required by the CFO Act, This document has been updated
annually. Further, the OFFM staff have worked closely with
agencies as they began to establish CFO organizations and prepare

financial statements.

More recently, in an effort to better integrate budget and
management oversight, OMB realigned its activities, including its
financial management functions. The new organization, known as OMB
2000, consists of five new Resource Management Offices (RMOs) that
are responsible for budget and management functions of their
assigned agencies. The RMOs will be staffed with former members of
the budget program divisions as well as some staff from the general
management and statutory offices, with 21 of the 41 OFFM staff

positions reassigned to the RMOs.
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As part of this reorganization, policy development was retained in
the statutory offices, but some agency liaison responsibilities for
the statutory functions were shifted to the RMOs. Currently, OMB
expects the reorganized OFFM to leverage resources of, and place
more reliance to implement policy through, the RMOs, the CFO

Council, and other interagency groups.

There are potential benefits to better integrating OMB's budget and
management functions. We stated in our 1989 management report® of
OMB that "the budget and management staffs must work together as a
team if OMB is to more effectively oversee agency efforts to deal
with long-term management issues.” Also, the CFO Act calls for

integration of budget and financial management information.

The overall impact that the reorganization will have on CFO
implementation, as well as other OMB responsibilities, will depend
in large part on how the reorganization is carried out. At this
stage, it is too early to tell. We are monitoring the
reorganization implementation to assess its impact on CFO Act

implementation and other OMB management responsibilities.

‘Managing the Government: RS Bed ADDIOA
Effectiveness (GAO/GGD-89-65, May 1989).
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The CF ouncil Is Working to ove ngla en

The CFO Act created a CFO Council to advise agencies and coordinate
their activities on such matters as consolidation and modernization
of financial systems; improved quality of financial information,
financial data and information standards; internal controls; and
legislation affecting financial operations and organizations. 1In
concert with OMB, the CFO Council, which is comprised of senior OMB
and Treasury officials and the CFOs and Deputy CFOs, 1s working to
establish sound financial policies and services governmentwide and

to facllitate effective communication.

The CFO Council's role has significantly evolved. The Council now
meets monthly, with the meetings attended by both the CFOs and the
Deputy CFOs, as well as the Deputy Director for Management and
Controller in OMB, Treasury officials, and representatives of other
groups such as the IGs and GAO. The CFO Council has formed 15
committees and actively undertaken a wide range of projects to
improve financial management across government. The following are

examples of the Council's projects:
-- The Financial Systems Committee is involved in projects, such as

coordinating OMB's annual financial management systems status

report.
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-- The Legislative Activities Committee has ongoing activities to
promote financial management legislation, such as that involving
debt collection, and to provide liaison with congressional staff

on financial management matters.

-- The Report Streamlining Committee has the goal of simplifying
and streamlining governmentwide reporting requirements through
reports consolidation, like that called for in the Government

Management Reform Act.

~- The Internal Controls Streamlining Committee disseminates
information on streamlining management control programs and

activities under the Federal Managers' Financial Integrity Act.

Also, the CFO Council has developed a vision and goals for the
financial management community and federal managers, which was
issued in July 1994. 1In May 1995, the CFO Council established the
following as its highest priorities for the coming year: (1) the
improvement of financial systems, (2) the implementation of the
Government Performance and Results Act, and (3) the development of

auditable financial statements and accounting standards.

Further, the CFO Council, along with OMB, has developed a series of
financial management indicators to track financial management
performance, show agencies progress toward achieving financial

management goals, and help focus management's attention on areas
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requiring further oversight. These indicators, which are published
in OMB's annual financial management status report and 5-year plan,
provide information on the status of financial management in the 24
CFO Act agencies and document the status of agency progress toward

meeting critical financial management goals.

Overall, the CFO Council's work is essential to provide a forum to
exchange ideas and consider issues of common interest to improve
financial management across government--issues that are central to
meeting the CFO Act's requirements and objectives. Consequently,
the Council serves as a link to surface and collectively help to

resolve problema that impede the development of effective financial

information, systems, and controls.

Establishing new accounting and financial reporting standards is
central to achieving the CFO Act's objective of providing relevant
and useful financial information for managing government
operations. To ensure the relevancy of federal accounting
standards, the Director of OMB, the Secretary of the Treasury, and
I agreed to a cooperative approach to the standard-setting process
by establishing the Federal Accounting Standards Advisory Board
(FASAB) in October 1990. By the fall of this year, FASAB will have

introduced new financial reporting concepts and completed most of
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the supporting financial and cost accounting standards necessary to

meet the federal government's special needs.

As we testified’ before this Subcommittee on July 11, 1995, new
financial statements are being considered to meet the unique needs
of those who manage and oversee the federal government's budgets,
operations, and stewardship. In addition to ensuring basic
accountability for the proper use of budgetary resources, these
reports should address (1) the full costs of achieving program
results, (2) the value of what the government owns and what it owes
to others, and (3) the government's ability to detect and correct

problems in its financial systems and controls.

The standards FASAB is now recommending will provide a sound
foundation for federal financial statements that are relevant to
the budget formulation process and the need for operating
information. The successful implementation of these standards will
depend on support both from agency leadership and management as
well as the Congress itself. We have been pleased by the support
the Congrees in general and this Subcommittee in particular has
provided for these initiatives and hope to continue working with

you on these important issues.

1 .

Reporting (GAO/T-AIMD-95-181, July 11, 1995).
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B IAL AGEME YST,

Seriously inadequate automated financial management systems are
currently the greatest barrier to timely and meaningful financial
reporting, including the preparation of annual auditable financial
statements. Agency systems are old and do not meet users' needs.
In March 1995, OMB reported that 39 percent of agency systems were
originally implemented over 10 years ago and a little over half (53

percent) need to be replaced or upgraded within the next 5 years.

Existing financial systems have not been designed to provide
meaningful financial, cost, and performance data or support the
preparation of required financial reports. Further, systems that
account for related information, such as inventory and purchasing
systems, are not integrated. These problems diminish not only an
agency's ability to prepare auditable financial statements, but,
more importantly, the reliability, usefulness, and availability of
all agency financial data. As a result, inadequate systems
decrease an agency's ability to measure and manage the cost of its
programs, efficiently carry out its operations, and protect the

assets and resources for which it is responaible.

Because of these problems, the CFO Council has designated financial
management systems as its number one area of emphasis. The need
for this high priority is underscored by the results of self-

assessments by the 24 CFO Act agencies, which showed that most
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agency systems are not capable of readily producing annual
financial statements and are not in compliance with current system
standards. Equally as important, managers do not have reliable,
timely financial data throughout the year to help manage

effectively.

Agencies reported that only 29 percent of their financial
management systems were part of the single integrated financial
management system that the CFO Act requires each agency to
establish. For example, DOD reported that it had over 250
financial management systems in operation but that only 8 percent
of these systems were part of the department's single integrated
system. Further, agencies reported that only 33 percent of their
core financial systems comply with the Joint Financial Management
Improvement Program's (JFMIP)' Core Fipnancial Svstem Regquirements,
as required by OMB, and only 46 percent of their systems comply
with individual agency data standards.

Efforts to Improve Information Technology Management

The continuing poor condition of agency financial systems is a
symptom of a much broader issue--the federal government's overall

inability to effectively manage its investments in i{nformation

'JFPMIP 18 a joint cooperative undertaking of OMB, GAO, the
Department of the Treasury, and the Office of Personnel Nanagement
to improve financial managemsnt operations throughout the
government.
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technology. Many agency system development projects have been
poorly planned and managed and, as a result, have cost much more

than anticipated and have not provided intended benefits.

There is a growing recognition throughout government that
fundamental information technoloqgy management problems need to be
addressed, and a number of initiatives are underway to do this.
For example, our May 1994 executive guide’ on the best information
management practices of leading organizations has been
enthusiastically received, and several agencies are actively
attempting to implement its tenets, which focus on strategic
information management. We testified before this Subcommittee on

the key practices outlined in this guide.!?

We have developed several tools to assist agencies in taking a
strategic view of their information resource management practices

and maximizing their information technology (IT) investments. Our

for example, has been used by several agencies, including IRS and
HUD, to take the important initial step of assessing their own

practices. Additionally, we are currently working with OMB to

Executive Guide: Improving Mission Performance Through Strategic
Information Mapagement and Technology (GAO/AIMD-94-115, May 1994).

10

Managing for Res : Steps fo :
(GAO/T-GGD/AIMD-95-158, May 9, 1995).

1§} -

(Veraion 1.0, October 1994 Exposure Draft).
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finalize its Information Technology (IT) I[nvestment Guide, which is
intended to provide agency managers a systematic and objective
means of reducing the risk and maximizing the return associated

with planned IT investments.

Further, the Congress is taking steps to improve federal IT
management. Earlier this year, the Congress passed amendments to
the Paperwork Reduction Act, which the President signed into law on
May 22, 1995. The amendments are intended to improve the
management of IT resources and institute stronger controls over IT
investments. Other legislative proposals to strengthen leadership
and accountability for managing and improvlﬁg systems are being
considered. These proposals include ideas such as establishing
Chief Information Officers in federal agencies and changing system

planning and acquisition practices.

Einancial System Improvement Efforts

In addition to general IT management improvement initiatives, there
are improvement efforts specifically aimed at financial systems
that are either underway or needed. For example, over the past few
years, avalilable guidance on financial system design standards has
been expanded and improved. This should help agencies ensure that
their new or redesigned systems perform required accounting

functions and produced needed data.
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In particular, JFMIP is developing a set of Federal Financial

Management System Requirements, which provide guidance in
determining the functions that agency systems should be able to

perform. Since 1988, JFMIP has issued guidance on a number of
areas, including general ledger systems, personnel and payroll
systems, and inventory systems. In the fall, JFMIP plans to issue
guidance on cost accounting systems, which will help to implement

the cost accounting standards recently issued by FASAB.

Also, in January 1995, JFMIP published a model for establishing and
maintaining integrated financial management systems to support
management and federal program delivery. This document, entitled
Eramework for Federal Financial Mapagement Systems, is an important
step in providing the guidance agencies need. GAO is developing
detalled system review guides to assist agency managers and
auditors in implementing and assessing agency compliance with

federal guidance, including the JFMIP criteria.

When implementing improved system design criteria, agencies need to
take a fresh look at their financial operations to determine how
they can best take advantage of information technology to increase
efficiency. Operational improvement gains resulting from such
reengineering efforts can result in savings that help offseﬁ new
system costs. Also, it 1s essential that agencies upgrade and make
the most of the financial system expertise available within federal

agencies and take full advantage of private sector expertise.
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One way to maximize agency expertise would be to expand the
practice of cross-servicing, where one agency provides financial
management software and processing support to another agency.
According to OMB, 16 of the 24 CFO Act agencies currently engage in
some type of cross-servicing, covering approximately 20 percent of
personnel/payroll systems and 6§ percent of travel systems. We

believe that this practice could be expanded significantly.

Also, agencies could pool their resources to establish interagency
centers for managing financial system development projects.
Establishing centralized, governmentwide computer operations
centers or establishing private/public sector partnerships to
resolve major problems and test innovations, would be other
possibilities. Such practices could result in systems being
developed faster by fewer personnel and could facilitate accounting

for and managing the cost of system development and operations.

Further, in light of the government's long-standing poor track
record in systema development, it may be appropriate to consider
contracting with private businesses to take over large segments of
federal automated operations. Many private firms have turned to
this practice, known as "outsourcing," because it allows them to
concentrate on their core businesses and improve customer service
rather than expending effort on their information technology
infrastructure. Costs may be lower because (1) they are, in

effect, shared with the vendor's other customers, (2) the number of
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computer support staff can be dramatically reduced, (3) vendors may
do the job better because computer service is their primary
business, and (4) state-of-the-art technology could be acquired

faster.

Since the benefits of long-term efforts to improve agency systems
often require years to realize, agencies need to make their
existing systems work better in the interim. An important aspect
of this is to ensure the validity of existing data and to implement
the routine controls needed to keep these data reliable, such as
reconciliations to identify, research, and resolve discrepancies.
Such efforts will improve the reliability of current financial
reports and help ensure that data transferred to new systems are

reliable.

Through the CFO Act, the Congress has set the foundation to provide
much needed accountability and gain financial control of government
operations. Over the 5 years since the act's passage, important
progress has been made and the CFO Act's provisions have begun to
take root. This momentum needs to be sustained and enhanced. Much
more needs to be done to fully achieve the act's financial
management reform goals and attain the type of accountability and

effective management the American taxpayera expect and deserve. We
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look forward to working with the Subcommittee and others to help

make the CFO Act's goals a reality.

Mr. Chairman, this concludes my statement. I will be glad to

answer any questions.
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ATTACHMENT I ATTACHMENT I
AGENCIRS REQUINSD TO BHAVE ANNUAL
AUDITED PINANCIAL STATEMENTS
(§ inm billions)
1994
Gross
1994 udgn

_J-qlmnnt Outlays of Total Authority of Total
j (.1 278.9 17.6 370. 4 17.4
Defense 299.0 18.9 409.0 19.1
Treasusy 307.¢ 19.4 340.2 15.8
S8 345.9 21.8 360.1 16.9
Agriculture 0.8 3.8 9.6 4.2
Labor 37.0 2.3 44.9 2.3
oMl 38.6 2.4 79.1 3.7
Affaizrs 37.4 2.4 43.1 2.0
Transpoxtation 37.2 2.3 47.1 2.2
on 24.7 1.6 33.6 1.6

BUD 25.9 1.8 38.5 1.7
’_ﬂ 17.8 1.1 24.9 1.2
MASA 13.7 0.9 15.3 6.7
Justice 10.0 0.8 13.3 0.6
Interioxr 6.9 0.4 11.2 0.3
RPA 5.9 0.4 7.0 0.3
AID 2.5 0.2 [ ) 0.3
State 5.7 0.4 §.9 0.3
Ra 4.2 0.3 6.9 0.3
2.9 0.2 5.4 6.3

sy 2.6 0.2 3.2 0.2
SBA 0.0 0.1 3.5 0.2
asA 0.3 0.0 16.2 0.9
e 0.03 0.0 .5 0.02
Total CFO Eatities 1,566.18 9.8 1,971.63 $2.3
¥on~C¥O Entities 10.23 1.2 163.58 7.7
fotal Govermmant 1,3564.38 100.0 2,135.18 100.0

(913730)
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Hearing on the Implementation of the Chief Financial Officers Act

1.

Follow-Up Questions

You state that requiring continuing professional education has
helped enhance audit quality and professionalism. Please
describe the GAO model of training and continuing education
requir 8 for ting professionals.

GAO Response: Training is a high priority at GAO. GAO is
committed to supporting continuing professional education for
all its employees. This commitment is reflected in the
Government Auditing Standards issued by the Comptroller
General (the "Yellow Book"), which requires auditors to
complete, every 2 years, at least 80 hours of continuing
professional education (CPE), with at least 24 of the 80 hours
in subjects directly related to the government environment and
to government auditing.

In accordance with the Yellow Book, GAO employees that perform
audits or evaluation studies, are required to comply with
these standards. To help GAO employees meet these
requirements, GAO established a Training Institute. The
Training Institute's "Training and Education Catalog" presents
training curriculums, with structured training programs
outlined for staff, senior, management, and executive levels
and provides detailed information on the training resources
available to GAO staff. In addition, GAO developed a separate
financial auditor curriculum which requires specific technical
accounting and auditing courses depending on an individuals
experience level. Copies of our training catalogue and
financial auditing curriculum are attached. 1In addition to
training delivered by the Training Institute, employees are
encouraged to attend industry specific training - from
professional associations, other federal agencies, and
colleges and universities - to stay current in their
profession.

Do you think that model should be adopted by the agencies?

GAO Response: Yes, or a similar model that requires a minimum
level of CPEs and specific courses in various technical areas.

Should there be a monitoring system to ensure compliance with
the continuing education requirements, and if so, what?

GAO Response: Yes, there should be a monitoring system to
ensure compliance with the continuing education requirements.
At GAO, each employees training is monitored. Our training
system allows for a report to be generated on the training
each employee has participated in. The report is periodically
generated for each employee and is monitored to ensure that
all employees meet the CPE requirements.
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Do you think that the fact that OMB and the CFO Council are
jointly preparing the Federal Financial Management Status
Report and Five-Year Plan impairs the ability of OMB to
provide Congress with an objective assessment of agency
implementation of the CFO Act?

GAO Response: Particularly in view of OMB's limited
resources, I do not think that the fact that OMB and the CFO
Council are jointly preparing the Federal Financial Management
Status Report and Five-Year Plan necessarily impairs the
ability of OMB to provide Congress with an objective
assessment of agency implementation of the CFO Act. 1In
addition, since OMB's plans need to be consistent with the
individual agency plans, having the agency CFO's, who are
responsible for preparing the agency plans, involved in
developing the OMB plan will help to ensure that consistency.
Also, OMB gets input from the agency Inspectors Generals
(IGs). OMB reviews IG reports and has regular dialogue with
agency IGs. We also understand that OMB reviews individual
agency plans and thus, should have a good understanding of the
status of financial management in each agency.

You stated that you hoped that, eventually, the legislative
and judicial branches of the govermment would also have a
requirement for audited financial statements. How long do you
think that would take? If we drafted legislation tomorrow,
what timetable would be workable?

GAO Response: Currently, the six major legislative branch
components all vary in their audit coverage. GAO has been
producing audited comprehensive statements on an annual basis
for several years. The Government Printing Office produces
audited comprehensive statements, but does so only once every
3 years as reguired by 44 U.S.C. 390 (d). GAO has advocated
that GPO receive an annual audit to be conducted or arranged
by its Inspector General, similar to the CFQO requirement for
executive agencies. The House of Representatives attempted to
produce its first audited comprehensive statements this year.
The three remaining components -- the Senate, Architect of the
Capitol, and the Library of Congress -- have not yet prepared
comprehensive statements, although each has produced audited
statements for parts of their operations.

The first step for getting audited financial statements for
the legislative branch is getting a commitment from each
component for a plan to produce and audit financial statements
covering their entire operations. If these plans were
completed shortly, it may be possible to have the entire
legislative branch under audit beginning in fiscal year 1997.
This would put the legislative branch ont he same time frame
as the audit for the consolidated financial statements of the
federal government as required by the Government Management
Reform Act of 1994.
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The judicial branch has taken actions which could serve as the
first steps in obtaining a comprehensive financial statement
audit. Our sense is that the judicial branch could also
produce audited comprehensive statements beginning in fiscal
year 1997, provided, of course, that judicial branch
leadership made the necessary commitment.

We believe that legislation requiring the legislative and
judicial branches to produce audited comprehensive statements
would help to ensure greater accountability and restore public
confidence in government. Moreover, legislation would help to
underscore the Congress' commitment to sound financial
management throughout the federal government by putting
legislative and judicial branch requirements on more of a par
with executive branch requirements.

If agencies contracted out work to certified public accounting
£irms, how would they ensure that the auditors paid adequate
attention to what they considered important?

GAO Response: The CFO Act currently gives the responsibility
for performing financial statement audits to the Inspectors
General!. GAO believes that the auditing standards contained
in the Yellow Book and OMB's auditing standards established
for CFO Act audits provides sufficient guidance to ensure that
proper attention is paid to the important areas. In addition,
GAO has issued guidance on procuring audits services from a
certified public accounting firm.

We are aware of discussions about shifting the responsibility
for obtaining a financial statement audit to the chief
financial officers in the agencies. GAO believes that the
current responsibility as assigned under the CFO Act is the
most appropriate delegation of responsibility and provides the
best safeguards for independence. Additional safeguards could
be established by the creation of audit committees at the
agencies.

If certified public accounting firms were agked to report on
management agsertions on, for example, internmal controls or
compliance with laws and regulations, these engagements would
not necessarily be done under generally accepted auditing
standards but under the new standards for attestation
engagements, which would require the agency to determine what
it wants examined and specify what procedures should be
included in the engagement. Who would negotiate such
contracts? Who would monitor them?

The Comptroller General may, at his discretion, elect to perform
these audits.
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GAO Response: If management's assertion is made as part of
the financial statement audit, the IG who has responsibility
for those audits would negotiate and monitor the work that is
done on management's assertion. Otherwise, management could
separately negotiate and monitor such a contract, but the
attestation standards would require the auditor to report
whether work performed was less in scope than an examination
of management's assertion would have required.



[

) (0Z) smataay
hu:w_oEqua.ﬁEocoom

(82) doysyiopm
Buydureg payddy
(0Z) doysyaom
uonaRjeg Adojopoyroy
pue yowoaddy

9)
sr3dedyrop Suuedasyg

®

jusweSvunly ELUBUL]
[ed8pay 0} uononponuj
(8) spavpumg

Fugppny jusunuieson)
(82) 3unipny [epusuly
03 uopnporjuf

BNILIAnVy

v

dxg

MaN

dxqg moN

dxy meN

dxg MON

Sds

it
pusg

11 pueg

90UBULIONI]
g
I pueg

reyuswdojeseq
I pued

(9FJD) se8.m0)

ROINOIHYND HOLIANY TVIONVNIA OVD

1319vVL




X

(1 MON) (Z€) Bunipny
[BIoUBULY PROUBAPY
(¥Z) sReUO)

PpU® JUIWINI0I]

0} uotpnponuy

(21) suonwdiiddy pue
SpIUpuw)g J0USPIAY
(T ®10N)

(p) Mooy sodudyaopm

(€ #10N)
(1 ?0N) (4.L)
Bunipny w eordog,

(Z1) e8dUSIBMY pnvly

(L) suoday jyuoweSeuepy
jetousulq unusiajey

(¥2)
Mmaney uy 3unedpng

nv

dxy maN

dxgy

MmaN

‘dxqy

maN

dxy

MmaN

Sds

I
pueg

1I pueq

aouruLIOje]

g

I pueq

feyuawdoparag
I pusg

(87 dD) se8amo)

KWOTADIYEND YOLIANY TVIONVNIJ OVD

FangavyL



55

el

(1 MON)

(¥2) dununoxy
Kreyoudoay pus
Liejedpng jo saidpuug

DNIINN00OV

X

() seAlNdaXF
Joj meey ut Bunolpng

(dN) matALeAQ
SpoyIopy puw youwoaddy

(1 9I0N)
(ad.L) sjonuc) j93png

1

810N) (Qd.L) suoneMIsy
¥ 6T Y
euerjduio) 3unsa,

dxyg MON

‘dxg MON

‘dxyg MIN

dxyg MIN

Sds

III
pued

I1 pueg

IUBULIOD ]
nnq
I pueg

eyuswdopaasg
I pueq

{83 d4D) sesamo)

ANNTNOIYEND YOLIANY TVIONVNIA OVD

1 319V.L

—



v

(1 #0N) (¥2)
juawmdojess(] e3essopy

pue Sunupm Wodey
(1 810N}

(¥2) suonBuasl
2ATp03pq Auuedaiyg

an
Jummoruamu] paouBApy

(T 90N (91) Juimarady
eAnpayy pue Junum
poziwediQ Jupnpord

(91) doysyiom
Sunup eyerpamIAu]

NOIIVDINTANOD

X

X

X

X

(91) oyupdp) Junipny
pue Jununoxy

v

dxyg

MaN

dxg MmN

dxg MoN

dxy MmN

sas

I

pueg

11 pueg

20UBULIOIIA

ned
I pueg

(syuawdoqaaeq

1 pueq

(8ddD) ses.mop)

WNTNOIYEND YOLIANV TVIONVNI4 OVD

1979VL

—



57

1

(91) paousApy
Auyures], 1090n8u]

(91) Bunup, 3uiBsusy
(91) Auownsa], Aunum

91)
Juiurea ], 10jon1I8u] maN

(8) dorg
81U Junuedieap
10§ sedeyeng

(91) doysxiopm
Alewumg 2AlNdexy

(Z1) Moataey podey

(an) senbugpey,
uonwyuesaad v8=ﬂ>—u<

(8) Jeurwoag Sunum

v degy MIN

dxqy maN

dxyg

MaN

dxg MON

I
SHs pueq

11 pueg

‘JusurrojIe g

uny

I pusq

[ejuswdoaaeq
I pueg

(s:14D) se8mo7)

WNTNDIHEND HOLIANY TVIONVNIA OVD

1419V




91

(p) JuowssRLIBH

fenxag Sunuoaasy

(¥g) 1081t0dng moN

40§ sa1dmeng pue s|g

(0Z) uonealununuo)

73 suonje(ey ov|dylom
INTRIDVNVA

(8) 89ANINDAXT J0]
SUOTBIUNUIUIO)) BIPAfN

91)

Auownee], Suueateq
(91) saodvunpy 10)
UONEITUNUILOY) BIPIP

(91) SIS
Buyeuy eanmoexy

v

dxg

mapN

dxyg MaN

dxy MIN

‘dxg MmN

Sds

11
pueg

11 pueg

20UBULIOJO
g
I pueq

[eyuawdoaasq
I pusg

(83dD) 899.M0)

WATADIYEND YOLIANY "TVIONVNIA OVD

1 319VL




59

Ll

X

(¥2)
suonenodeN pus
UOHBIIUNUIWIO))

paousApy

an)
Surjvwuosweq

pue
Sumajog wo[qory
(01) drystepuor]
reuoneNIg
(an) dupuue|q
PUB JUSWSHIESY
[euelvuup

soueg doysyiop

{¥) sonnIqisuodsey QA
Buyeug juswaBeusy

v

dxg

MmaN

dxy MON

dxg MON

dxy MON

sas

ur
pusg

iI pueq

BOUBULIONO ]
nd
1 puvg

[eyuewdojaseq
I pueg

(83dD) ge8mo)

NNTNOIYEND YOLIANY TVIONVNIA OVD

1 319V




81

(0z) yuewuosAUY
ey pue ‘sseiduc) ‘OvH

[148]

e3uey) [puoneziuvdi(
Burdeunpy

(an) senwpqsucdsay
sdnmp Jueueyy

(91) Ansaeayq
[ 200 ELTTY
Sumpep

(82) Ananonpoig
103 BurBeuepy

(an) vwseg,
Areuydpsipieu]
Suvuepy

(Z1) USWIGA[OAU]
Sudeunyy

“dxg

MaN

dxqg

MaN

dxg

meN

dxg MIN

sds

1
pueg

1T pueg

oueuLIoj8d
nng
1 pueg

uswdoppae(
I pueq

(83d0) sasmo)

KNOTNDIYYND YOLIANV TVIONVNIA OVO

13149V,




61

6°1

(1) 1'g uoisaap ‘onuj
SMOPUIM

vD)
uonInpou| g-z-1 sN0T

{¥1) uoponpexjuy
PapagPIOM
(9) 0°'g soa

§asUnoy
TALNdWOO0HOIN

(g 9j0N) weadoiq
1o 8odg sarndaxy

(g @0N) doysyaom
sansg] Budiowy

(g 30N)
seuleg JuswedeuByy
80aM08eY UBWINE

dxgyy

MaN

dxyg

maN

dxg

MaN

dxg

MaN

Sus

111
pusg

11 pueq

aouwuLIojIa g

g

I pueg

[sruawdopaaaQq
I puey

(84 dD) se8mO])

WNTNDIEYND HOLIANY TYIONVNIA OVO

[RCLAAR



62

(a@n) A3ojouyoay,

pue juowsdeuey
80JN0B9Y UOINBULIOJU]
(3 810N)

wexdoad yuswdogpaaqg
2)9PIpuBy) AAINOIXY

(g1) weadoaJ uorjowios
19A@] JuswadvuBy

(91) weidoiy
UoNOWoAJ [9A37] Jofusg

(99) dupurasy,
J0yenfeAy A109mpoxuf

SISYNO0D YIHLO

X
X

(L) vaar
(L) 3unreypmoly DLV

134

‘dxg

MIN

dxsy MIN

dxy

MaN

dxy MON

SHS

111
pueq

11 pueg

JUBULIONMS]

4

I puegq

[gyuswdojaaaQg
I pueg

(8 dD) 898mo)

WNTADIYEND HOLIANV TVIONVNIA OVO

1d74V.L




63

‘279 ‘S3IBUINE3 ‘8INUIAAI ‘919688 PIXY ‘B|qBALSI03L 8IUTION08 88 Yons §01do) uo sIsunes MOy g 03 p - £ MON

SI15Bq PIPIaU 88 UB U0 PIMPIYIS - Z MJON

'QHS 10j [Buond -9samed ay) uIye}
194 J0U JARY PUB [9AI] PIPUSUILINIAT IY) BAOQE SPURG UY 219 OYM S[ENplAlpUl o) padeincoud £j3uong - [ MoN

padoaaap aq og, -adlL

pautuLIejap aq 0} syJ) “yuawdojasap sapup) -an
(pusder]

. (yuawdoarap
Jopum 828aM00
oy L8 09 bLL 9 (419 €8 991 08t 3uipnpxa) smoy [e10],

(1A' dx MIN dxgyg MIN dxg MmoN dxg MmaN (84 dD) #e8mo)

2OUBULIOMD]
ur nnd [muswdojaaaq
SHS pusg 11 pueg I pueg 1 pueg

KNNINDIHIUND YO.LIANV TVIONVNIA OVO

I 3'14VL



64

Mr. HorN. Well, I thank you very much. Let me ask a couple
questions.

One of the things that concerns me, as I read the various state-
ments and I listened to the hearings conducted very ably by Rep-
resentative Sgratt last year, and now look at the situation this

ear, is the following, and I would like to know if you or your staff
ave a feeling on it.

What difference, if any, have you found between those who are
full-time Chief Financiaf’ Officers and those who are simply part-
time Chief Financial Officers and either Assistant Secretaries for
Management or Administration? Have we found a fundamental dif-
ference? And I would also be interested in, if we haven't, where are
the weaknesses we see in those agencies? Is it in the tie-in between
financial and budget, or what?

Mr. BowsHER. Well, I think a Chief Financial Officer for one of
these large 24 agencies of the Federal Government is a full-time
onb. So anytime that you have these ancillary duties given to them,

think it takes away from the time that they can spend. When you
think about it, the CFO of these agencies is not the CFO of a well-
run system in good shape. They've got a lot of tough, hard work
to do, as the CFO, to get things in good shape.

So I think that the CFO should really be concentrating on that
job and not have some of these administrative Assistant Secretary
type responsibilities. As you are aware, Mr. Chairman, I served as
a Chief Financial Officer of the Navy 25 years ago. I know the job
very well, and at that time I only had the budget, the auditing, the
systems, and accounting, and it was very much a 12-hour day try-
ing to stay on top of that. So I am very, very strong in recommend-
ing that you have the major financial management functions in the
job and get rid of the rest of it.

Mr. HORN. In your prepared testimony you identified four Inspec-
tors General who said that they would not be able to perform agen-
cy-wide financial statement audits. The Inspectors General in ques-
tion are at Education, Justice, Health and Human Services, and
the National Science Foundation. These Inspectors General claim
thg{, they lack the staffing resources to meet the required time-
table.

I note that most Inspectors General seem to be able to assist the
CFOs to comply with the law. So when Inspectors General perform
the financial statement audit, I assume the cost of the audit is
borne by the Office of Inspector General. At agencies where the IGs
are not performing these audits, should the CFOs be able to hire
contractors on their own, and should the Office of Inspector Gen-
eral budget be reduced to pay for these audits?

Mzr. BOwsHER. Well, I think if the IGs do not have the resources,
I think that the agency should hire an outside firm to do it. I
strongly believe that. ether it would be done and how the book-
keeping would be done—but I am a little concerned about the CFO
selecting the auditors, because I think that’s what we had in the
private sector 30 and 40 years ago, and we got away from that; we
got to audit committees represented on the board. I would like to
see more independence.

Before the legislation went through, I recommended audit com-
mittees for the various agencies, the 24 largest. I still think it’s a
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good idea if we had that, like we had in New York City. There was
an audit committee created there which worked very, very well,
with some private sector people serving on the audit commaittee in
addition to others.

The important thing is to get the audit done. I would hope that
if the IGs can’t see their way to assign their resources to get the
job done, then there’s no reason why they can’t go out and hire an-
other firm, a CPA firm, or something like that, to get the job done.
That's what we found in the States. In other words, when we put
through the Single Audit Act, some States did it with their own
audit resources; others hired the big accountingyﬁrms.

Mr. HORN. I now yield to an expert on New York City, the rank-
ing minority member, Mrs. Maloney.

rs. MALONEY. Thank you, Mr. Chairman.

I recently released a report based on information collected from
100 Federal agencies, some with the help of CFOs, and in that re-
port it documented that individuals and organizations owe the Gov-
ernment more than $50 billion in delinquent, nontaxed debt. And
these debts range from unpaid student loans, farm loans, defaulted
housing, oil pollution fees, fines, a whole range of areas.

When past due Federal income taxes are added, Federal delin-
quent debt rises to $117 billion and is projected to reach $125 bil-
lion by the end of 1995. That's a lot of money that could be used.
I just came from a meeting on housing. They are cutting the hous-
ing budget by 25 percent. The Americorps program has been cut,
the healthy baby program, Head Start. These dollars could be used
to restore some essential services. Personally, I think it's an out-
rage that these dollars are out there, and should be brought into
the budget and used for needed programs.

In your statement you noted that “Financial statement audits
have continued to identify potential and actual dollar savings.”
What do you think, Mr. Bowsher, Government could do quickly and
efficiently to ensure that these dollars owed the American people
are brought into the Treasury?

Mr. BOWSHER. I think it’s a very important point, because when
we first started doing these financial management audits, what we
found is that the receivables weren’t even aged; they weren’t even,
half the time, really good receivables. They just kept building up
over the years. That was true, like at the IRS and some of the oth-
ers.

By going through these audits, the agencies are actually getting
their receivables into a position that they can get audited. Then
they can start really going after that money.

Jeff Steinhoff, on my right, has worked in this debt collection
area quite a bit, and would like him to expand on that. But I
think it’s an area where there is big money to be achieved, and it’s
the importance of putting people with good information that they
can actually go out and get that money. As you are relying on bad
information, then people come back and say, “Well, you can’t get
it,” you know, “The people have no money,” and things like that.
That's what you have to sort out in your information system.

Go ahead, Jeff.

Mr. STEINHOFF. My background in this goes back to the late
1970’s, when there was no accounting at all for these funds. So, in
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that respect, the Government has made strides. I think there are

several things, one being just fully using all the tools in the Debt

Collection Act of 1982. Those tools have not always been fully used,

although they are used to a great extent today.

Al\l.l’rs. MALONEY. What are the tools of the 1982 Debt Collection
ct!

Mr. STEINHOFF. Things such as using private sector collectors, re-
ferring to credit bureaus, and fully using offset provisions.

Mrs. MALONEY. Why 1sn’t it implemented? I mean, this is $150
billion of taxpayers’ moneys, or, rather, moneys that are owed the
Government, sitting out tﬂere that could be used for good causes.
Why aren’t we using private collectors? Why aren’t we going out
after those dollars?

Mr. STEINHOFF. Many of those things are being done today.
There have been billions of dollars collected using those tools. They
oftentimes aren’t fully used, and I think part of the issue is getting
on top of the debt at a very early stage, making a proper loan, as-
suring that due diligence is followed all the way through.

There are some important tools that aren’t always there, such as
a clear identifying number for a person, a business identification
number, or a Social Security number. You might make a student
loan, and the person’s name might change a couple times through
marriage. So you have to have that full range of tools there.

Mrs. MALONEY. By the way, the chairman and I are working on
legislation that would have an identification number that would
make your job easier.

Mr. STEINHOFF. Yes.

Mrs. MALONEY. When you mentioned earlier that you don’t have
it in a form to be written off, do you have any uniform procedures
on how you treat collected debt, how old it is?

Mr. STEINHOFF. Yes.

?Mrs. MALONEY. How many attempts have been made to collect
it?

Mr. STEINHOFF. Yes.

Mrs. MALONEY. Do you have any procedures where you decide
when it is written off as just totally uncollectible?

Mr. STEINHOFF. There are various due diligence procedures.
1\}Ilow, I'm talking about nontax debt. Tax debt is a totally different
thing.

Mrs. MALONEY. Yes.

Mr. STEINHOFF. But on nontax debt there is a set of procedures,
requirements. I think the Government has come a long way in
knowing what is there, what is due, how old it is.

Mrs. MALONEY. At what point do you write it off? Is it after a
series of years or after a series of attempts? When do you decide
to write it off?

Mr. STEINHOFF. It's based on a number of factors: attempts,
years. If you can actually find the debtor, you might make a deter-
mination as to the collectability from them. In the case of many of
these, they do represent farm loans; they represent student loans;
they represent housing loans where someone has walked away
from a piece of property. So you have to make that determination
on a case-by-case basis, based on that debtor.
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Then, once you have decided to write off that loan, what is re-
quired is that an IRS 1099 form be filed, and that becomes income
to that person. So, at that point in time, the IRS can go after them
for the percentage taxes that might be due on that.

I think an important factor, too, to all of this is for people to de-
cide up front when they are actually proposing a budget. That’s
what credit reform was all about. Decide up front what will be my
expected cost or losses from this, so that the Congress has a very
good idea each year—let’s take, for example, the student loan pro-
%:am—what are the anticipated losses, and what is the nature of
those losses?

You will find that losses manifest themselves in certain areas,
and you can analyze them in that manner.

Mrs. MALONEY. And then, possibly, the management should be
improved in those areas up front.

Mr. STEINHOFF. If you can really zero in, like on student loans—
not to diﬁress too much—a thing like proprietary schools; you have
massive losses there. You do not have many losses in 4-year col-
leges. So you can really pinpoint where your costs or losses are and
zero in on those. You always are going to have some losses, though.

Mrs. MALONEY. Do you think it would help to centralize collec-
tions so that there is an agency that focuses on and works on col-
lecting what is owed the Government? Oftentimes, in the various
agencies, you have different pressures on you, responding to var-
ious crises often, and tremendous, really, cutbacks in the agencies,
that maybe the personnel is not there to do the collections. Obvi-
ously, it's much cheaper to do collections in-house than to contract
them out where they take sometimes 20 percent, 25 percent, 30
percent of the revenue.

Mr. STEINHOFF. Yes.

.dM;s. MALONEY. Do you think to centralize it would be a good
idea?

Mr. STEINHOFF. Yes, and they are working in that way. There
are four or five major credit agencies today. There are proposals,
as part of the omnibus bill that you referred to, to have Treasury
do certain things on offset and other centralized functions. But
there’s lots of merit in the major credit agencies—there are only
four or five of them—working to%ether, developing centralized cen-
ters or centralized systems, and really looking to leverage best
practices. There’s lots of opportunity there.

Mrs. MALONEY. May I ask one last question, Mr. Chairman, or
is my time up?

Mr. HorN. Certainly. And we can get back to you, but go ahead.

Mrs. MALONEY. OK. I would like to ask Mr. Bowsher, in your
statement discussing audited financial statements, you say that the
audits are useful in determining that some agencies fail to collect
all of the revenue which is due to the Government under the law.

With respect to the IRS you say that, “The Internal Revenue
Service reported that revenue of $1.3 trillion™—we could close the
deficit, the debt, with this—“for fiscal year 1994 could not be veri-
fied to accounting records maintained for individual taxpayers in
the egate, and amounts reported for various types of taxes col-
lected could not be substantiated.”
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Can you report on that $1.3 trillion that's sitting out there, Mr.
(ilhairman? I mean, we could really make a dent in the deficit with
that.

Mr. BowsHER. No, it’s not necessarily sitting out there. Greg
Holloway is our auditor in charge of the IRS. Let me have him ex-
plain that to you.

Mrs. MALONEY. And the complaints I get from my constituents,
by the way, on the IRS going after them, I mean, maybe we should
start focusing on the IRS and their business practices themselves.

Mr. HoLLowayY. Well, I will tell you, Congresswoman Maloney, in
terms of the $1.3 trillion, that is the amount that IRS reportedly
collected in taxes.

Mrs. MALONEY. It collected in taxes.

Mr. HoLLOWAY. And the issue in the audit is that they cannot
reconcile their detailed taxpayer account records to the amount
that they report. In other words, they have no support for that
amount that could be verified as to the accuracy of whether or not
whatever they collected, in fact, got posted to taxpayer accounts.

So it’s really a question more of, you paid your taxes; did you get
the proper credit for it included in that amount that is reported?
It woulgn’t be available for deficit reduction as possibly their tax
receipts would be.

Mrs. MALONEY. So it's their own mismanagement.

Mr. HoLLowaAY. I think it’s a case of just having poor records and
poor accounting practices, in terms of just fundamental record-
keeping and performing reconciliations of detailed records to sum-
mary accounts to assure yourself that you have accounted for ev-
eryt! in%/[A

Mrs. LONEY. How do you think we should achieve proper rec-
ordkeeping in the IRS?

Mr, HoLLoway. I think a very critical aspect of that is hearings
like this and others, in terms of congressional oversight. Unlike the
private sector where you have a profit-driven motive, it seems that
more often than not, in the Federal Government, congressional in-
terest and oversight seem to be key.

While IRS certainly has its share of issues that they need to re-
solve, they would probably be as good as many Federal agencies,
in terms of responsible financial management, which is why I think
it’s all the more important to have these kinds of hearings to im-
press on people how important it is to Congress so that it is
prioritized.

y Mrg’. MALONEY. How much is owed the IRS, roughly, do you
now?

Mr. HoLLowAY. Right now, IRS projected this year that they had
gross accounts receivable of $70 %i] ion, of which they projected
that $35 billion was collectible. Based on our testing, we were not
able to attest as to whether or not that was for certain the right
or wrong amount. Now, all that means is that we did some tests
of the statistical sampling they did of their receivables population.

And I know it sounds like a lot of accounting “technicalese,” but
the problem with it is, in most corporations in the private sector
you wouldn’t have to rely on statistical accounting; you would have
detailed subsidiary records that itemized who owed you money, so
that you would know readily who owed you money.
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And that goes back to the things the Comptroller was talking
about earlier, about the importance of having the good records so
that you readily know who owes you and how old it is, and what
efforts have been made to collect it. The biggest problem with taxes
has been the untimeliness in the pursuit of collecting it.

Mrs. MALONEY. Thank you very much. And I thank Chairman
Horn. We have had several conversations on this issue ourselves
and hope to work jointly on trying to work with Government in im-
proving the whole area of collections and accounting.

Mr. BowsHER. Yes. And we would like to work with you, if we
can be of any help on this issue. It’s a very important issue; and
there’s big money there.

Mr. HORN. The offer is %'reatly appreciated. I will give my col-
league a “Dear Colleague” letter this afternoon, which she is free
to edit in any way she would like, and we will send it to the other
§3111’. Members and see if we can’t get a majority to introduce the

111,

We think what the CFO Council, with OMB and GAO participat-
ing, and the Treasury have done, in particular with this debt col-
lection leiislation is long overdue, and we would hope to get that
accomplished in this Congress. If not, and we lose, it will be known
as the Maloney-Horn bill rather than the Horn-Maloney bill. In ei-
ther case, we will work on this together.

In 1997, the GAO will audit the consolidated financial state-
ments of the Government. You stated in your formal testimony you
will use the Inspectors General to help you with this. Is there any
estimate at this point as to what this effort will cost in staffing
time, and will you have sufficient staff to perform these audits? Do
you plan to contract out a lot of them?

Mr. BOWSHER. No, we expect to be able to do that, Mr. Chair-
man. We will do some contracting out, as we do when we do some
of the individual audits, but overall that’s a role that GAQ will do.
Although we are coming down in size and I worry about losing too
many of our good people, we expect to be able to play that role, and
it’'s an important role for us to play.

Mr. HorN. You mentioned the cross-servicing where one agency
provides financial management software-processing support to an-
other agency. Should the agencies be encouraged to charge a serv-
ice fee to the agency being served? Are agency cost-accounting sys-
tems sufficiently developed so that the charges could be based on
cost reimbursement? And how long would it take the agencies to
get these systems 13;; and running?

Mr. BOWSHER. I think that's an important issue. The question is,
do you want all these individual agencies to design and build their
own modern accounting systems, or can you do some consolidation
and then just have people cross-charge?

At the General Accounting Office, we have moved most of our ac-
counting down to the Finance Center that the Agriculture Depart-
ment runs in New Orleans, as have quite a few other agencies. I
think there's real potential there. I know that Ed DeSeve and the
people at OMB are looking at this as a possible plan of action, you
might say, in the future here. I think it should not take too !long.

I think that in & rather few years here Kou could have several
of those come up and be developed, and then I would think you
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would gain great efficiency in going that way. I think the cost ac-
counting could easi(liy be put in place. It certainly has been down
in New Orleans, and we receive those charges and pay them.

Mr. HorRN. Very good. There are a number of other questions I
have, but, if you l3'011’& mind, we will submit them to you in writing,
and at this point we will have your answers.

Mr. BowsHER. We would be pleased.

P Mr. HORN. I now yield to the gentleman from Pennsylvania, Mr.
OX.

Mr. Fox. Thank you, Mr. Chairman.

Comptroller Bowsher, when would you be able to provide us with
information about the OMB2000 reorganization’s impact on CFO
Act implementation and other OMB management responsibilities?

Mr. BowsHER. I would think sometime next year is what we
would probably do. We're studying the area right now, and I would
think sometime next year.

Mr. Fox. One final question: If Congress established an inde-
pendent commission to monitor agency progress in improving sys-
tems, who should be appointed to such a committee?

Mr. BowsHER. Well, my own recommendation would be that you
consider having audit committees of the 24 largest agencies, the
ones that are going to be required to have the audit, and that this
committee continue to be the oversight committee and hear, on an
annual basis, what progress is being made.

If you went to such a committee like that, I would think then you
would want to make some kind of a selection of this committee, the
Governmental Affairs Committee in the Senate, and some people
from the private sector.

Mr. Fox. Thank you.

Mr. HorN. I thank you very much, and we appreciate you and
your colleagues coming and giving the usual very thorough, de-
tailed testimony. We are most grateful for the monitoring you are
doing under this program. We think it's an absolutely essential tool
of Government to know where the money is and might be, and to
be able to show the President of the United States, Congress, and
the ayers that we are responsible fiscally.

Thank you for coming.

Mr. BowsHER. Thank you very much, Mr. Chairman.

Mr. HoRN. The next panel is the Honorable Edward DeSeve, the
Controller, Office of Federal Financial Management, Office of Man-
agement and Budget.

. Mr. DeSeve, if you will raise your right hand, we will swear you
in.

[Witness sworn.]

Mr. HORN. The witness affirmed.

We will be delighted to hear your testimony. How long will your
summary go? As you know, the full statement is put in the record.
Five minutes? Ten minutes?

Mr. DESEVE. Mr. Chairman, I am aware of the chairman’s objec-
tive for 5 minutes, and we will be well within that. Thank you.

Mr. HORN. If you can, fine. If you can’t, don’t worry. With key
witnesses such as yourself and the Comptroller General, we try to
give you leeway.
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STATEMENT OF G. EDWARD DESEVE, CONTROLLER, OFFICE
OF FEDERAL FINANCIAL MANAGEMENT, OFFICE OF MAN-
AGEMENT AND BUDGET

Mr. DESEVE. Thank you very much for the opportunity to appear
here today.

I have previously submitted more extensive formal testimony for
the record which addresses the subject before us today. At this
time, I would like to make a brief statement regarding the imple-
mentation of the CFOs Act, and in doing so, I would like to look
forward to the plans that are being made around the CFQs Act.

In particular, I would like to cite the work of the Chief Financial
Officers Council. This is a dedicated group of professionals who rep-
resent the best of career Federal service working side-by-side with
congressionally confirmed Presidential appointees.

Later you will hear from several individual CFOs. While I have
worked with them in their individual agencies, I have also worked
with them as members of the council. They have taken on assign-
ments beyond their formal responsibilities to make financial man-
agement across the Government better. They have served as a con-
_scie!(l)ceM 1;1 goad, and a reality check for the central agencies, includ-
in .

t this point, it is unlikely that OMB would contemplate issuing
guidance affecting financial mana%ement without seeking the views
of the council. But this was not always the case. Not more than a
year ago the council was a house divided. The career Deputies were
not members of the council; rather, they formed a subsidiary coun-
cil operations lgroup. The council had no vision or objectives. It had
no operational charter and leadership structure. It could not lead;
it could only react.

In contrast, last week the chairman, the ranking member of this
subcommittee, and the chairman of the full committee met with the
full membership of the council. What they found was that in more
than just 1 year the council has reorganized itself; laid out a
thoughtful vision and objectives; established priorities, which I will
refer to later when discussing the Federal financial management
status report and 5-year plan; and had crafted a statute to improve
debt collection which is being reviewed by members of this sub-
committee for introduction.

Too often we hear about the failures in Government. In this case,
it is important to recognize a success. The council will make no
small plans. It intends to be accountable for improving financial
systems, implementing the Government Performance and Results
Act, developing financial statements and accounting standards,
providing agencies with skilled financial managers, improving debt
collection, streamlining reports, and implementing electronic pay-
ments government-wide.

OMB recognized the strength of the council and asked them to
participate in the joint development of the statutorily required 5-
year plan for 1995. At its March and April meetings, the council
discussed its participation and then devoted virtually its entire
Miy retreat to establishing the priorities noted above.

ach committee of the council established milestones for progress
during the year, and the council and OMB expect to monitor
progress together during this upcoming year. The council believes
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that if it expects others to be accountable for performance, it should
be accountable itself. The 5-year plan will be published by the end
of this month, and it reveals that although much progress has been
made, much needs to be done.

The results in the status report are uneven across categories of
the plan and across agencies. In the financial management systems
area, we find progress in that there are 7 percent fewer systems
and 9 percent fewer applications than 2 years ago.

We also note that 63 percent of the systems meet the standards
for agency computing environments. However, we find that 39 per-
cent of the systems are over 10 years old, and 31 percent are
planned to be replaced within 4 years. That will require significant
commitments of talent and senior management attention, as well
as congressional cooperation.

A disturbing trend is the failure of agencies to embrace more
fully the use of commercial, off-the-shelf software. The utilization
of such software has declined from 13 percent in 1992 to 10 percent
in 1994. Working with GSA, OMB is upgrading vendor options
available and intends to encourage more cost-effective approaches
using this software.

A recent report by the CFO Council, entitled “Implementation of
the Government Performance and Results Act,” pointed out that 61
percent of the CFOs who responded also have responsibility for im-
plementation of GPRA within their agencies. This makes them the
group predominantly responsible for GPRA implementation.

While GPRA is following the statutory timetable and is still in
its early stages, several trends are becoming clear. First, as pointed
out in the CFO Council report, GPRA must be more closely linked
to budget formulation and execution. OMB is in the process of ex-
amining its budget guidance to see how this can be accomplished.

However, OMB cannot accomplish this alone. Help will be re-
quired from the council, from this subcommittee, the full commit-
tee, and its counterparts in the Senate. Even when integrated with
the executive budget process, if GPRA is not accepted and used by
authorizing and appropriating committees, in lieu of the current
voluminous justifications, it will be just another accretion in an al-
ready burdensome process.

At some point, I would like to return to this subcommittee and
ask that you join in an effort to reengineer the budget process to
enable all of us to connect resources to results.

In the area of accounting standards, again, the 5-year plan shows
progress on financial statement development and submission of au-
dited financial statements. The Federal Accounting Standards Ad-
visory Board is nearing the end of its initial work to provide com-
prehensive accounting standards for the first time in the Federal
Government’s history.

When FASAB completes its initial work, OMB will update its
guidance to the executive branch on the form and content of finan-
cial statements as well as on reporting requirements. The stand-
ards and this guidance will be available in time to be used for re-
porting fiscal year 1996 results and will serve as the basis for gov-
ernment-wide audited financial statements currently scheduled by
GAO for fiscal year 1997.
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The CFO Act required audited financial statements from 10 pilot
agencies, and the revolving funds and trust funds and commercial
activities within 10 other agencies. The requirement was extended
by the GMRA to cover all operations of 24 Federal agencies, rep-
resenting 98 percent of budgetary outlays.

From 1990 to 1993, the number of entities receiving clean opin-
ions on their financial statements has increased from 33 to 46 per-
cent. However, two problems continue to inhibit the provision of re-
liable audited financial statements. The first is lack of adequate
systems. The second is the inability of agencies to produce state-
ments in a timely manner. The second is c%early related to the first,
but also demonstrates the greater need of agencies to take the
process of preparing and auditing information, on a timely basis,
seriously.

This month OMB received a statement from one CFO Act agen-
cy, more than 22 months after the end of the fiscal year to which
it applied. If financial information is going to be useful to program
managers and in budgeting, timely audited financial information is
essential.

Considerable variation exists in CFO organizational responsibil-
ities and staffing patterns. George Munoz, Treasury CFO and
chairman of the CFO Council, asserts that the first requisite for
the CFO is that he or she be a key player at the decisionmaking
table. This is critical to the success of agencies in implementing
sound financial management practices.

The ideal CFO organizational structure, as Interior CFO Bonnie
Cohen has noted, combines both budget formulation and budget
execution with accounting and financial systems development. The
large majority of the agencies have this configuration, and OMB
continues to urge those that do not to consider adopting it.

The subcommittee is already familiar with the debt collection leg-
islation that the council is proposing. We appreciate your efforts to-
ward sponsorship. In the area of modernizing payments and busi-
ness methods, the council is promoting new ways to engage in elec-
tronic commerce, make benefit payments, and transfer funds elec-
tronically. This effort is central to the ability of agencies to meet
streamlining and reengineering goals.

The council is also working with the President’s Council on In-
tegrity and Efficiency, that is, the IGs, as well as OMB, to improve
management accountability. Just like performance, program integ-
rity must become a part of the everyday management process in
agencies. The council and OMB will keep the subcommittee in-
formed of progress in these efforts.

The CFO Act has been a major success in moving agencies to-
ward better financial management, but moving toward is not the
same as arriving. Over the next 2 to 3 years, I hope to be able, pe-
riodically, to report progress as well as problems to the subcommit-
tee, and I look forward to your active participation as a partner in
better management.

Thank you very much.

[The prepared statement of Mr. DeSeve follows:]



74

G. Edward DeSeve
Controller, Office of Federal Financial Management

Office of Management and Budget

Mr. Chairman and members of the Subcommittee, Thank you for
the opportunity to appear before you today. | have previously submitted
more extensive formal testimony for the record which addresses the
subject before us today. At this time | would like to make a brief
statement regarding the implementation of the CFO's Act.

Role of the CFO Council

In particular, 1 would like to cite the work of the Chief Financial
Officers Council. This is a dedicated group of professionals who
represent the best of the career Federal service working side by side
with Congressionally confimed Presidential appointees. Later you will
hear from several individual CFOs. While | have worked with them in
their individual agencies, | have also worked with them as members of
the Council. They have taken on assignments beyond their formal
responsibilities to make financial management across the govemment
better.

They have often served as a conscience, a goad and a reality
check for the central agencies, including OMB. At this point, it is
unlikely that OMB would contemplate issuing guidance affecting financial
management without seeking the views of the Council. But this was not
always the case. Not much more than a year ago, the Council was a
house divided. The career Deputies were not members of the Council;
rather, they were formed into a subsidiary Council Operations Group.

The Council had no Vision or Objectives. It had no operational
charter and leadership structure. It could not lead. It could only react.
In contrast, last week, the Chairman and ranking member of this
Subcommittee and the Chairman of the full committee met with the full
membership of the Council. What they found was that in just more than
one year, the Council has reorganized itself; laid out a thoughtful Vision
Statement and Objectives; established Priorities (which | will refer to
later when discussing the Federal Financial Management Status Report
and Five-Year Plan); and crafted a statute to improve debt collection
which is being reviewed by members of this Subcommittee for
introduction.
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Too often we hear about the failures in government. In this case it
is important to recognize a success. The Council will make no small
plans. It intends to be accountable for improving financial systems,
implementing the Government Performance and Results Act (GPRA);
developing financial statements and accounting standards; providing
agencies with skilled financial managers, improving debt collection,
streamlining reports, and implementing electronic payments
government-wide.

The Federal Financial Management Status Report and Five Year Plan
Five Year Plan

OMB recognized the strength of the Council and asked them to
participate in the joint development of the statutorily required Five Year
Plan for 1985. At its March and April meetings, the Council discussed
its participation and then devoted virtually its entire May retreat to
establishing the Priorities noted above.

Each Committee of the Council established milestones for
progress during the year and the Council and OMB expect to monitor
progress together during the coming year. The Council believes that if it
expects others to be accountable for performance, it should be
accountable itself.

The Five-Year Plan is expected to be published by the end of this
month, reveals that although much progress has been made much
needs to be done. The results in the status report are uneven across
categories of the Plan and across agencies. In the financial
management systems area, we find progress in that there are seven
percent fewer systems and nine percent fewer applications than two
years ago. It notes that 63% of the systems meet the standards for
agency computing environments.

However, we find that 39% of the systems are over ten years old
and 31% are planned to be replaced within four years. This will require
significant commitments of money, talent and senior management
attention, as well as Congressional cooperation. A disturbing trend is
the failure of agencies to embrace more fully the use of commercial off-
the- shelf software. The utilization of such software has declined from
13% in 1992 to 10% in 1994. Working with GSA, OMB is upgrading the
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vendor options available and intends to encourage more cost-effective
approaches using this software.

Implementation of the Government Performance and Results Act(GPRA)

A recent report by the CFO Council entitied /mplementation of the
Govemnment Performance and Results Act pointed out that 61% the
CFOs who responded to the Council’'s survey have responsibility for
implementation of the GPRA within their agencies. This makes them
the group predominately responsible for GPRA implementation. While
GPRA is following the statutory timetable and is still in its early stages of
implementation, several trends are becoming clear.

First, as pointed out in the CFO Council Report, GPRA must be
more closely linked to the budget formulation and execution process.
OMB is in the process of examining its budget guidance to see how this
can be accomplished. However, OMB cannot accomplish this alone.
Help will be required from this Subcommittee, the full Committee and
their counterparts in the Senate. Even when integrated with the
executive budget process, if GPRA is not accepted and used by
authorizing and appropriations committees in lieu of current voluminous
justifications, it will be just another accretion on an already burdensome
process.

At some point, | would like to retum to this Subcommittee and ask
that you join in an effort to reengineer the budget process to enable all
of us to connect resources to resuits.

Accounting Standards and Financial tements

Again the Five-Year Plan shows progress in financial standards
development and submission of audited financial statements. The
Federal Accounting Standards Advisory Board (FASAB) is nearing the
end of its initial work to provide comprehensive accounting standards for
the first time in the federal govemment's history. When FASAB
completes its initial work, OMB will update its guidance to the executive
branch on the form and content of financial statements as well as on
reporting requirements. These standards and this guidance will be
available in time to be used for reporting on Fiscal Year 1996 results
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and will serve as the basis for the Government-wide audited financial
statements currently scheduled by GAO for Fiscal Year 1997.

The Chief Financial Officers’ Act (CFO Act) required audited
financial statements from 10 pilot agencies and the revolving funds, trust
funds, and commercial activities within 13 other agencies. This
requirement was extended by the Government Management Reform Act
(GMRA) to cover all operations of 24 federal agencies, representing
98% of budgetary outlays. From 1990 to 1993, the number of entries
receiving clean opinions on their financial statements has increased
from 33% to 46%.

Two problems continue to inhibit the provision of reliable audited
financial statements. The first is the lack of adequate systems. The
second is the inability of agencies to produce statements in a timely
manner. The second is clearly related to the first but also demonstrates
the greater need of agencies to take the process of preparing and
auditing information on a timely basis seriously. This month OMB
received a statement from one CFO Act agency more than 22 months
after the end of the fiscal year to which it applied. If financial
information is going to be useful to program managers and in budgeting,
timely audited information is essential.

F rganization an ffin

Considerable variation exists in CFO organizational responsibilities
and staffing patterns. George Munoz, Treasury’s CFO and Chairman of
the CFO Council, asserts that the first requisite for the CFO is that he or
she be a key player at the decision making table. This is critical to the
success of agencies in implementing sound financial management
practices.

The ideal CFO organizational structure, as Interior CFO Bonnie
Cohen has noted, combines both budget formulation and budget
execution with accounting and financial systems development. The
large majority of the agencies have this configuration and OMB
continues to urge those that do not to consider adopting it.
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The true strength of the CFO organizations has been getting good
people to serve as CFOs and Deputy CFOs and from their making sure
that adequate staffing and training is available through out the
organization. The Clinton administration has been committed to getting
good people to serve as CFOs and has filled all CFO slots. As tumover
occurs, the Administration is committed to continuing to fill these key
positions.

The CFO Councii has outlined standards for competency through
out CFO agencies. The Joint Financial Improvement Project (JFMIP) is
reviewing these standards to determine how they might be implemented.

Other Priorities

The Subcommittee is already familiar with the Debt Collection
legislation that the Council is proposing and we appreciate your efforts
toward sponsorship. In the area of modemizing payments and business
methods, the Council is promoting new ways to engage in electronic
commerce, make benefit payments and transfer funds electronically.
This effort is central to the ability of agencies to meet streamlining and
reengineering goals.

The Council is working with the President's Council on Integrity
and Efficiency as well as OMB to improve management accountability.
Just like performance, program integrity must become an every day part
of the management process. Misfeasance, malfeasance and non-
feasance all serve to undermine public confidence and impede program
performance.

Under the authority provided by GMRA, OMB and the Council are
seeking Accountability Report pilots agencies who will create prototype
Accountability Reports for Fiscal Year 1995 that can serve as models for
other agencies. These reports will integrate information from the CFO
Act financial reports with GPRA required performance information and
results of assessments required by the Federal Financial Managers’
Integrity Act.

The Council and OMB will keep the Subcommittee informed of the
progress of these efforts.
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Summary

The CFO Act has been a major success in moving agencies
toward better financial management. But moving toward is not the
same as arriving. Over the next two to three years, | hope to be able to
periodically report progress as well as problems to the Subcommittee

and | look forward to your active participation as a partner in better
management. Thank you.
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HEARING ON THE IMPLEMENTATION
OF THE CHIEF FINANCIAL OFFICES ACT OF 1990
FOLLOW-UP QUESTIONS

Hearing Date: July 25, 1995

1.

Describe  OMB’s process for reviewing audited financial statements and

transmitting them to Congress.

2,

Agencies send financial statements to the Office of Federal Financial Management
(OFFM). OFFM maintains a control log for statements received. OFFM distributes the
statements to analysts in OFFM and the appropriate Resource Management Office
(RMO). OFFM and the RMO simultaneously review the statements with OFFM
providing comments to the RMO for inclusion in the Director’s letter transmitting the
financial statements to Congress.

What can be done to reduce the time it takes to submit the audited financial

statements to the Congress?

3.

As agencies gain experience in preparing and auditing financial statements, they are
issuing these reports earlier. For example, the Social Security Administration issued
their 1994 audited financial statements on January 10, 1995, and the General Setvices
Administration issued their 1994 audited financial statements on February 1, 1995.

OMB has taken steps to expedite the submission of reports to Congress. The first step
was to ask agencies to submit financial statements to the appropriate committees at the
same time they submit financial statements to OMB. OMB will ask agencies to follow
this same practice in submitting 1995 and subsequent year’s financial statements,
including those included in annual accountability reports authorized on a pilot basis by
the Government Management Reform Act. This should accelerate the Congressional
receipt of the financial by thirty to sixty days.

What impact do you anticipate the planned downsizing of the Federal Government

will have on the ability of agencies to comply with GMRA, specifically the requirement
to prepare and have audited agency-wide financial statements for FY 1996 and
thereafter?

At this time, the effect downsizing will have on the agencies’ abilities to implement the
financial statement requirements of GMRA cannot be anticipated. Notwithstanding the
planned downsizing, agencies have a statutory responsibility to provide an annual
accounting through the issuance of financial statements and to have an audit of those
financial statements. However, downsizing obviously could have an adverse effect.
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With respect to the ability of the Inspectors General (IG) to comply with the audit
requirements of GMRA, OMB will work with the IGs to find ways to use the financial
statement audits to complement other aspects of their audit program. For example,
information about risks gained from the assessment of an agency’s internal controls
made in connection with an agency-wide financial statement audit can be used by the
IG to focus scarce audit resources on areas of greatest vulnerability. OMB will also
work with IGs and CFOs to ensure that the audits are done in the most efficient and
effective manner. If that involves considering the use of contractors to complement the
work of the IGs, OMB working with the IGs and CFOs will pursue that option.

GMRA gives the Director of OMB the authority to grant waivers for financial

statements required for fiscal years 1996 and 1997. Does OMB plan to grant waivers?

5.

At this time, OMB does not plan to grant any waivers from the GMRA requirements
1o prepare and audit agency-wide statements for FY 1996 and 1997.

Does OMB support the use of andit committees to focus attention on the adequacy

of financial statements and audits?

6.

OMB is cognizant of the critical role audit committees play in private sector companies,
state and local governments, and not-for-profit organizations. However, there are
significant differences between the management structures of the Federal Government
and non-Federal organizations. Audit committees are normally comprised of members
of an organization’s board of directors or similar governing bodies. Federal agencies
do not have similar governing bodies as a source for members for an audit committee.

OMB supports the use of an oversight group to focus atiention on critical management
issues. OMB’s revised Circular A-123, "Management Accountability and Control,”
suggests that agencies establish "senior management councils” to address agency
management accountability issues. It may be appropriate to define clearly the role of
agencies’ "senior management councils” to include the duties and responsibilities of an
audit committee, including those associated with reviewing the adequacy of financial
statements and audits and management audit follow-up actions.

Is OMB's approval needed before agencies can implement reorganizations which

impact the duties of an agency’s Chief Fi ial Officer?

On February 9, 1993, Director Panetta issued a memorandum to agency heads subject
to the CFOs Act indicating that any proposed changes to their CFO organization would
need to be submitted to OMB for approval. Attached to that memorandum was OMB
Policy Memorandum 91-07, "Guidance for Preparing Organizational Plans required by
the Chief Financial Officers Act of 1990 (CFOs Act)."

During the past 2 1/2 years, several reorganization proposals have been approved by
OMB. Most recently, OMB approved reorganizations at the Small Business
Administration and the Federal Emergency Management Agency. Usually, OMB staff
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consult with agency staff prior to formal transmittal of reorganization plans so that any
questions or concemns can be informally resolved, permitting the agency to move
forward with implementation more efficiently.

What has been the impact of OMB 2000 and future personnel cuts on the sbility

of OMB to carry out its responsibilities under the CFO Act?

8.

OMB 2000 has in strengthened OMB’s abilities to carry out its responsibilities under
the CFOs Act. The Resource Management Offices (RMOs), the Office of Information
and Regulatory Affairs (OIRA) and the Office of Federal Procurement Policy (OFPP)
all work together to achieve the goals of the CFOs Act.

OFFM and the RMOs are partners in achieving CFOs Act goals. OFFM takes a
leadership role with respect to policy development and coordinating the activities of the
CFOs. The RMOs take a lead role in dealing with specific agency requirements with
respect to financial management activities. OFFM assists in this activity as necessary;
and RMOs provide input to the development of policy initiatives. We work well
together.

A similar relationship exists with OIRA and OFPP. For example, OFFM works with
the OIRA to define policy for agencies’ financial systems and with OFPP to facilitate
the implementation of electronic commerce.

OFFM staff resoutces have remained constant at 20 FTE. Our FY 1996 level will be
determined after appropriations have been finalized. OMB is confident that it can
appropriately fulfill its mandate under the CFOs Act.

How has the timeliness or lack of timeliness of appointments to CFO-mandated

positions affected compliance with the act? How long have positions in your agency or
organization been open as a result of delays in the process of confirmation?

Generally, CFO appointments have been made in a timely manner. And in those
instances where a CFO position may have been vacant for a period of time, there was
usually a sirong Deputy CFO in place that maintained an agency’s momentum towards
financial management improvements.

With respect to OMB’s Controller, the position was recently vacant for 15 months prior
to Mr. DeSeve’s nomination by the President. The President nominated Mr. Deseve on
October 12, 1994 and his nomination was confirmed by the Senate on May 25, 1995.
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9. How can Congress help cnsure that the CFO Act and the Govermment
Management Reform Act are fully implemented by the agencies?

The Congress can help ensure that the CFO Act and GMRA are fully implemented
through several avenues:

Oversight. Schedule regular oversight hearings which result in more clearly
articulated Congressional vision, goals and objectives for Federal financial
management; ask a wide range of agency staff to testify, including program
managers so that there is a fuller understanding that financial management is an
integral aspect of running a successful program.

Performance and Feedback Respond to the financial management policies
and prioritics articulated in the government-wide and agency financial
management status report and five-year plans and other selected reports
mandated by the CFOs and other Acts; provide a sense of the performance and
the results the Congress expects; use several forums for feedback, such as the
recent meeting with the CFO Council.

Resources. Monitor more closely the resources required to effectively operate,
maintain and improve Federal financial management and establish specific
commitments to long range and short range initiatives. The cognizant oversight
committees should work closely with the Appropriators to adhere to these
commitments.

Organization. Review and make recommendations periodically on an optimal
organizational structure to carry out the CFOs Act mandate; provide statutory
backing only when necessary; focus on organization flexibility and include CFO
organization oversight as an integral part of oversight hearings and other
Congressional review processes, such as the CFO confirmation process.

Avoid chrnmnnagement At times, Congress inserts Appropriation language
that may inhibit an agency’s ability to improve financial management. Minimize
narrow interpretations and encourage bold ideas of how to make things work
faster, better and cheaper; allow pilots to try out these innovations.

10. Please provide us with s list of the staff working on NPR reinvention activities,
with a short description of the projects they are involved with, Please estimate the
amount of their time that is spent on these activities.

Some of OMB’s management and program agenda is built upon, or parallels, NPR
recommendations. OMB staff work closely with agency and NPR staff to fulfili the full
range of initiatives resulting from the Vice President’s NPR reports. While OMB has
no staff member who works full-time on NPR reinvention activities per se, OMB staff
are frequently involved in NPR matters. One example: many OMB staff have
participated in both REGO I and II activities, advising agencies and OMB senior staff
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on proposals to reinvent government operations and proccsses. As another example,
OMB staff have supported the NPR initiative to improve Customer Service. The list
of staff working on NPR matters from time to time changes, depending upon the NPR
matter that is being developed or implemented at a particular time. The amount of staff
time spent on NPR activities also varies considerably, depending upon how active the
NPR is at any particular time.

What is OMB’s position on amending the Single Audit Act?

OMB strongly supports and has been actively involved in efforts to amend the Single
Audit Act of 1984. The Act has been very successful in improving management of
Federal awards administered by State and local governments. While a complete
overhanl of the Act is not necessary, OMB believes that certain refinements to the Act
are urgently needed. These refinements would make the single audit process more
efficient and effective in light of the knowledge gained over the past decade conducting
these audits and recent reports of the President’s Council on Integrity and Efficiency
and the General Accounting Office.

The most significant revisions OMB believes are necessary to improve the Act include:

1. Expanding the coverage of legislation to include non-profit organizations,
including universities, that receive Federal awards;

2. Increasing the dollar threshold for audit from $25,000 to $300,000;

3. Permitting a risk-based approach for determining major programs (major
programs receive the most audit focus);

4. Shortening the report due date from 13 months to 9 months; and

5. Simplifying single audit reports and streamlining the single audit reporting
process.

Based upon comments received by OMB from Federal program managers, auditors, and
recipients, there is a general consensus for the need to amend the Act and widespread
support for the proposed revisions listed above. OMB encourages the Congress to
amend the Single Audit Act as soon as possible.

How were costs of implementation listed in the August 1994 Federal Financial

Management Status Report and 5-Year Plan developed? Will cost estimates be included
in the August 1995 report? Please provide us with estimates of (1) the costs of preparing
the financial statements and (2) of auditing the financial statements, for all the agencies
under the CFO Act. Does OMB or GAO review the cost calculations of the agencies to
determine whether they are reasonable?
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OMB obtains information on the resources requested for financial management activities
by CFOs Act agencies through the agency budget submissions, specifically OMB
Circular A-11 Exhibit 40. The August 1994 Federal Financial Management Status
Report and 5-Year Plan listed FY 1994 budget made requests in the President’s Budget
for three areas: accounting and reporting (including financial statement preparation and
audits); financial management systems; and credit management and debt collection. The
1995 report was produced in July 1995 and provides total FY 1995 budget authority
requested for all financial management activities, including the three areas reported in
1994 plus other activities such as cash management, property and inventory
management, and budget.

At one time, OMB collected information on resources for preparing financial statements
separately, but these figures were generally considered to be unreliable since it is
difficult to segregate the costs of preparing financial statements from other costs
associated with accounting and reporting. Federal financial management systems policy
in OMB Circular A-127 requires single entry of financial transactions which are then
classified, processed, and summarized in agency financial management systems for a
variety of reporting purposes, including financial statements. Accordingly, OMB now
includes preparation of financial statements in the category of accounting and reporting
on the Exhibit 40.

In the August Ist IG oversight hearing, the Subcommittee also asked Valerie Lau,
Treasury Inspector General, to provide information on the costs of auditing financial
statements on behalf of the President’s Council on Integrity and Efficiency. OMB is
working with the IGs on this data collection effort to update the information contained
in the Exhibit 40. The information is expected to be available in a few weeks.

OMB does not review the cost calculations of the agencies to determine whether they
are reasonable. OMB compiles these amounts from Exhibit 40 of the agency budget
submissions, but does not attempt to verify them. Agencies are instructed to ensure that
amounts provided are internally consistent and to submit revised Exhibits to reflect final
budget decisions.

13.  If agencies contracted out work to certified public accounting firms, how would
they ensure that the auditors paid adequate attention to what they considered important?
If certified public accounting firms were asked to report on management assertions on,
for example, internal control or compliance with applicable laws and regulations, these
engagements would not necessarily be done under generally pted auditing standards
but under the new standards for engagements, which would require the agency
to determine what it wants the CPAs to examine and to specify what procedures should
be included in the engagement. Who would negotiate and write these contracts? Who
would monitor them?

Agencies can control the focus of an audit to ensure that the auditors address matters
which the agency considers important by specifying those matters in the audit contract.
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The IG in turn should review the work of the auditor periodically to ensure the auditor
is satisfactorily addressing these matters.

With respect to the standards appropriate for addressing internal controls and
compliance in a financial statement audit, OMB currently requires all financial
statement audits to be performed in accordance with Government Auditing Standards
issued by the Comptroller General of the United States. These Standards incorporate
generally accepted auditing standards issued by the American Institute of Certified
Public Accountants (AICPA), by reference. Under these standards, the independent
auditor establishes the audit procedures necessary to meet the audit objectives.
Management, including the IG, may ask for additional audit procedures beyond those
deemed necessary by the independent auditor. These additional procedures would be
described in the audit contract. The IG is responsible for monitoring the auditor’s work
under the contract.

While OMB has not made a decision on the use of the Standards for Attestation
Engagements, issued by the AICPA, to guide an auditor’s assessment of internal
controls and compli , if a decision is made to use these standards, an auditor would
report on management’s assertions on internal controls and compliance. These
standards provide for several levels of work in assessing management’s assertions. One
fevel is agreed upon procedures, which are prescribed by management and leads to a
report which includes a listing of the procedures performed and findings. The other
level is sufficient work to render an opinion on the management’s assertion. The
attestor establishes the scope of the examination necessary to render an opinion.

The contract for attestion engagements would be written and negotiated by the
contracting officer with assistance from the Contracting Officer Technical
Representative (COTR) who typically represents the organizational entity hiring the
attestor. Under the CFOs Act, the Inspector General is responsible for hiring the
auditor or attestor in case of attestation engagements. In addition, the Inspector General
is also responsible for monitoring the contractor’s performance.
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Mr. HorN. Thank you.

I now yield to the gentleman from Pennsylvania, Mr. Fox, to do
the questioning.

Mr. Fox. Thank you, Mr. Chairman.

Mr. DeSeve, how many fiscal year 1994 CFO reports have you
received to date and from which agencies?

Mr. DESEVE. I don’t have those statistics with me. I can look
them uip, if you want, and get them back to you.

Mr. Fox. OK. That would be fine.

Mr. DESEVE. I can give you an approximation in terms of per-
centage. We're approximately 66 percent through, in terms of re-
ceiving them—67 percent—and that’s about 70 out of 109 at this
point, in terms of the entities that have requirements, and I want
to state that approximately. But I wiil get the exact numbers back
to you.

Mr. Fox. Sure. How long does the process of reviewing these
CFO reports take?

Mr. DESEVE. It will depend very much on the agency. For those
even large agencies who have good reports with clean opinions,
they can be reviewed internally in OMB very quickly, in a matter
of a very few days. If there are serious material weaknesses within
the reports, if the auditor expresses either no opinion or a limited
o?inion, then it takes longer, because you have to look behind each
of the material weaknesses. It could take a couple of weeks.

We review them both within the resource management organiza-
tions, that is, the budget side or OMB, as well as within OFFM.

Mr. Fox. What percentage of your time do you think is spent on
CFO-related matters?

Mr. DESEVE. One hundred percent of my time.

Mr. Fox. How many OMB staff are working on a regular basis
on NPR reinvention activities, and how much time do they spend
on these activities?

Mr. DESEVE. I don’t know that there are any full-time staff de-
voted to NPR reinvention activities at this point. What we have
tried to do, especially since the REGO-2 process, as we call it, is,
we've tried to take a portion of some of our budget examiners’ time
and use that to look at the major budgetary proposals that you're
seeing now coming from agencies such as Energy, and GSA, and
OPM, and HHS, and others that the President has been announc-

ing.

%I}Illt’,Ras far as I know, there are no full-time OMB staff working
on .

Mr. Fox. I have no further questions.

Thank you, Mr. Chairman. Thank you, Mr. DeSeve.

Mr. HoRN. Thank you very much.

You heard the question I asked the Comptroller General—I
would also welcome your opinion—that is, the degree to which a
Chief Financial Officer should be devoting 100 percent of his or her
time to that effort versus splitting responsibilities between other
administrative tasks in an agency and being Chief Financial Offi-
cer. What is your reaction?

Mr. DESEVE. I think the ideal configuration for a CFO office is
to have budget formulation and execution, financial systems and
accounting, and any other collateral or ancillary duties in that
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agency, such as oversight of debt collection, if it is a credit-related

aﬁency, for example. I think that other duties, such as personnel

administration, procurement, that sort of thing, should properly be

goused in an administrative area and should not be part of CFO
uties.

We will urge agencies, as they consider reorganizations, to con-
sider that organizational model. It is difficult at this point, with
agencies with long traditions of a particular organizational configu-
ration, to cause them to break up that configuration.

Recently, we have worked on the other side of the equation,
which is also true, in trying to encourage agencies to add budget
formulation. There are currently five CFO organizations that don’t
have budget formulation, and we have been encouraging them to
add budget formulation to the CFO’s responsibilities.

Mr. HORN. When you use the phrase “budget formulation,” isn’t
that primarily a policy role, as opposed to an accounting and audit-
ing role, or do you differentiate between the preparation of the
budget and the policy values that go into it? Are you saying they
just should prepare Zﬁe basic budget information and tie it into the
financial system?

I want to make sure I am clear.

Mr. DESEVE. Some of each, in the sense that it's hard, in a pro-
gression, to separate the preparation of the financial information
and now the preparation of the performance and evaluation infor-
mation from the ultimate policy judgment. You can certainly make
a distinction, but they tend to be a continuum.

The hope is that, with program managers under GPRA being re-
quired to produce better information, with, in many agencies—
again, about two-thirds of the agencies—the CFO folks are design-
ing the process by which that information comes up and is used in
decisionmaking.

I would argue that the CFO should have a place at the table, be-
cause the CFO understands the financial information and now has
the best handle on performance information, and ultimately can
make a great contribution to the policy that is made along the way;
should not be determinative of that policy, but should be a major
contributor.

Mr. HORN. Well, I agree with that definition, that you prepare
the basic data to make sure they are working from a sound data
that are tested in the experience of the agency.

Mr. DESEVE. Exactly.

Mr. HoRN. It’s just the question of how far beyond that. We've
known, in private industry, sometimes a controller is running a
company from the controllership. As a chief executive, a former
one, I don’t feel that’s the proper role for a controller.,

Mr, DESEVE, It’s a very bad idea.

Mr. HORN. Yes. It's happened, and I want to see where that dif-
ferentiation is in the executive branch.

We have a number of other questions. If you don’t mind, we will
submit them to you, and if you would be so kind as to answer
l;hem(,l we will insert question and answer at this point in the
record.

We thank you very much for coming.
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Mr. DESEVE. Thank you very much, Mr. Chairman. It's good to
see you again,

. Mr. HORN. Panel three, come forward: Mr. Riso, Mr. Mazur, and
Mr. Steinberg. If you would raise your right hands.

[Witnesses sworn.]}

Mr. HORN. All three witnesses affirmed.

We will begin with Mr. Riso, a member of the National Academy
for Public Administration, former Associate Director for Manage-
ment and Chief Financial Officer of the Office of Management and
Budget, a rich experience in public administration.

STATEMENTS OF GERALD R. RISO, FELLOW, NATIONAL ACAD-
EMY FOR PUBLIC ADMINISTRATION, FORMER ASSOCIATE
DIRECTOR FOR MANAGEMENT AND CHIEF FINANCIAL OFFI-
CER, OFFICE OF MANAGEMENT AND BUDGET; EDWARD J.
MAZUR, VICE PRESIDENT FOR ADMINISTRATION AND FI-
NANCE, VIRGINIA STATE UNIVERSITY, AND FORMER CON-
TROLLER, OFFICE OF FEDERAL FINANCIAL MANAGEMENT,
OFFICE OF MANAGEMENT AND BUDGET; AND HAROLD L
STEINBERG, FORMER DEPUTY CONTROLLER/ACTING CON-
TROLLER, OFFICE OF FEDERAL FINANCIAL MANAGEMENT,
OFFICE OF MANAGEMENT AND BUDGET

Mr. Riso. Thank you, sir.

I appear here, as you note, as a fellow, representing NAPA, but
the views I express today are my own. My views on the CFO Act
and the status of implementation really are shaped by three kinds
of experiences.

Prior to the enactment of the CFO legislation, I had been the As-
sistant Secretary at Interior for Policy, Budget, and Administra-
tion. I was also the departmental CFO. Then, in 1987 through the
beginning of 1989, I was the Associate Director for Management at
OMB, and, as you note, I was also the administratively appointed
CFO. That was the position later put into legislation.

Then, in the latter part of 1992, because I had participated on
a NAPA study of financial management at HUD, for 6 months I
was counselor to the Secretary for Financial Management, after the
CFO Act was passed. So my views take place from a department
point of view, having been the U.S. CFO, then having worked in
the department once the CFO Act was passed.

I should note that prior to 1990 there had been a lot of emphasis
given throughout the executive branch to financial management
improvement, sparked, in part, by interest from the private sector
and the commitment internally of GAO, OMB, Treasury, and oper-
ating departments. ,

e summary of our activities really is reflected, more recently,
in the 1988 management report to Congress by the Reagan admin-
istration, entitled “Management of the U.S. Government for 1990,”
which lays out all of the priorities prior to the enactment of the leg-
islation. I will leave that with you, sir.

Despite our satisfaction with the progress at the end of 1988, we
collectively, in the financial management community were worried
about several things as we went to a transition to a new adminis-
tration of either party. We felt the need for legislation, because the
commitment to having a CFO rested within an administration and
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that could waver. So we thought legislation was needed. We recog-
nized, absolutely, the need to appoint qualified people.

The issues we dealt with at that time were: where should the
leadership role rest, and the choice was OMB or Treasury; the
kinds of resources, both in terms of kind of people and numbers of
people; and the authority of that office when it was established.

Once I did leave Government, I and others worked with Members
of the Congress on drafting different forms of legislation. I, among
others, was extraordinarily surprised when it was passed i 1990.
We didn’t think it would happen.

It is my judgment that the CFO Act has an extraordinarily posi-
tive effect on financial management. There has been consistent em-
phasis on priorities, as you have heard, particularly in the systems
area. I am delighted to see the systems improvements continue, al-
though I must confess, the pace has become slower that I thought
necessary. I find it somewhat discouraging to hear about the state
of systems, as we sit here in 1995, when back in 1988 our schedule
called for completion by 1993. We were unrealistic, perhaps, but
the schedules tend to fet attenuated.

The increase in audited financial statements is highlighting, ab-
solutely, the inadequacy of these systems and the inadequacy of
management controls. There clearly have been qualified appoint-
ments to CFO positions in the departments, much better than they
were before the act. And the CFO Council, as the previous witness
just testified, has become a very positive force in improving finan-
cial management.

Having said all of that, I have five observations as we sit here
in 1995. It is my judgment that the issue primarily is of interest
to financial management people. The witnesses today have all been
from financial management areas. I would like to balance our
views of the progress with that of a program person who could give

ou a sense of whether his or her abilitg to run the program has

een enhanced by the effort expended in financial management. We
tend to be people practicing our profession, as contrasted to, per-
ha’Fli’ delivering better service; a concern.

e second one, a serious one, and I'm sure not everyone agrees
with me, I am genuinely worried about the capacity of OMB to pro-
vide the leadership that is inherent in that act. Two concerns: One,
I am told that the current staffing of the Office of Federal Finan-
cial Management within OMB numbers 20 people. If you look at
the 1995 systems plan, it begs the issue: Can 20 people, divided
into a number of functions, provide the kind of leadership needed
to get the kind of improvement that is implied in these plans?

econd, I am concerned that the way in which OMB2000 has
been structured. There has been an increase, substantially, in the
ability of OMB to focus on agency management issues during inter-
nal budget deliberations. I think OMB paid a price in that. I be-
lieve they have lost the capacity to influence, on a day-to-day basis,
the kind of management improvements in the operating depart-
- ments that are inherent in the kind of government-wide improve-
ment program that we have been talking about in financial man-
agement.

A third area of concern is that we have talked about enhancin

the role of the CFO with budget and accounting responsibility;
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support that. But we should do so recognizing that, as we elevate
a particular function, we are beginning to fragment, substantially,
the authority in the position of an Assistant Secretary for Manage-
ment in the departments.

While financial management is important, it is not the only man-
agement dimension of running a large cabinet agency today. I
would suggest to you, today, with downsizing, ea,:'fy retirements,
the need to deal with employee retirements, I could probably make
a case for elevating the human resources person to the equivalent
of a CFO. And I could, in some departments, justify elevating
someone in the information technology area. At what point do these
fragmented pieces get pulled together?

I know the common statement is, we will rely upon the Deputy
Secretary. The Deputy Secretary has many other things to do than
simply worry about agency management. So it’s an issue. I'm not
sure the CFO Act anticipated that as an issue.

A fourth area is recent legislation, the Performance and Manage-
ment Reform Acts. By virtue of that, Congress has really embraced
such items as strategic planning, program measurement, develop-
ment of program measures, development of cost per program, the
integration of these in audited financial statements, and the need
to elevate the attention to management controls far beyond any-
thing we have done to date, because your ability to produce in
these areas is dependent upon the quality of your management
controls.

Who integrates those? If the assumption is that OMB will do
this, those 20 people can only work so long, and the leadership that
is there now—1I should say, there is leadership to do this now—is
completely dependent upon the outcome of these elections and the
turnover. I would simply note that, since 1988, we have had five
different OMB Directors. Since the 1989 HUD Management Reform
Act, we have had three different incumbents at the HUD CFO job
and I don’t know how many months of vacancies.

So this necessary integration needs leadership, and to rely upon
two or three political leaders within OMB I tﬁink is—no matter
how talented they are—unrealistic.

Finally, I have some reservations, sir, about audited financial
statements. I have no quarrel with them; I endorse them in certain
agencies. I am uneasy about parts of it, however.

I don’t know that the product to date is as valued as the process
the agencies have gone through. They have been extraordinarily
valuable in identifying control problems, systems breakdowns, and
I applaud that. I am not sure, at this point in time, whether agency
managers would say the product is of much value to them.

Second, and this is just a question: To what extent have the fi-
nancial statements, where they do exist, affected budget delibera-
tions within the department, at OMB, or on the Hill? I don't know
that; I just raise it as a question.

A third reservation is simply the cost and time of preparing these
statements. You did hear certain of the IGs indicate they could not
meet the schedules because of conflicting demands for their re-
sources. I am sympathetic to that. In Washington you get to live
with two or three top priorities, but at some point, when is enough
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enough, in terms of how many multiple top priorities any agency
can pursue?

So I would suggest some sense of, what is this effort costing,
what is the time, and what is the value, not in terms of making
the financial professional happy, but reinforcing the ability of pro-
gram people to do their jobs?

With that, sir, I would be delighted to take any questions. Thank
you.

[The prepared statement of Mr. Riso follows:]
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GERALD R. RISO
FELLOW

NATIONAL ACADEMY OF PUBLIC ADMINISTRATION
Mr. Chairman and Members of the Subcommittee:

1 am Gerald R. Riso, a former associate director for management in the Office of

Management and Budget (OMB) and a fellow of the National Academy of Public Administration.

NATIONAL ACADEMY OF PUBLIC ADMINISTRATION (NAPA)

The Academy is not a stranger to this Subcommittee. As you know, we are an
independent, nonpartisan, nonprofit organization chartered by Congress to identify emerging
issues of governance and 10 provide practical assistance to federal, state, and local governments

on how to improve their performance.

To carry out this mission, the Academy draws on the expertise of more than 400 fellows,
who include current and former members of Congress, cabinet secretaries, senior federal
executives, state and local officials, business executives, scholars, and jourmalists. In
preparation for this hearing we assembled more than a dozen experts, including fellows of the
Academy and other senior current and former government financial executives, to share views
on how the Chief Financial Officers (CFO) Act has functioned. Therefore, while this testimony
is my own, I believe it generally reflects relevant work performed by NAPA and the views of

those with considerable recent federal experience in financial management.

MY PERSPECTIVE

My perspective on the CFO Act of 1990 has been shaped by several experiences over the

past decade.

1) My tenure at the Department of the Interior where 1 served as the assistant
secretary for policy, budget and administration (1985-1987). As the assistant secretary,

I also was the chief financial officer of the department.
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2) My service at OMB from 1987 until early 1989, where I also held the position
of chief financial officer of the United States. T was appointed administratively to that

position in July of 1987.

3) My assignment at the Department of Housing and Urban Development as

counsellor to the secretary for financial management from July 1992 to January 1993.

[ was involved in financial management at the departmental level before the CFO Act was
passed, having served as the first CFO at OMB, and then in an operating department after the
Act was in effect. These experiences have led to several general conclusions about the Act and

the progress that has been made once the Act was passed.

SIGNIFICANT STEPS TO IMPROVE FINANCIAL MANAGEMENT
WERE BEING TAKEN PRIOR TO THE 1990 ACT

Concern over the status of financial systems and credit and cash management was shared
by the General Accounting Office, OMB, and the Department of the Treasury and other
departments prior t0 1990. A number of accomplishments reflect the efforts that were made
prior to 1990 to improve the situation. This concern also led to widespread support within the
three agencies and the financial community for the passage of chief financial officer legislation.

These accomplishments included:

(hH The Joint Financial Management Improvement Program (JFMIP) developed
functional requirements of a standard federal accounting system. Their work resulted in
the issuance on January 12, 1988, of the Core Financial Systems Requirement by the
director of OMB, the secretary of the treasury and the comptroller general of the United
States. This work built upon the efforts of several major departments in improving their
primary accounting systems and was a significant milestone in standardizing federal

financial systems.

(2)  The executive branch had for several years been committed to improving financial
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information and systems in four key areas:

L4 establishing standards to ensure consistency of data and processing function in all
systems,
° installing a single primary financial system in each major agency to aggregate

budget and accounting information for all management levels,

[ eliminating redundant systems through system consolidation and promoting cross
servicing agreements through which some agencies would purchase accounting
and related services from other agencies with more efficient and better performing

systems, and

L promoting the use of commercial off-the-shelf software to keep system

development costs and schedules to a minimum.

These were key elements in Reform 88, the major management initiative of the Reagan

Administration.

(3) A chief financial officer within OMB was administratively designated in July
1987.

(4)  Agencies were requested in November 1987 to designate chief financial officers
and did so.

5) A Chief Financial Officers” Council was then established in December 1987.

(6)  We were also commitied to installing a comprehensive cash management system

which emphasized the time value of the government’s then $2-trillion annual cash flow.

(7)  We continued to struggle with achieving compliance with the requirements of the
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Federal Managers Financial Integrity Act of 1982,

Our progress in these areas was due 1o the extensive day-to-day cooperation and
collaboration between OMB and Department of the Treasury staff. In addition, OMB financial
management staff were instructed that OMB was responsible for taking the lead in setting
ambitious program objectives and schedules and then had to work directly with individual
departments to make sure that implementation objectives and schedules were met. Our financial
management staff at that time only numbered between 20-25 people. Our work could not have
been done without the day-to day involvement of Treasury staff, particularly those of the

Financial Management Service (FMS).

In 1988, those of us who had been involved in these efforts realized that the CFO
structure needed to be made permanent through legislation. We also sought at the time to ensure
that key finance positions in the government were filled with highly qualified individuals. The
Management Report of the President which accompanied his 1990 Budget said it succinctly, "A
permanent organization structure for the CFO is necessary to provide critical continuity of
financial operations and improvement programs and provide a sufficiently high level of policy
and leadership from the Executive Office of the President to assure long term success.” (pages

3-18). Therefore, 1 and many others supported CFO legislation in 1990.

1 should concede that my advocacy of CFO legislation could impair my ability to provide
Congress with fully objective and dispassionate views on the results of the Act. Other advocates
of the legislation may have the same inability to be objective. Therefore [ suggest that the
subcommittee also obtain the views of departmental staff on whether their ability to manage their

programs has been constructively affected by the CFO Act.
THE CFO ACT HAS BEEN POSITIVE

Since 1990, the CFO Act has served to improve federal financial management in many

agencies.
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(1)  The priorities of 1886, 1987, 1989 and 1990 have generally remained priorities
over the past five years. I applaud this. Consistent attention and continuity is paying
off.

) System improvement continues. However, I believe the pace of implementation

is not as aggressive as we perceived the need to be in 1987 and 1988. 1 regret this.

The tendency among financial management staff is to proceed with system improvements
in an orderly and rational manner. This trait, while usually admirable, invariably led to
extended, perhaps even comfortable, implementation schedules. The schedule in 1989 called
for completion of systems improvement by 1992-93. That same schedule today extends over the
next 5 10 10 years. A sense of urgency in getting on with the task is needed to overcome the
resistance, inertia, and lack of continuity that characterizes financial management operations in

many agencies.

Tt is extremely difficult over the long term to sustain momentum on management
improvements of any kind because of the frequent changes that keep occurring in key leadership
positions. For example, since the fall of 1988, just seven short years ago, there have been five
different OMB directors. Each has had different priorities and perspectives. Attenuated system
development schedules invariably become hostage to such personnel changes in central agencies

and cabinet departments. Each new group wants to review and revise. Delay is inevitable.

3) There has been a dramatic increase in the number of audited financial statements
in the agencies. The preparation of these statements has given much-needed emphasis

to improved financial systems and strengthened management controls in the agencies.

(4)  Top-notch appointments to the CFO positions in OMB and in the departments
have been made. The cadre of CFOs and their deputies is impressive. As noted
subsequently, the combination of the CFO and assistant secretary for administration

positions in some departments simply reverts to pre-1990 circumstances.
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(5) The Chief Financial Officers Council was incorporated in the 1990 legislation.
That Council has been reenergized. Today, it is a cooperative and collaborative force

in helping to promote improved financial management throughout the government.

SEVERAL MATTERS SHOULD NOT BE IGNORED

Despite this commendable progress and continued commitment to improved financial
management on the part of many individuals in many departments, there are several situations
and circumstances which need to be noted. These items should not detract from my generally
positive assessment of the progress that has been made since 1990. On the other hand, they

should not be ignored if continued progress is desired.

OMB Leadership

A central premise of the CFO Act of 1990 was that leadership would come from OMB
in promoting and, if necessary, forcing progress in implementing deparimental financial
management improvements. I am uncomfortable whether current staffing levels in OMB can

provide the leadership among the agencies that was the foundation of the 1990 Act.

OMB is not now well staffed to provide sustained government wide leadership in
financial management to operating departments. The collegial setting of the CFO Council is a
useful device to enlist the support and cooperation of the operating departments. However, 1
do not believe the council can be as useful in compelling fiercely independent bureaus and
departments (o be cooperative and comply with overall plans and schedules. Several illustrations

may help make this point more specifically.

(1) In 1985, at Interior, I started the consolidation of 13 disparate and generally
dysfunctional accounting systems into a single department-wide system. We at Interior
did most of the work but OMB staff was at our side at each critical point helping,
tugging or pushing to make sure we kept going. OMB committed the staff and the time

to this function. More importantly, they regarded our progress an essential part of their
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Success.

) In 1987-1988, at OMB, my staff and I, with the invaluable support and assistance
from the Department of Treasury, held frequent progress meetings with most cabinet
departments on their system improvement plans. We regarded the quality and realism
of their plans to be as much our responsibility as theirs. We met with OMB budget
examiners to help assure that the resources required by these departments to implement
their plans on schedule were included in their budgets. The implementation schedule was

a government-wide schedule, not simply a composite of each agency’s schedule.

3) By contrast, in 1992 while at HUD as the counsellor to the secretary on financial
management, I made several strategic decisions on when and how a major financial
systems modernization project would proceed despite the resistance of several program
offices. 1 never had a discussion with anyone in OMB during this period on this subject.
I also met with OMB staff on the need to reinforce the CFO concept in HUD by
assigning the accounting and budget functions to the CFO. However, OMB did not

participate in the departmental debates on this topic.

My concern is not whether OMB cared. I know that OMB was vitally interested in
HUD CFO performance. My concern is whether OMB is staffed to give to the departments
the time, attention, and support they need. Please note that the bulk of the work yet to be done
in financial systems improvement is within the agencies. If left to themselves, some will
perform, others will not. As others have noted in other hearings on the subject of OMB, the
budget process is becoming increasingly time-consuming and is excluding management issues
beyond OMB. Resources are becoming scarce and the core of management staff has been
somewhat depleted or redistributed among budget groups. That situation is not what was
envisaged in 1990 when the leadership role for financial management throughout the government

was assigned to OMB.
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Fragmented Agency Management

The CFO Act has contributed inadvertently to the continued fragmentation of agency
management capabilities and a dilution of the position of assistant secretary for management.
As noted earlier, in some agencies, the assistant secretary has been made the CFO with the
understanding that a strong financially-oriented person would be the deputy. Frankly, that is the
circumstance that existed in many agencies before the passage of the CFO Act in 1990. Thus,

what change has really taken place in some depariments because of the Act?

More important is the growing concern that the legitimate need to elevate key
management functions in departments such as finance, information technology, procurement and
human resources is resulting in a dilution of the position of assistant secretary for management
and an unworkable fragmentation of management processes below the Office of the Deputy
Secretary.  Last year, NAPA conducted a study at HUD and recommended that the
fragmentation in management functions that was occurring because of the existence of a separate
CFO and assistant secretary for administration could be overcome through the creation of an
under secretary for management within the depariment. HUD rejected that recommendation and
asserted that necessary coordination and leadership of the management functions would be
handled by the deputy secretary and the HUD CFO. Interestingly, only several short months

later both of the incumbents had moved on to other positions.
Integration of Planning, Budgeting and Accounting Activities

In 1993 Congress passed the Government Performance and Results Act and then, in
1994, passed the Government Management Reform Act. In essence, Congress endorsed strategic
planning, the development of program performance measures, comprehensive reporting of
program results, the development of improved data in support of agency budget requests, the
preparation of audited financial statements on a government-wide basis and the integration of

budget and accounting systems.

These different activities have a sequential relationship that starts with strategic planning

8
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and ends with audited financial statements. They need to be integrated with attention to this
relationship. Responsibility for this integration rests within OMB. Do they have the resources
for this responsibility beyond formulating broad policy guidance? Will the senior OMB
individuals who are spearheading integration remain in office long enough to accomplish this
objective? Past history suggests otherwise. Is it realistic to expect that the President’s
Management Council can accomplish the job without sustained attention from a weli-staffed
OMB? 1 do not think so. We run the risk of damaging several useful management concepts that
could improve the information base for effective decision-making by Congress and the executive

branch because staff are not available.

Audited Financial Statements

1 support, with several reservations, the preparation of audited financial statements in

agencies. My reservations are as follows:

(1)  Agency people who have prepared such statements universally maintain that going
through the process has been infinitely more valuable than the end product. The process
unearthed system and control deficiencies that the agency either did not know about or

was reluctant to face.

(2) 1 am skeptical about the value of rolling up bureau statements into department
wide statements and then into government-wide statements. The aggregation of data
from widely disparate operations in some departments would be an interesting technical
exercise. I am not sure that these aggregated data would be truly helpful in making
better policy choices.

(3) 1 wonder what impact the statements have had on the budget process for agencies
that have completed such statements. Are their budgets better documented, are their
policy choices any clearer, has decision-making been enhanced? 1 would like to see

some information on that question.



102

(4)  Some people assert statements are useful because needed program information is
included. The statements should include program data. However, the primary vehicle
for reporting program information should not be the financial statement. The
accountability report that OMB is considering strikes me as a more timely and more
appropriate vehicle for providing Congress, OMB and others with current information

on how well programs are performing.

(5) Preparation of these statements, when they are done well, is taking time and
consuming resources. Are they worth an OIG deferring equally necessary program
audits and inspections? Are they worth delaying needed systems improvements? In a
period when resources are being curtailed, how many number-one priorities can any

department support and at what cost?

(6) Finally, I am concerned that the audited financial statements provide essentially
a retrospective view of the government. As such they are likely to be of more interest
to the federal financial community than program managers, budgeteers, and Congress.
The budget is concerned with the future and future directions and choices. Political
debate and discourse is on budgeting priorities, the deficit and overall spending limits.
Audited financial statements can add much to the quality of the debate by providing
better and more accurate data. But they are not iikely to be available at the right time

with current information.

Again, I support the preparation of audited financial statements. But I am also concerned

about antiquated accounting systems that cannot produce accurate data, defective management

controls, disconnected budget and accounting systems, ineffective cash management procedures,

and unrealistic credit management policies and accounting. I believe it unwise to have fixing

these problems take a back seat to the preparation of audited financial statements.

That concludes my remarks. T would be happy to answer your questions.
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GERALD R. RISO )ﬁ%,
AUGUST 22, 1995

HEARING ON THE IMPLEMENTATION OF THE CHIEF FINANCIAL OFFICERS
ACT--FOLLOW-UP QUESTIONS

1. SHOULD THE OFFM BE MOVED OUT OF OMB AND COMBINED WITH
OTHER PARTS OF GSA AND OPM INTO AN OFFICE OF FEDERAL
MANAGEMENT

Yes, if an OFM is established. The rationale for moving OFFM is not that OMB is
an inappropriate site for the function. The issue is whether an OFM, separate and
apart from OMB, is warranted. I have slowly and reluctantly come to the conclusion
that it is for several reasons.

(1) the budget process consumes the time and attention of OMB almost to the
exclusion of all other considerations.

(2) OMB does not fare well before the Congress during budget deliberations.
Necessary staff and budget for OMB are not generally supported. Then the
management side does not receive priority within OMB as OMB management
allocates the resources that are made available.

(3) OMB 2000 has virtually dismembered the mansgement side of OMB. The
reorganization has assisted OMB staff in concentrating on agency management issues
during the internal OMB budget review process. That is a positive result of the
reorganization. However, the OMB 2000 vision of the role of OMB seems to exclude
the notion that OMB should be providing government-wide leadership to agencies in
formulating and promoting government-wide management priorities and then making
sure that these priorities are being implemented. The new OMB does not accept that
role and thus is neither organized nor adequately staffed to perform in that capacity.

2. STRENGTHEN THE AUTHORITY OF THE MANAGEMENT SIDE OF OMB SO
THAT IT CAN PROVIDE LEADERSHIP AND KEEP THE BUREAUS AND
DEPARTMENTS MOVING IN THE RIGHT DIRECTION.

A successful OMB that is a leader within the government for management
improvements requires that several elements be present.
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(1) First of all, there has to be acceptance that OMB has a leadership role vis-a-vis
other government agencies. During the last several years, OMB has embraced a
collegial philosophy in which department and agency management together adopt
priorities and programs and each agency then assumes responsibility for
implementing these improvements within its own operations. Monitoring of results
and establishing accountability for performance has not been accepted as an OMB
responsibility. I believe OMB has that responsibility and that recent administrations
have badly eroded OMB's management role by sacrificing that responsibility in the
name of participatory management.

(2) Secondly, an administration has to have a government wide management agenda
if the management side of OMB is to have a role in an administration. Apart from
financial management (pushed by Congress) the Bush Administration did not have
a government-wide management agenda. The present administration's prime
management agenda (NPR) is not even housed within OMB. Thus, it is not surprising
that the decline in the management side that had been occurring for the past decade
or so has accelerated.

(3) Thirdly, the OMB management side has to be staffed and organized to provide
leadership in the management areas being promoted by ar administration. As noted
earlier, OMB 2000 does not acknowledge an OMB management leadership role
throughout the government. Thus it is neither organized nor staffed to perform that
function.

(4) Finally, an administration needs to deal with the question of whether an agency
is accountable to OMB and the Office of the President for how well it performs in
implementing management improvements. Some administrations have been satisfied
to rely upon the judgement and experience of the individual cabinet secretaries in
overseeing their departments. Other administrations have sought to direct more of
these efforts centrally. If an administration is committed to allowing cabinet heads
to run their own operations with only minimal oversight from the Office of the
President, a weak management side of OMB is inevitable because there is no role for
that staff.

3 LESSENING THE EFFECTS OF LEADERSHIP POSITIONS BEING VACANT
FOR LONG PERIODS OF TIME.

There are several separate and unrelated questions here. For a variety of reasons, the
clearance process in government is becoming increasingly confrontational and
demeaning. Qualified persons are reluctant to go through the clearance process, the
financial disclosure process and then the post-employment restriction process.
Finding persons who are qualified and willing simply takes a longer period of time--
unfortunately.
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Then, the delay is compounded because the clearance and approval process takes an
inordinate period of time. The processd is sometimes delayed for reasons having
nothing to do with the candidate or the position. For example, I waited in 1985 for
six months at Interior for my confirmation hearing. Conventional wisdom suggested
that 1 should not take the position on an acting position while waiting got
confirmation because an acting incumbent invariably will get involved in an issue
that becomes controversia! during the confirmation process. Nevertheless, I decided
I would function in an acting capacity and still was confirmed....but it took six
months. Then at HUD, I was nominated, filled the CFQO position on an acting basis
for six months but never received a hearing since it was the end of the Bush
administration.

Fixing the clearance process and accelerating the schedule would help all qualified
applicants not just financial mangement candidates.

Finally, senior level turnover in places such as OMB has a ripple effect upon the next
tier down. Turnover in those positions is inevitable. Strong, professionally qualified
career deputies help to offset the problem of prolonged vacancies but does not
overcome the problem caused by the leadership vacuum while everyone awaits the
nominee.

4. GETTING AROUND THE PROBLEM THAT AS FINANCIAL STATEMENTS GET
CONSOLIDATED, IMPORTANT DETAILS ON SPECIFIC AGENCIES GET LOST.

You cannot get around that problem. Aggregated financial statements may not have
the value that the supporters suggest. One exception is aggregation of liabilities as
an obligation of the government. A useful concept with tangible meaning.

5. MORE TRAINING FOR AGENCY STAFF. SETTING UP A PROGRAM FOR
FINANCIAL MANAGEMENT PERSONNEL.

I agree that additional training is required. Unfortunately, the desire to provide
career advancement opportunities has led to broadening the range of related
experiences that may be offered to meet experience requirements in certain financial
management positions. At the same time, the job content of many of the positions
has become increasingly complex as the range of governmental financial activities has
been expanded. Thus we have "accountants” who are not accountants ete. Thus the
need for training is critical. .

Ideally, OPM should provide such training or promote the provision of such training
by qualified federal agencies such as FMS. However, that kind of option appears to
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be difficult given the downsizing by OPM and the transfer of major training programs
to the Agriculture Graduate School.

Given those circumstances, 1 would turn to organizations such as the AGA. Several
years ago, ago AGA had a professional development institute which sponsored
training for agency financial personnel. That institute was financed in part from
student fees, private donations and support (I believe) from government agencies. The
institute is not as active as it once was because an active supporter could no longer
give the program the time he had provided previously. However, AGA is now hiring
an education director and a resumption of this kind of program is possible if no
agency in the government will sponsor one.

7. BENEFITS OF AGENCY AUDIT COMMITTEES.

The concept works well in the private sector and has applicability to the federal
government as well. An agency benefits from having a number of senior managers
on the committee who become knowledgeable about the audit findings, the follow-up
and the quality of the audit itself. Too frequently, two problems persist. Audit
findings are either ignored or follow up action is not effective. Thus the reported
problem festers. Secondly, the audit may not be well performed and may contain
questionable findings and recommendations. The program manager who disputes the
audit appears defensive and the question of the adequacy of the audit may never be
addressed. A committee helps to bring that perspective to the debate in a balanced
manner.

8. COMPLIANCE WITH THE GOVERNMENT MANAGEMENT REFORM ACT.

I see no reason for delaying compliance with the Government Management Reform
Act or allowing agencies to be held to a different (and presumably lower) standard.
The systems improvement and reporting requirements embedded in the act have been
discussed in the federal government for at least the last 20 years and have been a
priority for at least the last three administrations over the last 15 years.
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Mr. HoRN. We are going to hold the questions until the other two
witnesses have had a chance to make their opening statements.

The next is the Honorable Edward Mazur, former Controller, Of-
fice of Federal Financial Management, Office of Management and
Budget.

Mr, Mazur.

Mr. MAzZUR. Mr, Chairman, thank you very much.

Between December 1991 and June 1993, I served as the first
Controller of the Office of Federal Financial Management, ap-
pointed under the CFOs Act. Since my last appearance before Con-
gress in June 1994, the direction of Congress has shifted in dra-
matic ways.

As the Congress seeks to align the expenditures and revenues of
Government, its actions are consistent with the call for fiscal re-
sponsibility envisioned by the CFOs Act. But I would issue a strong
note of caution, however. Financial management, Mr. Chairman, is
just as vital during times of contraction as it is during times of ex-
pansion.

To view financial management as nothing more than another
overhead item to receive cuts before programs are cut is a little like
turning out your headlights at night with the false notion of saving
energy in your battery. Financial management is an absolute req-
uisite to knowing where you are going, how well you are getting
there, and with what results.

Mr. Chairman, I would now like to make seven recommendations
that I believe would strengthen the CFOs Act and congressional
oversight. First, the Controller of the Office of Federal Financial
Management, OFFM, I believe should continue to be appointed by
the President, confirmed by the Senate, and definitely reside in
OMB. The position, however, I believe should be elevated so that
it reports directly to the Director of OMB.

Consistent with that, I believe—and second recommendation—all
duties in Section 503(a) of the act, which are those relating to fi-
nancial management, and which are currently assigned to the Dep-
uty Director for Management, should be reassigned to the Control-
ler. The Deputy Director could then focus on agency Deputy Sec-
retaries and be charged with creating communications, dialog and
formal reporting that fosters good management of Federal pro-

ams.

Third, the Congress should look in great detail at the staffing re-
ductions made to OFFM during the past 2 years. Now, at 20 per-
sons, down from 40 in 1993, the office is significantly understaffed.
When I went into the position, I thought it should have, easily, 60
persons. Congress should consider offering specific advice on the
n}:inimum statfing it believes is consistent with the requirements of
the act.

Fourth, the Congress should actively review agency financial
management performance, based on clearly defined indicators. In
this reiard, the Congress should request OMB to annually publish
in the budget of the United States the “current status of financial
management in the U.S. Government,” as first published in table
3(cX(1), on page 168 of President Clinton’s budget for the U.S. Gov-
ernment for fiscal year 1995.
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Fifth, each CFO Act aﬁency should be required, through amend-
ment to Section 303 of the act, to create a formal audit committee
to be comprised of seven individuals, three from the Federal Gov-
ernment and four from the private sector. I was delighted to hear
Comptroller General Bowsher endorse that notion in his testimony.

Sixth, the Congress should support each of the 24 CFO Act agen-
cies as they move to meet the requirements for annual financial
statements and audits established by the Government Management
Reform Act.

Finally, the CFO Act should be amended to require joint atten-
tion by OMB and Treasury on the accurate accumulation and re-
porting of actual financial information by ali agencies, and to re-
quire the publication and updating of a formal Federal financial
systems vision and action plan. Both are extremely complex ar-
rangements and need not only the constant attention of OMB and
Treasur{l but I believe of Congress.

Mr. Chairman, those are my seven recommendations. In the few
minutes I have remaining I would like to address 4 of the 11 ques-
tions of concern you presented to me in your letter of July 18.

Reﬁardin your question four, the financial standards prepared
by the Federal Accounting Standards Advisory Board can be
viewed as accountability standards and are just what we need in
the Federal Government to give common and standard guidance on
complex issues that all agency CFOs face in preparing audited fi-
nancial statements. These standards, in combination with OMB'’s
fong and content guidance, I think give the agencies what they do
need.

Regarding question five, the continuing challenge faced by CFOs
will be the development of their staff, the modification of complex
financial systems, and the mustering of budget support for these ef-
forts. Relative to budget support, Mr. Chairman, I encourage the
Congress to be sensitive to the impact of budget cuts on IGs. Un-
less shielded from budget cuts, or authorized and funded to engage
outside CPAs, the loss of IG staff will greatly hinder completing au-
dits of agency financial statements.

Although I would agree with Mr. Riso that those audits have a
cost, I would ask you to look back into the financial status report
that OMB published last year to determine exactly what those au-
dits are uncovering. They are uncovering billions and billions of
dollars of lost revenues, unmanaged assets, and ill-managed liabil-
ities that I believe, in total, way outweigh the cost of actually con-
ducting those financial audits.

I will quickly end here. Regarding question 10, I recommend that
the Controller be able to ensure that at least one candidate in
whom he is interested is part of every candidate pool considered by
the President. I also recommend that the Congress encourage the
President to designate a person with a proven financial manage-
ment background as the senior White House personnel official re-
sponsible for the recruitment of CFOs and IGs.

Finally, regarding question 11, and as noted in my fourth rec-
ommemf;tion, the single most important action that Congress can
take to strengthen financial management is to insist on the publi-
cation and review of financial management measures and perform-
ance standards for all agencies. On 51e day that all agencies of the
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Federal Government meet the standards for financial performance
established by OMB and the CFO Council, you will have accept-
able, if not excellent, financial management in the Federal Govern-
ment.

I hope that you and your colleagues will consider my rec-
ommendations, and it certainly has been a pleasure to be here this
morning.

[The prepared statement of Mr. Mazur follows:]
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Edward J. Mazur
Vice President for Administration and Finance
Virginia State University
Petersburg, Virginia

Mr. Chairman and Members of the Subcommittee:

My name is Edward J. Mazur. Between December 1991, and June 1993, I served as the first
Controller of the Office of Federal Financial Management appointed under the Chief Financial
Officers Act.

Mr. Chairman, I deeply appreciate your interest, and the interest of this Subcommittee, in
matters relating to the financial management of the Federal Government. Continued oversight by the
Congress is essential to ensuring stronger leadership in bringing Federal financial management
performance to acceptable levels.

NEW FACE OF CONGRESS

1 last appeared before the Legislation and National Security Subcommittee of the House
Committee on Government Operations on June 21, 1994, to address issues similar to those that 1 will
be addressing today. During the last year, however, the face and direction of Congress have shifted
in dramatic ways. As the Congress seeks 10 ultimately align the expenditures of the Government
with its revenues, it could be said that this direction is consistent with the desires for stronger fiscal
accountability and responsibility as envisioned in the Chief Financial Officers Act. 1t is also true, as
former Controller of the Office of Federal Financial Management and a longtime State Comptroller,
that the idea of "balancing the books" generally warms the heart of anyone in a senior position of
financial responsibility.

There is a strong word of caution, however, that I am obliged 1o issue. Almost thirty years
ago, a corporate accountant with whom I worked said, in a bit of homespun counseling, "Son,
remember that whether you have a profit or a loss, you still need somebody to count the beans."
Although he might have been thinking in terms of job security, I see that comment as meaning that
the existence of financial management and the ability to be fiscally accountable is just as vital during
times of contraction as it is during times of expansion. To view financial accounting, financial
analysis and reporting, and the strengthening of fiscal accountability as nothing more than another
overhead item, to receive its cuts first before programs are cut, is a little like tuming out your
headlights at night with the false notion of saving energy in your battery. Financial recordkeeping,
and the analysis and reporting that goes along with it, as clearly envisioned in the Chief Financial
Officers Act, is an absolute requisite to knowing where you are going, how you are getting there, and
the results thereof, as Congress moves to realign the expenditures of this vast government with the
revenues provided by its people.

EFFORTS ACKNOWLEDGED

Although it has been two years since I reluctantly lefi the position of Controller of the Office
of Federal Financial Management, I am very pleased by the continued efforts that many of my former
associates and colleagues have expended on the vision of improved financial management that we
shared. These efforts include: the leadership and extraordinary efforts put forth by Hal Steinberg,
former Deputy Controller of the Office of Federal Financial Management, the continued energetic,
optimistic, and thoroughly competent efforts of Woody Jackson, the recently named Deputy
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Controller of the Office of Federal Financial Management, and the efforts of all of the current and
recent members of the Office of Federal Financial Management who, though a very small band, are
completely dedicated to the purposes of the CFO Act.

In addition, 1 have great and continued appreciation for the leadership of OMB's Director,
Alice Rivlin, Comptroller General Charles A. Bowsher and members of his staff, and Treasury Fiscal
Assistant Secretary Gerald Murphy and the various units of the Treasury Department without whose
support many CFO initiatives would not be possible. Additionally, I applaud the CFOs, Deputy CFOs
and IGs who have continued in their efforts to do the hard day-to-day and practical work of
improving Federal financial management.

HANGES THAT W THEN THE CFOs ACT

Building on my testimony of June 1994, 1 would like to make a series of recommendations
that I believe will strengthen the CFOs Act and Congressional oversight. While some of my
recommendations essentially repeat what I said in 1994, some are new and are based on the
perspective of another year.

In summary, I strongly recommend that specific modifications to the CFOs Act be enacted
by Congress in order to (1) ensure greater continuity in leadership, especially by the Controller of
OFFM; (2) accelerate progress; and (3) enhance accountability to the Congress. My
recommendations are based on my personal experience as the first Controller of the Office of Federal
Financial Management. In that position, I was able to assess, first hand, the practicality and
workability of the Act. My recommendations are as follows:

REC! NDATION 1:

Without question, the Controller of the Office of Federal Financial Management
(OFFM) should continue to be appointed by the President and confirmed by the
Senate, and should continue to reside within the Office of Management and
Budget. The position, however, should be elevated organizationally, through an
amendment to the Act, so that it reports directly to the Director of OMB.

Basis of Recommendation:

A Controller's function, and the vision that he or she pursues is decidedly different
from that commonly pursued by those with budget and planning responsibilities.
Controllers must apply distinct policies and complex methodologies to ensure a
particular outcome as to financial performance or disclosure - and they are held
professionally accountsble for that outcome! Every day of my professional

experience for the past 18 years has verified this difference in orientation.

The methodologies and concepts employed by a Controller help others comprehend
arrangements of extraordinary complexity, and permit moving intellectually and
operationally from the broadest policy matter to a line of computer code.
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To be truly effective, the Controller of OFFM must have both reasonable
independence and independent access to the senior fiscal policy head for the United

States Government - the Director of OMB.

The Controller, after all appropriate formal and informal consultations, must make the
final recommendation on financial management policy prior to its submission to the
Director, and be held personally accountable for its subsequent success or failure.

The Controller's views on accountability, management systems requirements, and
policies relating to the financial execution of programs must be readily present when
critical decisions are faced by the Disector of OMB.

RECOMMENDATION 2:

All duties in Section 503(a) of the Act, currently assigned to the Deputy Director
for Management, should be peassigned to the Controller. Further, the
Controller should become Chairman of the CFO Council, through amendment
to Sections 503 (a)(12) and 302 of the Act.

In turn, the responsibilities of the Deputy Director for Management should be
extended to focus his or her attention on Agency Deputy Secretaries, or their
equivalent. OMB's Deputy Director for Management should be charged with
responsibility for creating an overall environment of communications, dislogue,
and formal reporting that fosters good management of federal programs.

is for ndation:

While most agency CFOs have budget responsibilities, their day-to-day focus, as
required by the Act, is principally on ensuring the effective execution of, and
accountability for, programs authorized by Congress. There is a need 1o bind agency
CFOs with the Controller, whose principal focus is on guiding how extraordinarily
large complex program activities are represented financially as the budget is executed.

The Deputy Director for Management can be most effective when providing a
"generalist's view" that ensures, agency to agency, that all critical elements needed for
effective overall management performance are in play. There is a clear need for one
senior OMB official to focus on the complete interplay of financial management,
personnel, procurement, performance measurement, general management, and other
concerns. This is envisioned by the National Performance Review (NPR)
recommendations to establish a President's Management Council (PMC), chaired by
OMB and comprised of agency Chief Operating Officers.
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RECOMMENDATION 3:

The Congress should look in great detail at the staffing reductions made to the
Office of Federal Financial Management that have been put in place over the
past two years. The office has been significantly understaffed, in my fair
judgment, and cannot hope to do all that is necessary, or even much of what is
necessary, to support the implementation of the Chief Financial Officers Act.
The Congress should consider offering specific advice and recommendations to
the OMB leadership on the minimum level of staffing that it believes is
consistent with the requirements placed on the Office of Federal Financial
Management by the CFOs Act.

Basis of Recommendation

In 1991, during the nomination process, I completed a functional analysis of the
current and future duties of the Office of Federal Financial Management and
determined that, at a minimum, the office should be expanded from the forty persons
that it had in 1991, to at least sixty. These recommendations were consistent with
those independently derived by the then acting head of the office, Susan Gaffney, who
is now Inspector General for HUD.

Staffing measurements completed near the end of 1992 and submitted to the
Associate Director for Management sustained the view that a 40-person OFFM staff
was far too lean.

As a by-product of the OMB 200 initiative, the Cash Management Branch of the
Office of Federal Financial Management was eliminated and disbursed throughout
OMB in 1993. This unit, as I noted in my testimony of June 1994, was perhaps the
most mature of all of the controller activities then operating in OFFM. Its loss
brought significant risk to initiatives that could bring in billions of dollars of additional
revenues to the Treasury of the United States.

RECOMMENDATION 4:

The Congress should actively review agency performance based on clearly
defined indicators. In this regard, the Congress should strongly encourage the
Office of Management and Budget to annually publish in the budget of the
United States the "Current Status of Financial Management in the U.S.
Government” as first published as Table 3C-1 on page 168 of President
Clinton's Budget for the United States Government - Fiscal Year 1995, as
submitted on February 7, 1994. Although I am informed that segments of the
data presented in this table can be found in the OMB Federal Financial
Management Status Report and Five-Year Plan, which is published annually as
required by the Act, the full power of having a composite score card on the vital
statistics of financial management performance will be lost unless published in
the President's Budget.
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sis of mmendation

The complexities of Federal financial management make it literally impossible for the
Congress, or any oversight body, to spend the time necessary to look at all of the
elements that produce one level of financial performance or the other-—- elements
such as people, competence, organization structure, systems, central government
support, etc.  The one thing that the Congress can do, however, is focus on a
“bottom-line.” In the case of the Table, it is a series of bottom-lines or "indicators”
that illustrate a level of performance and represent, in summary fashion, a whole host
of activities that produce that performance. In short, while Congress cannot possibly
comprehend nor affect all of the intricacies of day-to-day financial operations, they
can and should, absolutely, hold the Administration responsible for producing a
particular level of results as purposed by the Controller of the Office of Federal
Financial Management.

This focus on "indicators” of financial performance by Members of Congress and
senior Administration executives is a mechanism that was proven in Virginia and
contributed, at one time, to Virginia being viewed as the best financially managed
state in the United States.

RECOMMENDATION S:

Each CFO Act agency should be required, through amendment to Section 303
of the Act, to create a_formal audit committee. This audit committee should
report to the agency head and should focus on the adequacy of agency financial
statements required by the Act, and upon their audit. The Committee should
serve in a capacity comparable to audit committees currently serving in the
private sector, within not-for-profit institutions, and for many state and local
governments.

Isuggest that each agency's audit committee be comprised of one representative
from the General Accounting Office; one representative recommended by the
American Institute of CPAs; one representative recommended by the Financial
Executives Institute; two senior executives from private corporations or private
institutions whose focus is affiliated with one or more purposes of the federal
agency; and two senior federal agency executives, at least one of which should
be a Presidential appointee.

Basis for Recommendation:

Such audit committees might meet three or four times per year. They would receive
the status of financial statement preparations and audit progress, and provide
observations, suggestions, and assurances to the agency head.
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From my experience in Washington, 1 am convinced that the perspective of such an
audit committee would enhance agency focus on financial management, and bring
additional objectivity and creativity to that commonly present in agencies today.
Informal exchanges between federal CFOs and corporate CFOs during 1993, arranged
jointly by the Private Sector Council and Council for Excellence in Government, were
enormously helpful to all participants.

RECOMMENDATION 6:

Congress should support and encourage each of the 24 CFO Act agencies as
they move to meet the requirements for annual financial statements and audits
as established in Section 405, " Annual Financial Reports" of the Government
Management Reform Act of 1994,

Basis of Recommendation:

Current federal experience in preparing and auditing agency-wide financial statements
has demonstrated that only a review of comprehensive financial statements can fully
determine the interplay of transactions and accountability.

Over time, audited agency-wide financial statements will be an effective tool for
senior agency management. In the past, only the Budget, which principally focuses
on revenues and expenditures, comprehended the overall fiscal standing of an agency.
By preparing and auditing agency-wide financial statements, agencies will focus more
on material financial events and on the agency's complete fiscal circumstances.

The focus will shift to relationships and performance. The days of ignoring assets,
and failing to disclose liabilities will end. The federal government's recent initiatives
concerning credit management will be enhanced.

Audited, agency-wide financial statements will ensure the clarity and reliability of
financial information flowing to agency executives, the Congress, and other interested
parties. They will permit greater comprehension as to what financial performance
really means for a given agency, and promote a focus on performance. Most
importantly, it will permit financial performance to be tied, where appropriate, to
programmatic performance.
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RECOMMENDATION 7;

The CFOs Act should be amended to add responsibilities, within Section 503 (a)
of the Act to require:

(a) A conscious and continnous focus of joint attention by OMB and
Treasury on the on-going accumulation and operational
reporting of actual financial information by all agencies to OMB
and Treasury, to include reporting on the progress of such joint
activities in OMB's annual status report as required by Section
3o01.

(b)  The formulation, publication and updating of a formal "Federal
Financial Systems Vision and Action Plan' for the federal
government.

Basis for Recommendation:

Greater assurance is needed concerning financial data that eventually flows into the
Budget of the United States Government. This matter is addressed on page 17 of the

Federal Financi m 5- Plan, August 1994, under

"Government-wide Financial Management Systems.”

To assure greater reliability, the federal government must speak to agencies with one
voice, and establish a unified set of demands for operational financial information and
supporting systems. Since OMB has fiscal policy responsibility and Treasury has both
operating and policy responsibility, they need to continue their “"leadership and
organizational struggle” to resolve these joint responsibilities - under their separate
authorities.

Additionally, OMB's responsibility for sustaining recent advances in conceptualizing
the interplay of agency and central federal financial systems needs to be clarified, and
Congress needs to be more informed on this highly complex but crucial matter. Page
14 of the Federal Financial Management Status Report and S-Year Plan, August
1993, addresses this matter under "Financial Management Systems." In addition,
reference should be made to the "Financial Management Systems Status Report”
issued May 31, 1994, by the Financial Systems Committee of the Chief Financial
Officers Council, in conjunction with the Office of Management and Budget.
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RESPONSE TO QUESTIONS OF IMMEDIATE CONCERN TO THE SUBCOMMITTEE
ON GOVERNMENT MANAGEMENT, INFORMATION AND TECHNOLOGY

Mr. Chairman, in the remainder of this testimony, 1 would like to address the eleven questions noted
in your letter to me of July 18, 1995.

SUBCOMMITTEE QUESTION 1: When the CFO Act was implemented, what were the
obstacles that agency CFOs faced? How did they overcome them? Are there still reasons to
be concerned?

Response:
The first obstacle was attitudinal. Both agency CFOs and Inspectors General had to first

commit to the prospects of greater accountability, the consolidation of financial information,
and an altered approach to carrying out audit responsibilities. For some CFOs and IGs, this
was an easy transition, which supported their personal and professional views of what
accountability within large governmental organizations should be like in the first place. For
others, especially selected 1Gs, the transition was more problematic. In general, the tensions
that developed for selected IGs occurred when they had to reconcile between their more
established investigative—-let's catch the bad guys—---approach, and the need to accept that
audited financial statements, and the integrated way in which controls and policies can be
audited, actually gives greater leverage 10 the accomplishment of overall audit responsibilities.

The second obstacle was staff. Individuals who were processing and accounting oriented,
without other special training or experience, had a problem moving to the disciplines and
concepts necessary for the preparation of the annual financial statements. 1 had this
experience when we became more aggressive in preparing financial statements in conformance
with generally accepted principles in the Commonwealth of Virginia, 1 know that the same
problems existed in selected agencies here in Washington.

The third obstacle was the sorry state of financial systems in a number of federal agencies.
These systems were built to accomplish processing tasks and were not originally designed to
integrate financial information and produce summary reports.

SUBCOMMITTEE QUESTION 2: Has the implementation of the CFO Act improved
financial management in the agencies?

Response:

Implementation of the CFO Act is definitely improving financial management in federal
agencies. There is now an ultimate "outcome" for the complex financial transactions that are
typically part of our federal agencies. That "outcome” includes a balancing between resources
and expenditures, complete accountability for the assets that are under the care of agencies,
responsible management of liabilities that are created as part of agency operations, and the
need to ensure that no major or material weaknesses exist in the financial systems and
recordkeeping procedures of agencies. Beyond that, there is now an enhanced ability, as a

9



118

by-product of efforts to generate audited financial statements, to prepare better financial
management information, which, together with traditional budget analysis and other data, will
afford agency executives a better opportunity to manage.

Most all federal agencies are still in transition toward accomplishing the requirements of the
CFO Act; but, from what I understand of the activities of the Chief Financial Officers (CFO)
Council, this is proceeding with appropriate enthusiasm and considerable creativity.

SUBCOMMITTEE QUESTION 3: How would you measure any improvement? Number of
weaknesses in internal control reported? Or other e? In your opinion, which are the
two poorest agencies in terms of being prepared to comply with the Gover t Manag t
Reform Act? Which are the two leaders?

ECSQODSQZ

As 1 have in my formal statement, 1 draw the Subcommittee's attention to the table that
appears on page 168 of the Budget for the United States Government -_Fiscal Year 1995,
The table is #3C-1 "Current Status of Financial Management in the U.S. Government". It
appears in a section of the budget entitled "Improving Management in Government Finances"
under a subtitle of * Improved Accountability." This table illustrates eight separate
“indicators of financial management performance." It ites specific measures of performance

orth ific perfc ce against which the relative status o ncies ¢an
be evaluated. 1 strongly encourage the Subcommittee to spend time with this table and to
make it a regular and scheduled focus of your attention. This table, a copy of which is
attached to these remarks clearly indicates the distance that many agencies have to go in order
to meet the performance standards that were established by OMB.

This "score card of financial management performance” was created during my tenure as
Controller of the Office of Federal Financial Management, and was thoroughly reviewed and
concurred with by the CFO Council and the CFO Council Operations Group.

From this chart, you can see that the National Science Foundation and the GSA are making
positive progress toward reaching each of the standards.

SUBCOMMITTEE QUESTION 4: What guidance is OMB providing the agencies on how
to comply with the Act?

Response:

OMB, in combination with the Federal Accounting Standards Advisory Board (FASAB), is
providing excellent support and guidance to agencies. OMB issued the first guidelines on the
form and content of financial statements back in 1992. It was a product of a coordinated
effort between selected agency CFOs, Fiscal Officers, and OMB staff, with input from many
others. The form and content guidance has been updated at least once, and 1 understand that
it is about to be updated again to reflect recent standards published by FASAB.

10
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The FASAB, under the superb leadership of the Honorable Elmer Staats, has produced three
important and initial financial statements, to include " Accounting for Selected Assets and
Liabilities", "Accounting for Direct Loans and Loan Guarantees" and "Accounting for
Inventory and Related Equipment”. In addition, and perhaps even more importantly, it has
published five exposure drafts and a significant concept paper, "Objectives of Federal
Financial Reporting".

It was my privilege to have sat on FASAB during the preparation of some of these statements
and papers, and to contribute to them. These statements, as well as those that will be
published in the near future by FASAB provide an excellent foundation, together with OMB's
form and content guidance, for the preparation of agency financial statements. These financial
reporting standards, which also could be viewed as "accountability standards”, are just what
we need in the Federal Government to give common and standard guidance on complex
issues that all agencies' CFOs face in preparing audited financial statements. Agencies will
now have the benefit of this guidance and the certainty it provides, while OMB will be able
to continue its role of stipulating the form and content of financial statements.

SUBCOMMITTEE QUESTION 5: What are the main obstacles to agencies coming into full
compliance with the CFO Act and with GMRA and eventually obtaining unqualified opinions?

Response:

The continuing challenge faced by CFOs and Deputy CFOs will be the development of their
staff so that they have the solid capacity to deal with complex issues pertaining to the
preparation of financial statements. In some cases, training made available by the Association
in Government Accounting, OMB, Treasury, and others, will be sufficient to bring staff along.
In other cases, agencies may have to continue to look to the outside for additional or
replacement staff, and for people who have had experience in putting together financial
statements for large and complex organizations.

The modification and enhancement to complex financial systems, together with mustering the
budgetary support for such efforts, will also continue to be 2 major challenge to agencies'
CFOs. Itis in regard to the latter that this Subcommittee and other Committees of Congress
can be sensitive to the fact that agency financial operations are not just “another overhead
item", to be put on the block with everything else that may come under budget scrutiny.

1 encourage Congress to be sensitive 1o the impact of budget cuts on IGs. Unless shielded
from budget cuts, or authorized and funded to engage outside CPAs, the loss of IG staff will
greatly hinder completing audits of agency financial statements.

Financial operations, and the reports and analyses that they provide, should be on equal status
with budget analyses and budget projections, as a means of telling the Congress and
administration officials as to how well they are executing their responsibilities. Congress's
support for the staffing and systems needs of agencies CFOs, and IGs, will continue to be an
important opportunity for Congress 1o support the CFO Act and the GMRA.

11
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SUBCOMMITTEE QUESTION 6: How many CFOs are in politically appointed positions?
Response:

Unless the laws changed since [ left the Controlles's position in June of 1993, there should be
sixteen CFOs who are politically appointed, with the others appointed by their agencies’
heads.

The politica! appointment of CFOs is something that 1 endorse. I do not endorse "the political
content”, which may be considered when someone is nominated. But, I do endorse the
opportunity for the President to identify absolutely outstanding, and accomplished, financial
managers from state and local government, from the federal government, and from the
private sector to take on major responsibilities for the financial management of complex
federal government agencies. And, I believe that the Congress has the opportunity to
influence the thinking of these individuals through the Senate conformation process, to
confront them with the nature of their responsibilities, and to stress the importance of their
success to the Congress and to the people of the United States.

SUBCOMMITTEE QUESTION 7: Which agencies have CFOs who are in career positions?
Do these agencies plan to make any changes to the way CFOs are appointed? If not, why not?

Response:

The agencies that have CFOs in career positions include the Department of General Services,
the Office of Financial Management, The National Science Foundation, FEMA, the Social
Security Administration, AID, the Nuclear Regulatory Commission, and the Small Business
Administration. 1 have no knowledge of any plans to convert these CFO positions into
presidential appointments. I would encourage the Congress, as it develops its guidance to the
Administration, to not be concemned that these several agencies are served with career
financial officers. Knowing some of the individuals who serve in these capacities, and their
long standing commitment to improving financial management, 1 believe that the debate and
dialogue within the Chief Financial Officers Council always benefitted by the fact that these
career officials were holding CFO positions in their respective agencies. This diversity of
experience ensures that the CFO Council blends the new ideas and enthusiasm that often
come with political appointees, with of the personal awareness of the challenges that are
involved with change in the Federal Govermnment that is exhibited by career CFOs.

12
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SUBCOMMITTEE QUESTION 8: Does the current organizational structure of the Office of
Management and Budget best represent the best reporting relationship?

Response:

Consistent with my previously expressed views, I strongly believe that the Controller of the
Office of Financial Management belongs in the Office of Management and Budget. Although
the overall political strength of OMB might vary slightly from Administration-to-
Administration, its strength and duties are so clear and central to the direction of the Federal
Government and, ultimately, to whether or not the Federal Government works well on behalf
of the people, that this is the only place that should house the Federal Controller. To place
the position in another department, or, worse yet, in its own department would weaken the
role anticipated in the CFO Act.

Now, having supported the notion that its position should continue with OMB, let me state
very clearly that the position of Controller should report directly to the Director of OMB and
have assigned to it all financial management duties currently assigned to the Deputy Director
for Management. This change, which will necessitate a change in the law, is vital if Congress
ultimately wishes to see from the work of the Controller and the Office of Federal Financial
Management produce the full benefits intended by the CFOs Act.

[ would encourage Congress to take a lesson from my personal experience. The reporting
relationship does make a difference. Under the current structure of the law, which places the
Controller under the Deputy Director for Management, the Controller's ability to have access
to the Director, and gain attention to the financial management concerns as set forth in the
CFOs Act, is directly and firmly impacted by the attitudes, concepts, and vision of the
individual who sits in the Office of Deputy Director for Management. I would not wish to
compare and contrast the two individuals under whom I worked, Frank Hodsol! in the Bush
Administration, and Phil Lader in the Clinton Administration. Both were outstanding public
servants. However, I think it is common knowledge to the Congress that there were definite
differences in the approaches that these individuals took to their work, and to what they
considered to be high priority at the time they served. That had a direct bearing on the pace
with which the Office of Financial Management could bring about change, and had a direct
influence in the access that the Controller had to the Director, when that access was important
to gaining his encouragement and support for important financial management matters.

While the Controller does not necessarily have to sit in every high level budget strategy
session, regular access will bring to the Director a different perspective, a perspective that
relates to the practical problems of budget execution, notwithstanding the budget strategies
and politically strategies that may become a part of the President's budget initiatives. I
believe, as in the case in virtually every major and successful corporation in the United States,
that the CFO can be a positive force for ensuring the overalf effectiveness of programs that
are proposed and supported by the President of the United States.

13
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1 truly hope that the Congress will give serious consideration to this change, and I would be
delighted to meet with members of the Subcommittee and staff outside of this hearing to
discuss this particular recommendation.

SUBCOMMITTEE QUESTION 9: What has been the impact of OMB 2000 and future
personnel cuts on the ability of OMB to carry out its responsibilities under the CFO Act?

Response:
In answering this question, I would like to quote liberally from my prepared testimony of June

1994, and an answer given in response to a question from the Subcommittee.

From a policy perspective, there is much that is good about the OMB 2000 decisions,
especially the desire to require OMB staff and agency officials to focus on program execution
and performance. The focus on recruiting OMB staff from "among people with significant
experience in the public sector, preferably in program management,"” is laudable.

However, 1 wi i 2000 on th iv n
lles A agen . .

L[‘I_QQQSAQL OMB Memorandum94-16 adnurably seeks to bind a budge1 focus wnth a
management focus, through the establlshment of Resource Mamgement Offices.

ives in financial re d audits.

There is a considerable inconsistency between the independent financial management
functions envxs:oned by the CFOs Act and what Mll result from mplemenmnon of OMB
he 5 ¢ ; leg

the Q_ergng - one - of momtonng and interaction - not slmply to "continue to have
government-wide policy development responsibility for financial management,” as stated in
the OMB Memorandum 94-16 (page 8). This inconsistency convinces me that the individuals
who were principally responsible for advising the Director may not have fully comprehended
the distinct, and functionally necessary differences, between a budget perspectwe and a chief
financia! officer's perspective. j!‘_mg gspgz of QMB 2000 should be reviewed carefully by the

ngress and perhaps be reconsider:

As a final comment, something comparable to the financial management indicators that appear
in the President's 1995 Budget can be created for the OMB RMOs. Such qualitative and
quantitative benchmarks can permit the Congress to track each RMOs progress in
implementing changes that are very much a concem of this Subcommittee.

14
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SUBCOMMITTEE QUESTION 10: How has the timeliness or lack of timeliness of
appointments to CFO-mandated positions affected compliance with the act? How long have
positions in your agency or organization been open as a result of delays in the process of
confirmation?

Response:

When 1 came on board in December of 1991, a significant portion of the CFOs were
established by designating individuals already in place to serve in that capacity. Accordingly,
the first experience that we had in naming a new group of CFOs was during the
Administration of President Clinton. Generally speaking, 1 was pleased with the efforts made
by the President and White House personnel in identifying, securing, and uitimately appointing
what I believe has proven to be a fine group of Chief Financial Officers.

However, Ithmk that there are unprovemems to be made. 1 mmnlx would hﬂg p[efgrrgd
f

mm_m I thmk that I have a strong blas toward mdmdua.ls with that
kind of a background. However, those that are currently serving, by all that I know, are
dedicated and working hard to effectively support of the CFO Act.

The process of appointing anyone by the President takes 100 long and it is to convoluted. My
own appointment from the time the position was offered, to the time I was nominated took
seven months, with another four months passing until 1 was confirmed. This was a long time
to put one's life on hold, and to experience some of the personal disruptions that come
through the process. I think that there are definitely inefficiencies in a way in which White
House personnel approaches this pulling together of candidates and considering people.

1 recomm hat th nrllr Director_for Management shout able ¢
in whom th e parti l in i
| th; n|d he President for ition. Ido

not thmk that the pool should be shaped ultimately and solely by White House personnel staff.

1 found in my own experience working with White House personnel that the staff assigned
the tremendous responsibility of identifying and recruiting CFO candidates changed with great
frequency, almost monthly during the six months that 1 worked with White House personnel
This worked to the dlsadvnnuge of the intent of the CFO Act. l

rWhleH nllfrth recruitmen
M@, and that this person be dedicated to stnying with that process from the very
beginning through the appointment of the last CFO or IG position. In addition, the Congress
should seek to ensure, as was generally the case under the Clinton Administration, le_mg
ntroller and Deputy Director_for M ement_be_integrally involv hy
ntification of idates, the consideration of their credentials and interviewing of th
candidates before their credentials are placed before the President of the United States.
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SUBCOMMITTEE QUESTION 11: How can Congress help ensure that the CFO Act and the
Government Management Reform Act are fully implemented?

Response:

The single most important action that the Congress can take in determining whether or not
the benefits of the CFO Act and the Government Management Reform Act are fully realized
is to pay consistent and specially scheduled attention 1o the progress that the agencies are
making as that is now shown in Table 3-C, "Current Status of Financial Management in the
U.S. Government, as found on page 168 of Budget for the United States Government -
Fiscal Year 1995,  As 1 have conveyed to the Congress on other occasions, the complexities
of financial management, of accounting, of financial processes in these many federal agencies
is extraordinary. The Congress cannot hope o spend enough time focusing on the individual
organizational, systems, and other activities that are necessary to improve financial
management.. The Congress, principally through reviews of GAO reports and IG reports in
the past many decades has done just that. You focused on specific subjects, specific

occurrences, and specific weaknesses. Yet, 1 would hold out that the overall financial

mnnngement of the Federal Government did not improve. What ! encourage you to do,
w:thout 1gnonng many of things that you have focused on in the past is 0, instead, ﬁg;u;
sol he performa h by OMB a

Insist that there is an annual publication of the current status of financial management in the
U. S. Government, hoth measures and performance standards. Insist that it is published each
year in the Budget of the President, and insist that it is published in the Federal Financial
Management Report Status Report and the Five-Year plan published by OMB each year in
conformance with the Act. By focusing on these created bottom-lines, to which Congress
from time-to-time might wish to add, will be the most time efficient and most effective way
in which the Congress can ultimately ensure that financial management is operating on the
behalf of the people.

In terms of additional measures, 1 would strongly encourage expanding the table to include
the following "accounting processes" measures and standards developed by OFFM:

Measures Number Agency | Percent Timely | Average Posting | Average Process
Locations Fully | Reporting To Time (Days) For |} Time (Days) For
Reconciled Central Agencies | Interagency Travel Payments
Charges
Standards All 95 30 15
(Goals)

16
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1 would hold that if one day ali agencies of the Feder; vernment met thy r
financial performance established by OMB and Chief Financial Officers Council, you will
have acceptable, if not excellent, financial management in the Federal Government and its
I ivi ies.

sekEER

Mr. Chairman, I would like to close with three thoughts.

First, 1 hope that your Subcommittee will act favorable upon my recommendations. They
come from someone who has spent fifteen years on the front line of improving federal and state
financial management, and whose leadership helped the Commonwealth of Virginia achieve
sustained national recognition for financial management excetlence.

Second, despite the work that has progressed, we need to redouble efforts to improve
federal financial management. A clear vision for a controllership that is elevated in stature,
charged with working directly with the agency CFOs, and with championing the cause of
improved financial management must be established and pursued with the utmost determination.

Third, while you and your Subcommittee consider recommendations from today's hearing,
1 encourage you to regularly and vigorously monitor the progress of CFO Act agencies in
achieving the standards set forth in OMB's table of Financial Management Indicators, as they
appeared on page 168 of the President's 1995 budget. 1f you do, you will find that the financial
management of the federal government will progressively improve.

Mr. Chairman, thank you for this opportunity to share my continuing interest in improving
Federal financial management.

17
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by Edward J. Mazur to the
House Subcamittee on Government Management Information & Technology
With Reference to Subcammittee Question 3.
Excerpts From Budget of the United States Government

Fiscal Year 1995, p. 168

168

THE BUDGET FOR FISCAL YEAR 1996

initial steps will be to pay businesses with
Federal contracts, State and loca! govern-
ments, Federal employees and retirees, and
interagency transfers of funds via electronic
funds transfer.

Improve Accountability

Empowerment requires accountability. Fi.
nancial reporting provides accountability by
demonstrating that government agencies are
achieving the expected results and disclosing
to taxpayers how their tax dollars are actually
spent. The NPR r ded, and the Ad
istration is planni of an audited
consolidated annual report on Federal finances
by 1997.

The Administration initiated a system in
1993 to report publicly the status of financial
management in the 23 agencies covered by
the CFOs Act. As Table 3C-1 indicates,
slgmﬁum. challenges nmun for agencies
to make impr in
ment activities.

ln 1993 95 reporting entities aubmitted

mately $875 billion of gross budget authority;
37 were determined by independent audit
to be in conformity with prescribed accounting
standards. This is a marked increase from
1992 when 55 report.mg entities submitted

di stat ts and only 19
were determined to be in conformity with
prescribed accounting standards.

Another tool for public accountability is
the High Risk Program, which focuses on
correcting management control weaknesaes
that could result in major breakdowns in
Government service, or in fraud, waste or
abuse. A progress report on agency efforts
to correct high risk areas appears in “Analyt-
ical Perspectives.”

Finally, the Administration will revise agen-
cy guidance on internal control systems to
eliminate prescriptive procedural require-
ments, and str line the con-
trol program. To reduce the NPR-identified
burden of other mandated reports, the Admin-
istration has developed and submitted to
Congreu a phased program to consolidate

] st covering approxi-

tive reports and streamline the others.

Table 3C-1. CURRENT STATUS OF FINANCIAL MANAGEMENT IN THE U.S.
GOVERNMENT!

1992 Financial Statempent Audite Recuivables Cash Managemaent
e Matarial
Agency Autboriry  Fprome  Unqual Wemk ' pwroene  fE Peromt forment  Porvamt
(nbillions Audt  fed  oosmin N UMY Changem  TEWY Paymall
of dollars) aged i ing Con. ~ umt® quencies menis« b EFT
trols
o/a All 0 n/a Decrease  Incroase 95 90
569.6 51 1066 10 28 -] 2 96 86
296.7 81 4o 10 24 ) 0o -10 8 84
21.9 58 20of 16 19 7 0 0 93 87
66.3 100 S5 3 10 -18 11 9 76
48.2 100 Ocof1 [ 63 7 94 14
36.2 61 lof4 9 68 ] -6 85 92
358 20 Oold 5 68 13 -5 77 &3
339 100 Oofl 5 72 -7 18 82 81
288 23 lof2 3 81 =13 4 94 2
26.0 100 1aofd 8 16 -1 5 81 58
17.2 2 10of 11 11 61 5 -9 E 87
14.3 100 Oof ) 5 13 Q -3 97 23
10.0 1 406 6 42 -2 15 80 85
71 41 Oof 5 12 19 3 2 ki:} ki)
6.5 2 Oofb 9 52 &8 -14 98 88
5.7 2 Jefb 4 2 -49 ] 9 8
6.2 12 Oof2 11 73 ~4 -76 54 3
48 13 20l 4 2 12 o 450 91 83
30 1 lofl ] 23 ~49 =21 0 86
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by Edward J. Mazur (continued)

3C. DELIVERING A GOVERNMENT THAT WORKS BETTER AND COSTS LESS
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Table 3C-1. CURRENT STATUS OF FINANCIAL MANAGEMENT IN THE U.S.
GOVERNMENT —Continued
1992 Fnancial Satement Audite Recsivables Cash Mansgerment
Ls%2 Material
Budes  Percent  Unqual  Weak | Perwnt  p, Peromt
T Sl fa e ommen 3R oppe gom. e R
of dollare) a? Opinisme  ing Con. quent? quancies Collections ments® by EFT
trols

26 1 lofl 0 &8 -0 -17 oa 0

19 88 0o} 38 U 2 2 51 86

04 100 lofl L n 5 2 86 &

0.02 100 Oof 1 4 20 23 3 62 ]

lh&nnﬂh‘-hmbmwmw

net in boldface did not achieve the sudit covernge requind by the CPOs Act. The percent of audit coverage re-

munduﬂ-hmndhdnh-nﬁun

from offastting

'Ammdhﬂmﬂhﬂbdbhmdubm-duw inability 1o locate the

dablor, and various lagislative restrictions.

4Timaly payment statistics In excess of 86 parcent that are not in baldfaoe could not be verified by a reliable quality control systes.
*The pervant audit coverage exciudes Interest en the Public Debl.

wa ® Not applicable

STAYING IN STEP WITH THE PRIVATE SECTOR

REINVENTING REGULATORY
MANAGEMENT

Regulations, like other instruments of gov-
ernment policy, have enarmous potential for
both'oodlndhnmwm-chmmdunfuﬂy
mﬁad ugulahom can minimize hud, limit

many other ways to a safer, healthier, more
productive, and more squitable society. Exoes-
sive or poorly designed regulations, by con-
trast, can cause confusion and dahy give
rise to un.rumnble mphnnea costa in tho
form of i lnd/nf
paperwork, retard i i

tivity, distort private mhvu, and .dvurnly
affect living standards.

The importance of in our

N

fessional, and productive. Regrettably, this
Administration did not inherit such a process.
On the contrary, the way Federal regulations
were developed and reviewed in the recent
past has been severely criticized for delay,
uncertainty, favoritism, and secrecy. Improve-
ment was clearly needed.

Improving Regulatory Integrity

To meet thie responsibility, President Clin-
ton issued Executive Order No. 12866, “Regu-
latory Planning and Review,” and other in-
structions to help creste regulations that
“work for [the Ameri le], not
them.”

e The President affirmed the primacy of

Fedenl lmuu in the regulatory deci-

Y
1

and the many challenges that
face mka it mpenhw t.hnt the proeau
for devel ipled, pro-

g P At the same time, he
tnﬁmod the importance of centralized
regulatory review to ensure that, to the
extent permitted by law, regulations are

)

less, d and

We can’t reject all regulations. Many of them do a lot of good things. They protect workers
in the workplace, shoppers in the grocery stores, children opening new toys. But there are
others that serve no purpose at all. This executive order will provide a way {0 get rid of use-
y regulations that are obsolete, expensive and bad for business.

President Bill Clinton
September 30, 1983

Page 2 of 2
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Subcommittee on Gover t Manag t, Information and Technology

July 25, 1995 Hearing on Implementation of Chief Financial Officers
Follow-up Questions

Responses provided by Edward J. Mazur
Former Controller, Office of Federal Financial Management
Vice President for Administration and Finance, Virginia State University
Petersburg, Virginia 23806

i Question; In your opinion, should the Office of Federal Financial Management
(OFFM) be moved out of the Office of Management and Budget (OMB) and combined with other
parts of the General Services Administration or the Office of Personnel Management, into a
separate Office of Federal Management?

Response: The Office of Federal Financial Management (OFFM) should most
definitely stay within the Office of Management and Budget (OMB). An integrated Financial
Management and Budget responsibility is typical for most successful organizations, both private
and governmental. The policy and budgetary authority of OMB are critical to ensuring proper
attention by Federal agencies as to the importance of implementing the Chief Financial Officers
Act. From my personal experience, as the first Controller appointed under the Act, the authority
of OMB, and the ability to access even the President's office through the Director of OMB has
been critical in gaining the positive attention that has been developed toward the Act

2. Question: How would you strengthen the authority of the management side of OMB
so that it can provide leadership and keep the different bureaus and departments moving in the
right direction?

Response: As noted in my testimony of July 25, 1995, the authority of the
management side of OMB can be strengthened by breaking the Controller out from under the
Deputy Director for Management and providing a direct reporting relationship to the Director of
OMB. This will bring to the highest reasonable level all financial matters relating to the
execution of the national budget, without those communications being distracted or impeded by
other priorities that currently vie for the attention of the Deputy Director for Management. The
Deputy Director for Management would then be able to focus his or her attention on effectively
leading the Deputy Secretaries of the various Federal agencies in ensuring their proper and timely
focus on a broad array of management issues, of which Financial Management is a part
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3. Question: How can we lessen the adverse effects of having leadership positions such
as that of the Controller of OFFM vacant for long periods of time?

Response: The position of Controller of OFFM was vacant between July 1, 1993, and
the latter part of 1994. Contributing to this occurrence was the transition to a new administration
in 1993, and the difficulty, within White House personnel, in providing assurances that my
position would be secure through the full four years. I believe that my work as the first
Controller should have lasted at least five years while major policies were put in place, and I
continue to believe that consistency in that leadership would have moved progress forward at an
even faster rate than otherwise was possible.

One significant way in which such continuity of leadership can be provided is if the position is
appointed a minimum of a six-year term. While I realize that would not preclude an incoming
President from forcing a Controller out of his position, it would, nevertheless, signal the intent of
Congress that this position should be principally a nonpolitical, and professional level appointment
of an individual who deserves to have the confidence of the President and the Congress in
carrying out some of the most difficult leadership work in Washington.

4. Question: How can we get around the problem that, as financial statements get
consolidated, important details on specific bureaus or agencies get lost?

Response: It is recommended that your committee seek the advice of the Chief
Financial Officers Council on how best to establish reporting standards, which would be issued by
OMB, or addressed in one or more of the financial reporting standards established under the
auspices of the Federal Accounting Standards Advisory Board. These standards could guide
how best to consolidate and combine financial information in such a way that some of the detail
needed for proper congressional oversight remains with the financial statements. It is possible,
and is routinely done for a number of governmental and nongovernmental entities, to have
combining unaudited financial statements as an integral part of published financial statements that
are presented on a consolidated basis. ’
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5 Question: Several witnesses at of our hearings have said that agency staff need more
training than they are getting. The agencies are unable to devote much resources to this. One
suggestion made by witnesses is to use an organization like the Association of Government
Accountants to provide training. 1f you were asked to set up a training program for all agency
financial management personnel, how would you do it?

Response: First of all, I do not believe that there needs to be created any new Federal
agency or organizational activity in support of financial management training required by Federal
agencies. Ibelieve that the Chief Financial Officers Council and the President's Council on
Integrity and Efficiency (PCIE) can be relied upon to develop approaches to training that will be
efficient and effective. In fact, the Chief Financial Officers Council has, to the best of my
recollection, endorsed, sponsored or encouraged training to be available for agency personnel.
The Association of Government Accountants, among other bodies, is generally well able to
develop and put on courses that can be extremely helpful to Federal government financial officers.

6. Question: If agencies contracted out work to certified public accounting firms, how
would they ensure that the auditors paid adequate attention to what they considered important? If
certified public accounting firms were asked to report on management assertions on, for example,
internal controls or compliance with laws and regulations, these engagements would not
necessarily be done under generally accepted auditing standards but under the new standards for
attestation engagements. These "attestation” standards require the agency to determine what it
wants examined and specify what procedures should be included in the engagement. Who should
negotiate such contracts? Who should monitor them?

Response: In instances where an agency chooses to use a certified public accountant
to carry out a full opinion audit, in conformance with generally accepted auditing standards, or
interim audits of more limited scope, the scope of such engagements should be established and
approved by the head of the agency. In establishing that scope, the head of the agency should
receive direct advice and counsel from the agency's Inspector General, who will be in a leadership
capacity to coordinate and oversee such audit procedures. However, the agency head should also
receive input and counsel from the agency's fiscal officers as the scope is finalized. As noted in
my testimony of July 25, 1995, the existence of a formal agency audit committee both to review
the scope of such audits and to be a body to receive, with the head of the agency, reports from
such audits would be extremely helpful.
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7 Question: Can you tell us a little more about the benefits of having agencies set up
audit committees? Has the concept worked well in the private sector?

Response: As noted in my testimony of July 25, 1995, I am very much in favor of
amending the Chief Financial Officers Act to formally call for the establishment of audit
committees in all agencies covered by the CFO's Act. Comprised of several individuals, as
specifically recommended in my testimony, such an audit committee can provide immensely
important support to senior agency management, and to the Inspector General, in encouraging
timely attention to financial management improvement and to the accomplishment and results of
audits. Virtually every major non-profit body, operating under an independent or appointed
board, and every significant corporate entity has an audit committee.

8 Question: Do you think any agencies should be allowed to take longer to comply with
the Government Management Reform Act than others, or should ali be held to the same standard?
What if an agency just cannot comply? Should OMB give waivers?

Response: I do not recommend that selected agencies be given any more time than
other agencies to conform with the requirements of the Government Management Reform Act,
which amended sections of the CFO Act in regard to the preparation of audited financial
statements. As indicated in my testimony of July 25, 1995, Congress should carefully monitor
which agencies meet the requirements established by the Act, and other financial measures
recommend by OMB and the Chief Financial Officers Council. That recognition of performance
against standards will create a positive pressure within the CFO Act community to find creative
and innovative ways of meeting the requirements of the Act. Without such constant attention,
and oversight, agencies may seek one excuse or another to not implement vigorously the
requirements of the Act. Failure to comply should be noted by OMB, who should not be
encouraged to give waivers. They should be encouraged, however, in their various reporting
responsibilities to carefully disclose barriers that exist within a given agency that are inhibiting full
compliance with the GMRA.
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Mr. HORN. Well, we thank you for being here. That's an excel-
lently organized statement, and you have made some very sound
recommendations as well as observations.

Our last witness on this panel is Harold Steinberg, former Dep-
uty Controller, Office of Federal Financial Management, Office of
Management and Budget.

Welcome.

Mr. STEINBERG. Thank you, Mr. Chairman.

As you have indicated, I am Harold Steinberg, formerly Acting
Controller and Deputy Controller of OFFM, and previously the As-
sociate Director for Management at the Office of Management and
Budget. I wish to focus on four aspects of the Chief Financial Offi-
cers Act: one is the I%enesis of the act and the initial funding issue;
two is the agency CFO structures and appointments, which you ex-
pressed some interest in; three, is the financial management staffs,
which I think are key to a successful implementation; and fourth
is the audited financial statements.

I have submitted my statement for the record, and, with your
permission, will summarize it now.

I think it should be recognized that the CFO Act was not the re-
sult of a congressional desire for reform or even, at that time, a
strong executive branch desire for a legislative foundation or man-
date for better financial management.

As Mr. Riso pointed out, it was the actions of several external

ups: the American Institute of Certified Public Accountants, the
sgociation of Government Accountants, the National Association
of State Auditors, Controllers, and Treasurers, and the Financial
Executives Institute, specifically studies they had done and rec-
ommendations thely(,' had made, reports they issued, infomercials
they paid for, talk show appearances, and so forth, that really
pointed the need for improved financial management in the Federal
Government.

The Reagan administration approach, which has been indicated,
the administrative appointment of a CFO and the establishment of
an administrative CFO Council, was a start. The Bush administra-
tion had added to that a five-point program which included improv-
ing accounting standards, systems standards, agency financial sys-
tems, central agency data bases, and audited financial statements.

But the bill, when it came, was a surprise to at least the OMB
leadership. It had been passed in the waning nights, if you will, of
the 101st Congress. The OMB leadership did welcome the act. I
think with Mr. Mazur’s appointment they secured an outstanding
team to lead the Office of Federal Financial Management. They
were fully supportive of the plans and programs that OFFM put
forth to implement the act, and they continued that support.

However, in Congress, the House Appropriations Committee, in
the year following implementation of the act, actually sought a
rider to approl:)riations language to bar the expenditure of any
moneys to implement the act. And it took a monumental effort by
OMB and those external organizations I mentioned before to %?t
the rider defeated. To the House’s credit, the rider was defeated by
350 to 60, or something like that.

Also, within the agencies, they didn’t, you might say, kiss their
tonsils over the act. The Assistant Secretaries for Management
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were already responsible for financial management activities in the
agencies, and they were not overjoyed at relinquishing authorities
and responsibilities to a new position. So they lobbied Presidential
personnel to also secure the appointment as the agency CFO.

This is not an issue of the problem of giving both jobs, the Assist-
ant Secretary for Management and the CFO, to one person; rather,
the act specified that the CFO had to have qualifications and expe-
rience in financial management. Many of these ASMs, at that time,
did not have the qualifications or the interest in financial manage-
ment.

The new administration did appreciate the importance of ap-
pointing agency CFOs with extensive qualifications and experience
in financial management of large organizations. While the appoint-
ments took conszilgerable time to occur, most of the persons have
been excellent choices.

About a year ago, within OFFM, we did a rack-up of the agency
CFOs. We found that the average number of years of financial
management experience was extensive. Several had CPA certifi-
cates, advanced degrees in public administration, law degrees, and
other appropriate credentials.

As far as the question you asked the Comptroller General about
the dual-hatted CFOs, in other words, the CFOs also responsible
for management and administration, in my opinion, Mr. Chairman,
this may not be the relevant issue.

To be effective, the CFO clearly should have responsibilit¥ and
authority for accounting, financial reporting, budget formulation
and execution, and financial systems. The addition of the typical
Assistant Secretary for Management responsibilities, personnel,
procurement, parking, can or cannot be helpful. It really depends
upon the agency.

I would be more concerned that the person in the CFO position
have the skills, the interest, the stature in financial management,
and therefore be able and willing to address the area. I would be
even more concerned if the agency CFO does not have responsibil-
ity for budget formulation or, as we have in some instances, there
is an intent to remove budget formulation from his or her portfolio.

If budget formulation is continued separate, it continues the no-
tion that actual financial and other results are less important than
budget estimates. It also increases the possibility that the financial
management function will not receive sufficient resources to effec-
tuate the necessary improvements. I don’t think it's a coincidence
that many of the agencies that have kept the budget function sepa-
rate are also aﬁencles with poor financial management.

I also wanted to mention the CFO Council and reiterate what Ed
DeSeve said before. It’s in the agencies where the rubber hits the
road. The improvements can only be made if the agency CFOs
make them happen. The agenc; gFOs have to feel personally re-
sponsible for improving financial management in their agencies.

The restructuring and empowering of the CFO Council was the
major step that OFFM took to further that sense of responsibility.
Your recent meeting with the CFO Council also contributes to
strengthening within each CFO his or her appreciation of the im-
portance of improving the agency’s financial management activi-
ties. I urge you to continue those types of activities.
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In regard to financial management personnel, the quality of the
financial manager can only be as good as the quality of financial
management personnel. Prior to enactment of the CFO Act, agen-
cies were frequently satisfied with generalists in financial manage-
ment positions, but the act has realfy changed the playing field.

Developing and maintaining integrated accounting and financial
management systems, preparing organization-wide %mancial state-
ments, performing audits of these statements requires specialized
skills. The people in the CFO organizations have to have special-
ized skills. ‘

Since the luxury of hiring is likely to be limited as we move for-
ward, significant attention must be devoted to training to provide
already existing employees with specialized skills. I think a lot of
this training is going to have to come from the private sector.

Financial management developments are occurring extremely
rapidly, and very frequently the Government training organizations
have difficulty developing training materials or obtaining knowl-
edgeable instructors quickly enough to provide training that is
timely enough for the job. Fortunately, there are a number of pro-
fessional associations, universities, and even some proprietary or-
ganizations that are stepping up to the plate to provide the train-

ing.

%‘he last issue I want to address is the audited financial state-
ments. I understand that the committee is concerned with the large
numbers of qualified and disclaimed auditors’ opinions and mate-
rial weaknesses. I think you are right to view those two indicators
equally.

The clean or unqualified auditor’s opinion is not an end in itself,
which Jerry alluded to. The real value is evidence that the agency
has its financial house in order and is able to process and provide
reliable information. The absence of a clean opinion is evidence of
the contrary. In fact, I wonder how congressional staffs can feel
comfortable relying upon budget requests and other information
submitted by agencies that do not have clean opinions on their fi-
nancial statements.

In fact, it is possible, as the Federal Housing Administration
demonstrated, to correct grossly inaccurate financial data produced
by totally inadequate systems and obtain a clean opinion on a spe-
cific date and yet still continue with the inadequate system.

So it’s those two things working together, the opinions and the
material weaknesses, that are looked upon as evidence of a house
being in order.

The situation, however, by the numbers, might not be as bad as
it would look like at first. When the CFO Act was first passed in
October 1990, it required Federal organizations, funds, and activi-
ties immediately to prepare and obtain independent audits of fi-
nancial statements. For some, the fiscal year had already ended;
for others, it was a brand new experience.

These are extremely large very diverse entities. The resources in-
vested in accountin Kave not been sufficient; the cultures were not
supportive. Such things as the role of representation letters, as
small a matter as that, were never explained to them. Accounting
standards did not exist.
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So I don’t think it was realistic to expect that the Federal enti-
ties would perform perfectly, which is what an unqualified opinion
represents the first time around. Some of the entities could not
even prepare financial statements, much less obtain an audit, and
particularly an unqualified opinion.

The key thing is that there has been progress. The number of en-
tities able to issue financial statements has grown from 3 in fiscal
year 1990 to an estimated 124 for fiscal year 1994. The numbers
receiving unqualified opinions has risen from 1 for fiscal year 1990
to 50 for fiscal year 1993, the last year for which audited state-
ments have been received. This means percentages receiving un-
qualified opinions has risen from 33 percent to 46 percent.

The numbers and percentages of entities with no material weak-
nesses has also been rising. In fiscal year 1992, only 34 percent of
the entities submitted financial statements with no material weak-
nesses. That number is up to 46 percent.

So I would say the important thing-—a few important things. One
is to start the process. en the act was first passed, there were
three agencies that submitted audits: GSA, SSA, and Labor, and
all of them had qualified opinions. Now, 5 years later, none of them
have qualified opinions for activities they are able to control.

The second thing; I would like to reinforce what the Comptroller
General said about the audit committees. And, actually, he didn’t
mention his own audit committee. The GAO is a Federal agency
with an audit committee, and having had experience in both the
New York City audit and knowledge of the GAO audit, the GAO
audit committee has been extremely successful in helping the GAO
to get the clean opinion that it has Keen able to get.

In conclusion, I think the committee can take comfort with the
steady and effective implementation of the act. In response to your
question, what can this committee do: as indicated already, con-
tinue to ask for information from the CFOs in aiencies on specific
as({)ects of the financial management function. The indicators that
Ed Mazur mentioned are as good a way as any to measure
progress.

Ask for financial information, the kind that would be in state-
ments, but link it with the budget information and the performance
information which is also and should also be part of the financial
statement. And most important, urge your colleagues on authoriz-
ing and a%propriations committees to ask for that type of informa-
tion. In short, I don’t think there is any substitute for effective
oversight by an inquiring Congress.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Steinberg follows:]
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Harold L Steinberg
Former Deputy Controller/Acting Controller
Office of Federal Financial Management
Office of Management and Budget

Mr. Chairman, Members of the Subcommittee, { am Harold 1. Steinberg, formerly
Acting Controller and Deputy Controller at the Office of Federal Financial Management and
previously Associate Director for Management at the Office of Management and Budget. [
am pleased to provide my impressions on the implementation of the Chief Financial
Officers Act, and particularly the Congress’ and agencies’ initial response to the Act and the
progress since those early days. I will cover four points: the genesis of the CFO Act and
the initial funding issue, the agency CFO structures and appointments, assuring the quality
of the other financial management staffs, and the progress with audited financial

statements.
GENESIS OF AND INITIAL REACTION TO THE CFO ACT

The CFO Act was not the result of a Congressional desire for reform. Nor did it
grow out of an Executive Branch desire for a legistative foundation or mandate for better
financial management. To the contrary, several groups external to the Federal
Government, such as the American Institute of Certified Public Accountants, the
Association of Government Accountants, and the Nanona] Association of State Auditors,
Controllers, and Treasurers, were pointing up the lack of financial ;llmnganmt in the
Federal Govemment and identifying the things needed to correct the shortcoming. They
prepared and issued reports, paid for infomercials, appeared on radio talk shows,
communicated the problem to their members and others throughout the country and, in one
instance, sponsored an all day National Press Club colloquium for Congressional and
Administration leaders.

Thus, by the time of the Bush Administration, OMB had established an
administratively appointed Chief Financial Officer and requested each major agency to
appoint an agency CFO to represent it on a Govemment-wide CFO Council. It also had
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established a five point program for financial management improvement. The five points
were aimed at obtaining improvements in Federal accounting standards, systems functional
and information standards, agency financial systems, the central agency data bases, and
audited financial statements. However, although OMB and GAO worked closely with
Congress in crafting legislative language, the enactment of the CFO Act in the waning
nights of the 101st Congress came as a total surprise to most of those concerned with the
Federal Government's financial management.

Furthermore, the early reactions to the CFO Act were varied and interesting. The
House Appropriations Committee sought an appropriations rider that would bar the
expenditure of monies to implement the Act. Perhaps this was due to a realization of the
implications of a process that would provide not just more information, but information that
reflected actual results rather than budget estimates and that was subject to the scrutiny of
independent auditors. Perhaps it was an attempt by the appropriators to prevent the
establishment of another participant in financial and budget operations. In any event,
OMB, as well as representatives of the previously mentioned outside organizations, were
able to sufficiently urlplusizethenegd for the CFO Act such that more than 350 Members
voted against the proposed funding limitations. '

OMB also invested considerable time and effort in securing outstanding persons to
lead the Office of Federal Financial Management, which the Act established to carry out the
financial management functions of the Act. To head the office as Controller, OMB sought
Ed Mazur who, as Controller of the State of Virginia, was considered one of the best of the
State CFOs. 1 was privileged to be appointed Deputy Controller and asked to come on
board even before Ed Mazur could complete the Senate confirmation process. Four
outstanding Branch Chiefs were selected. Specifically, OMB recruited the Deputy State
Auditor of the State of Virginia to lead the accounting and auditing function and a Big Eight
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accounting firm partner who had had twenty years experience guiding the implementation
of automated systems in governments and not-for-profit organizations to lead the financial
systems function. It was able to head the management integrity function and the credit and
cash management function with the two outstanding Semior Executives who were already

serving in those positions.

I can also state that during my three plus years as Deputy and Acting Controller,
there was not one financial management initiative I can recall that was proposed by OFFM
but rejected by the three OMB Directors or three OMB Deputy Directors for Management
who also served during that time. Indeed, they strongly encouraged us to develop and
coordinate ambitious plans for implementing the Act.

AGENCY CFO STRUCTURES AND APPOINTMENTS

The enactment of the CFO Act was apparently viewed a little differently in the
agencies, at least at first. The Assistant Secretaries for Management, who were already
responsible for the financial management activities in their agencies, were not overjoyed
with the prospect of relinquishing some autharities and responsibilities to a new position in
the agency . Many lobbied Presidential Personnel to also secure the appointment as the
agency CFO. [ am not suggesting that placing in one person the administrative
responsibilities that are normally tended to by an ASM, e¢. g., personnel, procurement, and
the financial responsibilities tended to by a CFO is bad management. Rather, the persons
already filling the ASM positions generally did not have the qualifications in financial
management envisioned by the Act. Therefore, they often did not have the interest in
financial management.
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As a result of extensive briefings from OFFM, the new Administration recognized
the importance of appointing agency CFOs who have extensive qualifications and
experience in the financial management of large organizations. Although, the appointments
took considerable time to complete, the persons selected were generally excellent choices.
A rack-up prepared by OFFM in 1994 revealed not only several years of financial
management experience for each of the agency CFOs, but also several CPA certificates,
advanced degrees in public administration, and law degrees.

1 would add that the question of "dual-hatted” CFOs, i. e., the CFO is also the
Assistant Secretary for Management or Administration, is, in my opinion, not a relevant
issue. To be effective, a CFO must have responsibility and authority for accounting and
financial reporting, budget formulation, and systems. The addition of the typical ASM
responsibilities and authorities, i. e., personnel and procurement, can or cannot be helpful,
depending upon the agency. What is important is that the person in the CFO position have
the skills, interest, and stature in financial management, and therefore be able to address the

area.

On the other hand, I would be concerned with the few instances where the agency
CFO does not have responsibility for budget formulation—or there is an intent to remove
budget formulation from the CFO's portfolio. Maintaining a separate budget function
continues the notion that actual financial and other results are less important than budget
estimates. It also increases the possibility that the financial management function will not
receive sufficient resources to effectuate the necessary improvements. I suspect it is not a
ooincidence that many of the agencies that have kept the budget function separate are also
agencies with the poorest financial management.
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Another player that merits attention is the CFO Council. While the law charges
OMB/OFFM with driving the financial management process, it is in the agencies where the
rubber hits the road. Improvements can be made in agencies only if the agency's CFO
makes them happen. The agency CFOs have to feel personally responsible for the quality

of financial management in their agencies.

A year ago, OMB restructured and empowered the legislatively-required CFO
Council to further that sense of responsibility. The Council now elects its own leadership
and sets its own agenda. It has become exceedingly active. One example is its assumption
from OMB of the program to define the desired agency CFO structure. Your recent
meeting with the CFO Council contributed greatly to the effort to strengthen within each
CFO his or her appreciation of the importance of improving their agency's financial

management. I urge you to continue these type activities.

FINANCIAL MANAGEMENT PERSONNEL

The quality of financial management in the Federal Government will be only as
good as the quality of its financial management personnel. Prior to enactment of the CFO
Act, agencies were frequently satisfied entrusting their financial management function to
"generalists” or persons without specific financial management skills.

The Act changes the playing field. Fulfilling such requirements as developing and
maintaining integrated acoounting and financial management systems, preparing
organization-wide financial statements, and performing financial audits requires specialized
skills. A current project of the CFO Council Human Resources Committee is the
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development of a paper that defines the core competencies, i. e., the specialized skills, that
should exist in persons filling agency financial management positions

New people brought on board must obviously have specialized skills. However,
since the luxury of hiring is likely to be limited, significant attention must be devoted to
using training to provide already employed personnel with the specialized skills. 1believe
much of the training will have to be provided by the private sector. The financial
management requirements are developing rapidly and govemment training organizations
frequently have difficulty developing training materials or obtaining knowledgeable
instructors quickly enough to provide training that is sufficiently timely. Fortunately, the
professional associations, such as the Association of Government Accountants, and

various proprietary organizations are demonstrating an interest in providing the training

There is one additional point I would like to make regarding balancing the need to
apply specialized skills with the downsizing the Govemment is trying to accomplish. The
IG offices have, over the years, developed considerable skills in program auditing.
Program auditing requires either a generalist 's, i. e., generalized, skill or a specific type of
specialized skill. i}

Financial auditing is another type of specialized skill, possessed in particular by
individuals in certified public accounting firms. it would seem foolish, in a period of
downsizing, for IG offices to give up the program auditing specialized skill in order to be
able to establish the financial auditing specialized skill-considering that that skili is readily
available from the certified public accounting firms. A more effective and economicat
approach would be to retain, not give up, the program auditing skills within the IG offices;
use the certified public accounting firms for the financial audits; and use the program
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auditing skills to build on findings developed by the certified public accounting firms in the

financial audits.

The last issue I want to discuss is audited financial statements. 1 understand the
Committee is concerned with the large numbers of qualified and disclaimed auditors’

opinions and material weaknesses. You are right to view these two indicators equally.

First, a clean, or unqualified, auditor’s opinion is not an end in itself. Is real value
is as evidence that the agency has its financial house in order and is able to process and
provide reliable information—and its absence is evidence of the contrary. For example, for
three years running, the auditors of the Immigration and Maturalization Service Fee
Acoounts financial statements disclaimed an opuuon on the statements due to insufficient
information in the accounting records. Hopefully, the Congressional Committees that
reviewed the INS budgets were concemned with the credence they could place in assertions
that INS had insufficient monies to fulfill its responsibilities.

Second, it is possible, as the Federal Housing Administration has demonstrated, to
exert the Herculean effort necessary to correct grossly inaccurate financial data produced by
a totally inadequate system, and thereby obtain a clean opinion on a specific date, yet still
continue with the inadequate system such that the following day the data are not worth the
paper on which they are written.

Let me give my views on why this situation exists and try to show that the situation
might not be that bad. As with most tunnels, there is light at the end. The CFO Act
required, when passed in October, 1990, that several Federal organizations, funds, and
activities immeiately prepare and obtain independent audits of financial statements
prepared on other than a budgetary basis. For some, the fiscal year had already ended.
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For most, this was a brand new experience. Many, being part of the Federal Government,

were extremely large entities—much larger than entities in the private sector.

Add to this situation the fact that traditionally, the resources invested in accounting
systems were not sufficient, cultures had to be changed, policies had to be revised,
agreements had to be reached with auditors as to thresholds for materiality, the role of
representation letters had to be explained, and last, but not least, standards for accounting
and reporting had to be developed, explained, and understood.

Thus, it would be inappropriate to expect that the Federal entities would perform
perfectly--which is what an unqualified opinion represents—the first time around. In fact,
some entities could not even prepare financial statements, much less obtain an audit , and
particularly an unqualified opinion on the audit.

On the other hand, there clearty is progress. The number of entities able to issue
financial statements has grown from 3 for FY 90, to 55 for FY 91, to 92 for FY 92, to 109
for FY 93, to an estimated 124 for FY 94. The numbers that received unqualified opinions )
has risea from 1 for FY 90, to 19 for FY 91, to 36 for FY 92, to 50 for FY 93, which is
the last year for which all the statements have been received. This means that the
percentages receiving unqualified opinion have been rising from 33%, to 35%, to 40%, to
46%.

The numbers and percentages of entities with no material weaknesses has also been
rising. The numbers were not kept for FY 90 or FY 91. However, for FY 92, the number
and percentage of entities submitting financial statements with no material weaknesses was
31 and 34%; for FY 92, it was 45 and 41%, and for FY 94, the percent of those submitted
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5o far is 46%--although the percentage is likely to fall as the statements that could not be
completed by the required due date are received in OFFM.

Equally impressive is what we have seen with agencies that started preparing and
obtaining audits of their financial statements prior to the Act: Department of Labor, Social
Security Administration, and General Services Administration. At the time the Act was
passed, most had qualified opinions with several qualifications. For FY 94, no opinions

were qualified for matters the agencies were able to control.

The lesson is simple. Agencies that start preparing and obtaining audits of their
financial statements learn about their systems, accounting, and reporting weaknesses;
correct the weaknesses; and build experience preparing and auditing the statements such
that they are able--typically within a few years--to issue financial statements with
unqualified opinions.

CONCLUSION

In conclusion, I believe your Committee can take comfort with the steady and
effective implementation of the CFO Act. I suspect you might wonder what more
Congress can do. [ would suggest continue asking for information from OFFM and the
agency CFOs on specific aspects of the financial management function. Ask for financial
information that is linked with budget and performance information. And perhaps most
important, urge your colleagues on the Authorizing and Appropriations Committees to ask
for the information.

In short, there is no substitute for effective oversight by an inquiring Congress.
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Submitted by Harold I, Steinberg
L. In your opinion, should the Office of Federal Financial Management

(OFFM) be moved out of the Office of Management and Budget (OMB) and
combined with other parts of the General Services Administration or the
Office of Personnel Management, into a separate Office of Federal
Management?

A. Definitely no--for at least two reasons. First management of the programs is as
important, if not more important, than administrative management, i. €., management of
people, property, and dollars. Afier all, programs are the reasons a government is
established and exist. OMB's concern with allocating resources must therefore extend to
the manner in which the allocated resources are expended, i. €., in accordance with the
allocation request and contributing to achievement of the expected results--in other words,
management of the programs. It would be counterproductive to establish a separate
administrative management agency and expect it to improve management when the most
important management is program management. Financial management should work in
support of program management, not as a separate function.

Second, if there is a separate Office of Federal Management, than there would be
two groups talking to the agencies and the messages would not necessarily be the same.
[ndeed they are likely to often conflict. The agencies, in tum, would play these differences
off against each other.

Finally, OFFM obtains considerable leverage by using the other parts of OMB to
bring about the improved financial management in the agencies The opportunity to have
and use this leverage would be lost if OFFM is separated from OMB.

Incidentally, the financial management (unction was separated from OMB in the
early 1970s and moved to GSA. [t did not work effectively and was moved back to OMB
in the late 1970s.

2. How would you strengthen the authority of the management side of
OMB so that it can provide leadership and keep the different bureaus and
departments moving in the right direction?

A The management side of OMB, in so far as it is the function of the Deputy Director
for Management, already has considerable authority to keep the different bureaus and
departments moving in the right direction. He is the Chairman of the three interagency
councils most responsible for management in the bureaus and departments: President's
Management Council, Chief Financial Officers Council, and President's Council on
Integnty and Efficiency. He has three statutorally-created offices providing him support:
Office of Federal Financial Managemeat, Office of Information and Regulatory Affairs and
Office of Federal Procurement Policy.

Once the aforementioned authorities and resources are in place, the major remaining
ingredient needed for leadership is the quality of the individual serving as the Deputy
Director of Management. | would look to the present incumbent for an example of the
qualifications and attributes of an effective Deputy Director for Management. Also, the
Deputy Director for Management should be directly involved in the budget review and
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allocation process, and in particular bring 10 it the management of resources perspective.
The current incumbent appears to be doing so.

3. How can we lessen the adverse effects of having leadership positions
such as that of the Controller of OFFM vacant for long periods of time?

A. First, there needs to be a strong career staff, including a strong deputy, that is
capable of running the function even without policy leadership.

Also, consideration could be given to amending the CFO Act to make the Controller
position a career position, in OMB, equal in stature to the career Assistant Director for
Budget Review position in OMB, and analogous to Treasury's Fiscal Assistant Secretary
and GAO's Assistant Controller for Accounting and Information Management. These also
are career positions. The American Institute of Certified Public Accountants, the
Association of Government Accountants, the National Association of State Auditors,
Conurollers, and Treasurers, and the Financial Executives Institute reports all recommended
that 1) there be a Chief Financial Officer for the government and 2) the position have a
sufficient tenure to provide continuity. The Chief Financial Officers Act, as written,
established two "chief financial officers" for the Government, the Deputy Director for
Management and the Controller of the Office of Federal Financial Management, and made
both Presidential appointees. This provided double the "clout,” but eliminated the
likelihood of sufficient continuity, and particularly during changes in Administrations. On
the other hand, once there is a Presidentially-appointed Deputy Director for Management
who is also the "chief financial officer,” an effective career Controller could get all the
"clout” he or she needs from his stature within OMB and from the Deputy Director {or
Management

4. How can we get around the problem that, as fi ial stat ts get
consolidated, important details on specific bureaus or agencies get lost?

A. The benefit from the audited financia! statements is not necessarily the information
they contain, but rather the process of preparing them. Thal assures not only the accuracy
of the information. It increases the awareness and thus the likely use of the information
used to prepare the statements.

The above notwithstanding, it is always possible to "drili down" into a financial
statement and obtain the underlying data. For example, the readers of any department's
financial statement, let's say the Department of Housing and Urban Development, can
request and obtain the financial statements of component bureaus, in this instance the
Federal Housing Administration or the Government National Mortgage Association. The
Government Management Reform Act provides the foundation for that process by requiring
the Director of OMB to identify components of departments and agencies that shall be
required 1o have their own financial statements., OMB, in conjunction with the CFO
Council, has established criteria that define when it is desirable to have those scparate
statements. The Federal Accounting Standards Advisory Board, in its Statement of
Recommended Accounting Concepts No. 2, Entity and Display, provides for instances
when onc or more suborganizations should prepare and issue a separate set of financial
statements

5. Several witnesses at our hearings have said that agency staff need
more training than they are getting. The agencies are unable to devote

much resources to this. One suggestion made by witnesses Is to use an
organization like the Association of Government Accountants to provide
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training, If you were asked to set up a training program for all agency
financial management personnel, how would you do it?

A. The availability and use of the Association of Government Accountants and other
training providers addresses the need to have quality training available for the
Government's financial management personnel. [t does not address the resource need.
However, having resources for training is not a matter of insufficient resources in an
agency; itis a matter of prioritizing. Agencies can decide whether budget appropriations
remaining at the end of a fiscal year are more beneficial to expend on more equipment or on
training. Likewise, they can decide whether administrative travel is more beneficial than
training.

The key elements in establishing a training program for all agency financial
management personnel are 1)determining the programs that need to be provided,
2) establishing a career development program for each employee in financial management,
3) assuring that there are sufficient sources for the training, and 4) providing information
regarding the availability of this training.

The determination of the programs that should be provided can be developed from
the Framework for Core Competencies for Financial Management Personnel in the Federal
Government, developed by the Chief Financial Officers Council Human Resources
Committee and the Joint Financial Management Improvement Program (JFMIP). That
document lists the specific programs and other developmental activities that should be taken
by persons working in financial management in the Federal Government, according to the
functions in which they are serving.

The career development program for each financial management employee is
basically a record keeping and counseling program that would be established within each
agencies. 1t would require the development and maintenance of records that identify each
employee's function, the training programs/activities needed to effectively perform that
function, and the sources and dates for the programs/activities the employee has aiready
taken. These records would be used by the employees' supervisors during annual
employee evaluation and counseling to arrange for additional training during the coming
year. Several departments already have effective career development programs. The
Department of Energy is an example.

To assure the availability of sufficient sources for the desired training, the
Government can probably rely on the private sector. If it is economically viable, i. e.,
sufficient numbers of people want and are willing to pay for training, the professional
associations, academia, and for-profit organizations will develop, advertise, and provide
training. The quality programs will obtain repeat attendees; the poor quality programs will
not.

The above notwithstanding, the CFO Council could also establish a Financial
M T 1 in the same manner as the President's Council on Integrity
and Efﬁclency (PCIE) established the Inspector General Auditor Training Institute. The
process the PCIE used was that one [nspector General took the responsibility to organize
the effort and assigned one or two persons, primarily to handle the administrative
requirements of a training academy; other IGs lent staff and provided limited seed money;
OMB also allocated some seed money; space was obtained from DOD;, the limited staff
designed a limited number of courses; and different OIGs provided experienced personnel
1o teach the courses. The OIGs paid a fee for each person attending a course such that
within a few years, the agencies and OMB could cease providing the seed monies and the
Academy could support both the administrative needs and the development of new courses.




148

The final requirement, providing information regarding the availability of training,
is already done by the Joint Financial Management Improvement Program. JFMIP
publishes periodically a compendium of courses in Federal Government financtal
management that are available from govemment agencies and the private sector. Each
course is described and information is provided regarding the length, dates, location, cost ,
and process for enrolling for the course.

6. If agencies contracted out work to certified public accounting firms,
how would they ensure that the auditors paid adequate attention to what
they considered important? If certified public accounting firms were asked
to report on management assertions on, for example, internal controls or
compliance with laws and regulations, these engagements would not
necessarily be done under generally accepted auditing standards but under
the new standards for attestation engagements. The "attestation" standards
require the agency to determine what it wants examined and specify what
procedures should be included in the engagement. Who should negotiate
such contracts? Who should monitor them?

A. Agencies could ensure that auditors pay adequate attention to what they consider
important by identifying those matters in the contract and specifying that they need to be
covered during the audit. For example, if the agency wants the certified public accounting
firm to audit the performance measures as well as the financial data, it can specify that
requirement in the contract. Another process the agency can and should use is frequent
progress meetings with the auditors during the audit . Finally, audit committees, which are
addressed in the next question, can be an effective way to convey to the auditors what is
important to cover during the audit and to determine their findings in these areas.

In the Federal Government, the contracting officers have a role in the negotiation and
monitoring of contracls that must be provided for. That aside, the negotiation of the
matiers 1o examine and the procedures to include in an attestation engagement should be
done by whomever hires the auditors, which in most cases would be the Inspector General.
However, the specification of these matters should be based upon an agreement between
the 1G and the Chief Financial Officer. Monitoring should also be done by the IG, in
conjunction with the CFO.

7. Can you tell us a little more about the benefits of having agencies set
up audit committees? Has the concept worked well in the private sector?

A. The primary benefit of an audit committee in a governmental entity, as opposed to

an audit committee in the private sector, is that it provides a means whereby the head of the
entity can obtain independent, objective information regarding the financial status and
results of his or her organization relatively quickly and easily. it also provides a vehicle for
assuring the audit process is progressing expeditiously and addressing the significant
issues; and that management is properly addressing financial management and other needs
and problems identified by the audit.

The key consideration in a govemnmental audit committee, therefore, is its makeup.
There are two approaches. One is to have it composed of persons external to the entity
who have not only the expertise required to sit on an audit committee, but also the stature to
command the attention and respect of the head of the entity. The entity head will frequently
place more reliance on the views of these individuals than of his or her own staff. The
General Accounting Office uses this approach
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The second approach is to have the audit committee composed of senior officials in the
entity, i. e., the deputy secretary, assistant secretary level, who have the knowledge and
time to foliow up on auditor findings and recommendations. In this instance, the leverage
comes from the committec itself.

A third approach is to have insiders and outsiders. New York City used that approach
successfully.

As indicated, in many respects, audit committees work differently in the govemnment than
they do in the private sector. | have enclosed with my response a booklet published by my
former firm, KPMG Peat Marwick, that describes audit commillees in governments.

8. Do you think any agencies should he allowed to take longer to
comply with the Government Management Reform Act than others, or
should all be held to the same standard? What if an agency just cannot
comply? Should OMB give waivers?

A. Agencies should not be allowed (o take longer to comply with the Government
Management Reform Act. If an agency cannot comply, than it would not be in compliance
and that should be 50 noted and reported. The pressure from peers and the President is
likely to move that agency along much quicker than if it is given waivers from complying.
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Mr. HORN. We thank you. It's a very helpful statement, and we
will get to it in detail later.

I would now like to yield to the gentleman from Florida, Mr.
Scarborough, if he would like to pursue the questioning of the wit-
nesses.

Mr. SCARBOROUGH. Thank you, Mr. Chairman.

I just have a quick question or two. I would like to open it up
to the panel and just ask all three of you what we could be doing
to encourage the agencies to speed up implementation of the inte-
grated financial management systems that you all have been
spemmt today.

Mr. . I'll go first. I would just like to take you back to
what I said at the end of my testimony. I think there are things
that tyou can track without a lot of effort and without spending a
lot of time, as the Congress has done at times in the past, getting
involved with detailed problems of agencies.

Just look to the bottom lines that have been created by OMB and
really follow up on those every 6 months, or every year at least,
with the agencies. Use that score card to separate the “good guys”
from the “bad guys,” and let the leverage of internal pressure and
competition between the agencies serve your interests.

The other thing I would suggest that you do, since it has been
mentioned at least three times today, is to get some leverage for
yourself through an amendment to the law to require the agencies
to appoint audit committees.

If you find that you have good, thoughtful people there, who are
not involved with the day-to-da management of the agencies, rais-
inﬁ questions that are typically raised by audit committees, you
will gain a lot of leverage. And as they work with the agencies to
purify and improve financial information over a period of time, you
will gain the benefits from that.

Mr. STEINBERG. I would add, Ed had mentioned the indicators in
the budget document. Even before that, thouilé, when OMB pub-
lishes its 5-year plan, which as indicated will be out by the end of
the summer, and in a separate systems report prepared by the
CFO Councii, there is a host of data about the quality of the sys-
tems, such things as the age of the systems, plans for upgradin
them, whether or not they fully implement the standard genera
ledger, whether they adhere to the JFMIP requirements for core
systems, whether they adhere to the internal standards.

Look at that table, and to the defree you are not satisfied with
what you see, then use congressional oversight.

Mr. Riso. I would add several other things, sir. One, I would
want to be satisfied on the quality of the systems plans. Compilin
them in a Governmentwide report is help%’ul reading, but I wou1§
like to know more about the quality.

Second, I would like to intervene substantively, not Congress, but
be satisfied as to the kind of monitoring that taies place. Is it day-
to-day involvement in checking on whether things that are reported
as happening are, in fact, happening, or are we just having our
compu;;ers speaking to each other, as is the case in certain pro-

ams?

So I would like to know more about who is monitoring how, and
how many people are spending time on that, and how often are op-
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erating ;iepartments being evaluated in terms of their annual
progress?

Finally, I would ask the question, is there a correlation between
the system and the contents of the agency budget?

Mr. SCARBOROUGH. Good. Thank you.

Thank you, Mr. Chairman.

Mr. HorN. Thank you very much.

Let me pursue with you what I have pursued with other panel-
ists and will pursue with still further panelists. To what degree
should the Chief Financial Officer report directly to the head of the
agency? In a few places, the CFO does not report to the head of
the agency. How do you feel about that?

Let's start right down the line with Mr. Mazur.

Mr. MAZuR. I think the CFO should report directly to the head
of the agency. And I would echo what Hal said, and that is that
when the agency CFOs do not have bm:ﬁet formulation responsibil-
ities, they need to be added. And I think, if they haven't been
added on a voluntary basis, I think the Congress should speak per-
haps with a stronger voice.

When f.you have both of those responsibilities, both for the formu-
lation of the budget—and I realize your concerns about how far
that goes in the poliC{l development—but when you are there help-
ing to formulate the budget, whether you have views on policy or
you don't, you are there as a responsible person making sure that
the information is objective and is accurate and is reliable, as those
keé decisions are made.

ombine that with the responsibilities for budget execution, and
you really have a package, together with financial systems, that is
absolutely needed if these individuals are to work the changes that
the act envisioned.

Mr. HORN. Mr. Steinberg.

Mr. STEINBERG. He said it as well as I would. Definitely to the
head of the agency.

Mr. HorN. OK. Mr. Riso.

b Mr. Riso. For the first time in my life, I agree with Hal Stein-
erg.
r. STEINBERG. Thanks. I appreciate that.

Mr. HORN. Maybe Mr. Mazur said that since he is now in real
politics, as vice president of a university.

Mr. MAZuUR. Yes, you're right, sir.

Mr. HORN. You learn a lot there.

Obviously, some of you don’t take quite as seriously as I do this
situation of the Assistant Secretary of Management and Adminis-
tration also being the CFO. Isn’t there a conflict here, basically?
How does a CFO who is also the Assistant Secretary for Admins-
tration go in and face up to the Secretary when they are playing
all sorts of management games to get the job done?

It seems to me that there is a real fundamental difference here,
because the controllership role, which is in the CFO’s domain, is
crucially important. I can recall my first 2 days as a university
president, I called in the university controller. I said, “Look, there’s
a business manager and a vice president between you and me.
Don’t let that bother d\;ou. You see something stupid come across
your desk, you walk through that door.” Two weeks later, he did.
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It saved me a lot of grief, whether from a headline in the L.A.
Times or anything else.

And I have found a lot of chief executives who have that relation-
ship, that combining the Chief Financial Officer with the control-
lershiﬁ function has saved them a lot of grief, because they are out-
side the line of operations where, as I said earlier, to get the job
done you do all sorts of things.

Mr. MAZUR. Sir, could I answer that?

Mr. HORN. Yes.

Mr. MAZUR. Respond to that, rather, in terms of the university
experience which we both share. When l?l'ou are the CFO, you are
the person responsible for making the whole thing work, balancing
demands for change with the vision that a president might have of
the university or the head of an agency. So you have to facilitate
change by using the resources, shifting resources, and being able
to influence policy.

The Deputy CFOs, who are all career appointed individuals,
should not be the for%:)tten persons in this mixture of people who
are here working in the Federal Government to improve financial
management. They are the people who stand, I think, in the role
that you think of as a Controller. They are the people who are
more involved with budget execution, who will make that strong
independent statement, and be in a position to do so.

But that CFO has to be the person to work between the provost
and student affairs, and so forth, in your model of a university, and
that's a person, unless the¥‘have various components of the univer-
sity, or in this case the Federal Government, under their wing,
they may not be able to move change as quickly as you otherwise
would have.

That'’s the best answer I can give.

hM;. HoORN. Any additional comments anyone wants to make on
that?

Mr. Riso. I would only add that when the CFO Act was passed
it was an effort on the part of people who were not qualified in the
financial area, although they were Assistant Secretaries, to gain
the title of CFO. Anucf the defense was, we would have a career
Deputy CFO to bolster the weak or the flat spot in this person’s
financial background. I don’t think it works.

Mr. HorN. You don’t think it works?

Mr. Riso. I don’t think that works, sir. The financial problems
in operating agencies are siFniﬁcantly large, the systems improve-
ment needs are sufficiently large that, if an Assistant Secretary for
Management is going to have the title of CFO, it darn well better
get a lot of his &'iority, irrespective of how qualified the backup
staff happens to be.

Mr. HORN. And as I recall, you were in that situation yourself,
8o you understand what both jobs do.

r. RisO. Yes, and I've been a consultant to departments where
that hasn’t been the case, and they helped generate opportunities.

Mr. HORN. Yes. It seems to me relying on the Deputy CFO to
perform the functions of the CFO is difficult, in terms of the rela-
tionship of a Deputy circumventing his superior.

Mr. Riso, If I may, sir, it's also unrealistic if you truly believe
the CFO ought to have a major role in the budget formulation proc-
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ess. I do agree with Ed DeSeve that the policy and the execution
and the formulation lines are not as clear as geople would like. But
I do think, in most administrations where political appointees con-
stitute top management, they would be uncomfo e if the pri-
mary budget function rested with a careerist, irrespective of how
qualified and competent that careerist would be.

Mr. HorN. Well, I think we could agree, though, that the CFO
role is to make sure the numbers there reflect reality and that they
are accurate. And you cannot, it seems to me, develop a budget
without the confidence that there is some basic value that will con-
tinue between fiscal years and that you are all playing from the
same deck, if you will.

Mr. Riso. I agree with that.

Mr. HORN. I would assume that’s the basic role, not necessarily
to make the decision, the value decision, but to say, “Here are the
options. Here's the data that show the cost we have spent on op-
tions one, two, and three,” and that that comes in with some accu-
racy.

N)I’r. Riso. It should.

Mr. HorN. It should. Yet we still have departments that don'’t
have the slightest idea where they are, ﬂscaﬁy, except they hope
they don’t go to jail at the end of the fiscal year. I don’t know if
anybody has ever been sent to jail, but there’s always the threat
of that. And it’s a fairly good idea.

Well, is there anything else, based on this discussion, you might
want to add to this? We have some questions, and in the interest
of time, because I hear a vote might be coming up shortly which
will cut short our morning session, we would appreciate your an-
swering, and we will put it in the record at this point.

So, I thank the panel.

We will try to begin with panel four and see how much we can
%st done before the vote. Panel five will obviously go over till 2 p.m.

ould panel four come forward?

Gentlemen, you might have seen, we have a tradition here, if you
would stand and raise your right hands, of swearing in witnesses.

[Witnesses sworn.]

Mr. HORN. Both witnesses affirmed.

I am delighted to read your testimony and see your background,
and am immensely pleased by the help that the private sector has
given in the creation of this act and the implementation of this act.

So why don’t we start with Mr. Buel T. Adams, the vice presi-
dent and treasurer of CBI Industries, on behalf of the Financial
Executives Institute.

Mr. Adams.

STATEMENTS OF BUEL T. ADAMS, VICE PRESIDENT AND
TREASURER, CBI INDUSTRIES, INC., ON BEHALF OF THE FI-
NANCIAL EXECUTIVES INSTITUTE; AND THOMAS V. FRITZ,
PRESIDENT AND CHIEF EXECUTIVE OFFICER, THE PRIVATE
SECTOR COUNCIL

Mr. ApAMS. Thank you, Mr. Chairman.

The Financial Executives Institute is a professional association of
14,000 Chief Financial Officers, Treasurers, and Controllers from
some 8,000 companies throughout the United States and Canada.
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The Committee on Government Liaison, of which I am chairman,
formulates positions on economic and regulatory issues of concern
to American businesses.

Mr. Chairman, FEI commends the Government Reform and
Oversight Committee for its longstanding commitment to improve
the financial management practices in the Federal Government.
We appreciate the opportunity to present the views of the Financial
Executives Institute before this subcommittee, and we are always
willing to provide our technical assistance to you, the ranking mi-
n&r#y, Congresswoman Carolyn Maloney, and your respective
staffs,

As Congress begins to make the tough decisions to significantly
reduce the size and scope of Government, tough decisions should
also be made to dramatically improve the Government’s financial
management practices. Taxpayers should have the assurances that
the Federal Government is not only cutting Federal spending but
also s(fendinf their tax dollars efficiently. That is why Congress
passed such legislation as the Chief Financial Officers Act and the
Government Management Reform Act.

As you know, the CFO Act, which FEI strongly supported, was
passed in 1990. The act was designed to make the Federal Govern-
ment, through its agencies, function in a more efficient and busi-
nesslike manner by establishing financial standards by which to
operate. The G passed last year requires the Federal Govern-
ment, by 1998, to produce a consolidated financial statement that
will reflect the overall financial position and results of operations
of the executive branch of the United States.

Given that 1998 is only 3 years away, Congress must act now to
ensure that the executive branch agencies will be able to produce
the timely, accurate financial statements needed to prepare the
Governmentwide consolidated financial statement as required by
the GMRA. Otherwise, FEI will continue to testify year after year
on yet another GAO discovery of billions of taxpayer dollars being
mismanaged, unaccounted for, or wasted.

Because we are concerned with the need for strong Federal fi-
nancial management, and because we know, through our own expe-
riences in the everyday business world within which we operate,
the benefits that can flow from financial policies and controls prop-
erly applied, FEI has from the beginning monitored the progress
Federal agencies have achieved in implementing the act and evalu-
ated their success in meeting the objectives and spirit of the act.

Over the past 4 years, FEI has commented on the annual Fed-
eral financial management status report and 5-year plan and testi-
fied on several occasions last year during the first oversight hear-
ings on implementation of the act. In our testimony last year we
summed up the fiscal state of affairs of the Federal Government in
one word, “abysmal.” This year we are prepared to upgrade the rat-
ing to “woefully inadequate.”

ere has been progress over the past year, due in large part to
the support and leadership of OMB’s Deputy Director for Manage-
ment, John Koskinen, but the progress is painful and agonizingly
slow. Last year we testified that 11 of the 12 Commerce program
agencies subject to the CFO Act could not be audited “because,” in
the words of the Commerce Department’s Inspector General, “of the



155

numerous deficiencies in the present financial management sys-
tems of the reporting entities.”

One year later, of the 10 Commerce Department financial state-
ments for fiscal year 1993, only 9 could not be audited, but only
4 received unqualified opinions. Progress? Yes. Satisfactory? No.

Problems at the Defense Department are even more telling. Of
the 1993 audited financial statements, no major branch of the mili-
tary received an unqualified opinion; all received either a dis-
claimer or, worse, no opinion, due to the incomplete status of the
financial statements. OMB wrote that “The audit results indicate
that DOD’s financial management is seriously deficient.”

In its review, OMB enumerates a list of problems: major weak-
nesses in basic internal controls, significant instances of noncompli-
ance with the regulations, inability to substantiate and permit
auditors to verify asset balances of approximately $1 trillion. OMB
concluded that DOD’s problems “are of such magnitude that it will
take several years for the results of DOD’s initiatives to improve
financial management to be evident.”

Because the Financial Executives Institute believes so strongly in
the importance of good Federal financial management, we think we
need to do more than simply criticize from the sidelines. At the re-
quest of the Air Force, FEI's Committee on Government Liaison is
advising and assisting them in applying the requirements of the
CFO Act to the Air Force'’s specific problems, and we are prepared
to work with other agencies, at their request, to the limit of our
resources.

We believe such partnerings are helpful, because FEI members
can transfer to the agency their business knowledge and experience
in similar situations. And it provides FEI with a reality check on
the magnitude of the task ahead, gives us a better appreciation for
the dedication and effort of the many talented agency employees
trying to make their organizations more businesslike, and may lead
to recommendations from FEI in the future, or amendments to the
CFO Act, designed to make it more effective and less burdensome
for those attempting to implement its provisions.

In conclusion, let me say that FEI, as an organization composed
of financial executives, understands the importance of timely, reli-
able financial information in making effective decisions, in plan-
ning for the future, and improving productivity. While we believe
that many improvements during the last 4 years have been made
in the way agencies of the Federal Government operate financially,
there is still much to do before full implementation of the CFO Act
is realized. The benefits are many, and the costs are relatively low.

Congress must hold the executive branch accountable for its fi-
nancial management practices, and the taxpayers must hold Con-
gress accountable for ensuring that substantial progress is made.
The holes in Uncle Sam’s pockets need to be mended before he asks
the taxpayers to dig deeper into their own pockets.

Mr. Chairman, thank you for this opportunity to appear before
the subcommittee this morning. I would be pleased to answer any
questions.

[The prepared statement of Mr. Adams follows:]
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Testimony of Buel T. Adams
Vice President & Treasurer, CBI Industries, Inc.

Good moming. My name is Buel T. Adams. [am Vice President and Treasurer of CBI
Industries, Oak Brook, Illinois and Chairman of Financial Executives Institute's Comimittee on
Government Liaison. Financial Executives Institute is a professional association of 14,000 chief
financial officers, treasurers, and controllers from some 8,000 companies throughout the United
States and Canada. The Committee on Government Liaison formulates positions on economic and
regulatory issues of concern 1o American businesses.

Mr. Chairman, FEI would like to commend you the Government Reform and Oversight
Committee for your longstanding commitment to improve the financial management practices in
the federal government. We appreciate the opportunity to present the views of Financial
Executives Institute before this Subcommittee, and we are always willing to provide our technical
assistance to you, the Ranking Minority Member, Congresswoman Carolyn Maloney, and your
respective staffs.

As Congress begins to make the tough decisions to significantly reduce the size and scope
of gavernment, tough decisions should also be made to dramatically improve the government's
financial management practices. Taxpayers should have the assurances that the federal
government is not only cutting federal spending, but also spending their tax dollars efficiently.
That is why Congress passed such legislation as the Chief Financial Officers (CFO) Act and the
Government Management Reform Act (GMRA).

As you know, the CFO Act. which FEI strongly supported, was passed in 1990. The Act
was designed to make the federal government, through its agencies, function in a more efficient
and business-like manner by establishing financial standards by which to operate. The GMRA,
passed last year, requires the tederal government, by 1998, to produce a consolidated financial
statement that will reflect the overall financial position and results of operations of the executive
branch of the U.S.

Given that 1998 is only three years away, Congress must act now to ensure that the
executive branch agencies will be able to produce the timely, accurate financial statements needed
10 prepare the government-wide consolidated financial statement as required by the GMRA.
Otherwise, we will continue 10 testify year atter year on yet another GAQ discovery of billions
of taxpayer dotlars being mismanaged, unaccounted for, and wasted.

Because we are concerned with the need for strong Federal financial management, and
because we know through our experiences in the everyday business world within which we
operate, the benefits that can flow from financial policies and controls properly applied, FEI has
from the beginning, monitored the progress Federal agencies have achieved in implementing the
Act and evaluated their success in meeting the objectives and spirit of the Act. Over the past four
years. FEI has commented on the annual Federal Financial Management Status Report and Five
year Plan, and testitied on several occasions last year during the first oversight hearings on
implementation ot the Act.
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In our testimony last year, we summed up the fiscal state of affairs of the Federal
government in one word: “abysmal."” This year we are prepared to upgrade the rating to "woefully
inadequate."

There has been progress over the past year, due in large part to the support and leadership
of OMB's Deputy Director for Management, John Koskinen, but the progress is painful and
agonizingly slow. Last year we testified that {1 of the 12 Commerce program agencies subject
to the CFO Act could not be audited, because, in the words of the Commerce Department’s
Inspector General, "... of the numerous deficiencies in the present financial management systems
of the reporting entities.” One year later, of the 20 Commerce Department financial statements
for FY 1993, only nine could not be audited, but only four received unqualified opinions.
Progress? Yes. Satisfactory? No.

In transmitting the Commerce financial statements to Congress, OMB noted that the FY
1993 audits, "identified serious internal control issues including weakness in the very reporting
mechanisms designed to identify and report on material weakness.” OMB goes on to say that,
“many internal control weaknesses are in the outdated, fragmented, costly financial systems
identified on OMB's High Risk List.” And although Commerce is addressing these issues through
its Commerce Administrative Management Systems (CAMS)-- it will not be fully implemented
until sometime in FY 1998. As we discussed later, FEI continues to question the extreme length
of time required to develop a new financial management system.

Problems at the Defense Department are even more teiling. Of the 1993 audited financial
statements, no major branch of the military received an unqualified opinion. All received either
a disclaimer or worse, no opinion, due to the incomplete status of the financial statements. OMB
wrote, “that the audit results indicate that DoD's financial management is seriously deficient.”
In its review, OMB enumerates a list of problems:

»  Major weakness in basic internal controls
« Significant instances of noncompliance with regulations
+  TInability to substantiate & auditors to verify asset balances of approximately $1 trillion

OMB concluded that because DoD's problems “...are of such magnitude that...it will take
several years for results of DoD's initiatives to improve financial management to be evident.”

Because Financial Executives Institute believes so strongly in the importance of good
Federal financial management, we think we need 1o do more than simply criticize from the
sidelines. At the request of the Air Force, FEl's Committee on Government Liaison is advising
and assisting them in applying the requirements of the CFO Act to the Air Force's specific
problems. And we are prepared to work with other agencies, at their request, to the limit of our
resources.  We believe such partnerings are helpful because FEI members can transfer to the
agency their business knowledge and experience in similar situations. And it provides FEI with
a "reality check" on the magnitude of the task ahead, gives us a better appreciation for the

-
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dedication and effort of the many talented agency employees trying to make their organizations
more "businesslike” and may lead to recommendations from FEI in the future for amendments to
the CFO Act designed to make it more effective and less burdensome for those attempting to
implement its provisions.

Mr. Chairman, I would like to conclude by summarizing FEI's comments on the 1994
Federal Financial Management Status Report and Five Year Plan. Our review focused on three
areas:

Financial Management Infrastructure
Management Accountability
Asset Management

LD —

Our primary concern focuses on the need for strong leadership at the top levels in support
of improved tinancial management. At the time of its publication in August, 1994, there were
still eight CFO vacancies and numerous deputy CFO vacancies. Two vacancies, at Justice and
Labor, darted back to the inception of the Clinton Administration.

We are pleased to note that all but one vacancy has been filled or have candidates awaiting
confirmation.

Its seems to us that problems regarding the hiring and retaining qualified CFOs relate to
the role they play within the agencies. Candidates for these positions have to believe that they
have an important responsibility in the day-to-day management of the agencies and will not just
be performing some perfunctory role. As is the case in the business environment, the agency
CFO should play a much more active role in the overall budget/financial management area that
appears to be contemplated.

The 1994 Status Report acknowledges weaknesses in many of the existing financial
management systems: "Currently, financial management systems are not able to provide accurate,
timely, internally consistent. and accessible financial data to manage the federal government at
all levels. To correct this shortcoming, the federal government must establish appropriate
stewardship over the data necessary to carry out fiduciary responsibilities. It must also establish
the tinancial systems to support the stewardship over such data.”

We recognize that implementing major systems upgrades is no easy task but it is one faced
by virtually every major company given the current business environment and the ever-pressing
need to compete globally and efficiently. This same responsibility has to be accepted at all levels
of government. Systems apphications have to be defined and uniformly implemented. Systems
architecture has likewise to be defined so that agencies can benefit from the use of common
application programs.
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These objectives are well acknowledged in the 1994 Status Report which incorporated a
vision statement and various forward looking plans. However, from our perspective, it appears
that a significant amount ot time has been consumed without achieving many “real” results. For
example, the percentage of CFO agencies in compliance with the agency's department-wide
information architecture standards is only 13 percent for the 804 financial management systems,
and only 28 percent comply with the departments' financial data classification standards.
Significant shortcomings in other system architecture standards were also evident, The report also
highlighted the fact only 52 percent of the agencies’ financial management systems are part of the
agency integrated financial system. Furthermore, only a fraction of the 459 core system
applications meet the basic standards set tforth by the agency's joint intemmal program standards.

Given this slow progress, we suggest that consideration be given to establishing a private
sector committee 1o both advise and assist in implementing the govemment-wide system
objectives. Most public companies have faced similar challenges and could provide excellent
insight and experience in meeting the overall system design commitments.

We have stated in the past that we have been concerned that the federal government was
operating without the benefit of generally accepted accounting standards. We are pleased to see
that some good progress has been made with the issuance of a “concept” statement, several
"accounting standards” and guidelines for the form and content requirements of basic financial
statements. We applaud this effort and urge that it be continued.

I M il

Management must be responsible and accountable for its actions. In a comment letter on
the 1992 Status Report, we noted that, "historically, government-wide financial data on assets,
liabilities, revenues, expenditures and changes in cashflows have been inconsistent, incomplete
and inaccurate.” Although some progress has been made since that comment letter, we still
believe that there are many problems, as highlighted in the latest report. For example, in 1993,
agencies reported a total of 482 pending material weaknesses in management internal controls,
only 11 less that reported in 1992. Additionally, three agencies out of 23 reported that they were
not in overall compliance with standards for management control under Section 2 of the Federal
Manager's Financial Integrity Act (FMFIA). Six agencies reported that they were not in overall
compliance with financial management systems. There were a total of 139 material
non-conformances with government-wide policies. These weaknesses and systems
non-conformances are as measured against compliance with Section 4 of FMFIA.

A key tenet of sound fiscal management is the reliability of financial information necessary
to make financial decisions. Incomplete or unreliable financial information usually results in
incomplete or unreliable financial results. For this reason the CFO Act requires annual audited
financial statements of all agencies.
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For the fiscal year ended September 30, (992, 130 financial statements were prepared for
the various agencies, of which 70 percent were audited as required. Only 36 financial statements
received unqualified opinions and only 32 had not material weaknesses in accounting controis.

Although this level of compliance is significantly ahead of early years, 1t is entirely
unacceptable to anyone outside of government. The government holds public companies to a
much higher standard than it holds itse!f. If a public company disclosed that it had an "unclean”
opinion, it would be scrutinized by the SEC and the media, as well as being precluded from
trading on the stock exchanges until the situation was rectified.

One of FEI's major concerms is with the accuracy and reliability of financial information.
We therefore believe that the atforementioned weaknesses in internal control, financial management
systems, and audited financial statements require more iminediate action. Accordingly, FEI
supports the idea that a public oversight group within Congress be established to expedite
remediation.  This group might be a Joint Congressional Audit Committee charged with
responsibility to review all audit reports.  Audits reports which were either incomplete or contain
material weaknesses would then require remediation in a prompt manner.

Asset Management

The Federal governiment sieeds to act in a manner similar to private industry when it comes
(0 managing its assets; it must make the most efficient use of its cashflow to minimize costs and
maximize benefits to the recipient parties. To that end, the 1994 Status Report highlights several
plans of action necessary 1o achieve those objectives. Unfortunately, most of these plans are still
in the design stage and therefore will require several years before they produce real economic
benefits.

FEI has developed a proposal for Federal capital asset budgeting which we believe offers
a simple, understandable and effective method of controlling and accounting for long-lived assets
ot the governmeni. Our proposal has been reviewed on an informal basis by analysts at GAO and
OMB and is regarded by them as technically feasible. We are prepared to discuss the proposal
with the appropriate statf of this Committee at their convenience, with the view of ultimately
producing legislation to supplement and improve the CFO Act.

Conclusion

In conclusion. let me say that FEI, as an organization composed of financial executives,
understands the importance of nmely reliabie financial information in making effective de-
cisions in planning for the future and tmproving productivity. While we believe that many
improvements during the last four years have been made in the way agencies of the Federal
government operate financially, there sull 1s much to do before full implementation of the CFO
Act is realized. The benelits are many and the costs are relatively low. Congress must hold the
Executive brunch acconntable tor its financial management practices, and the taxpayers must hold
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Congress accountable for ensuring that substantial progress is made. The holes in Uncle Sam's
pockets need to be mended before he asks the taxpayers to dig deeper into their own pockets.

Mr. Chairman, thank you for this opportunity to appear before the Subcommittee this
morning. [ would be pleased to answer any questions.
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Mr. HorN. Thank you very much, Mr. Adams.

I now would like to hear from Thomas V. Fritz, the president and
chief executive officer of the Private Sector Council, a group that
has had a substantial influence on the establishment of this act.

We appreciate your continuing interest and activities of bringing
together CEOs from the private sector with Government chief ex-
ecutives and operating officers.

Mr. Pritz,

Mr. FriTz. Thank you, Mr. Chairman.

Good morning. I am Thomas Fritz, president and chief executive
officer of the Private Sector Council. I am pleased to be with you
today and hope to be helpful.

The Private Sector Council is a nonprofit, nonpartisan, public
service organization dedicated to improving the productivity, effi-
ciency, and management of the Federal Government through a co-
operative sharing of knowledge between the public and private sec-
tors.

It is supported by its members, many of the largest, finest, and
most advanced corporations in the world, which provide both finan-
cial support and talented executives to serve on PSC teams, teams
that work with Government on projects which are cooperatively de-
fined but initiated by Government’s senior management. Over all
the years, these services have been offered and provided at abso-
lutely no cost to the Government. We neither seek nor accept con-
tracts or grants from Government.

We have been asked to present our views today on the progress
that has been made by Fetferal agencies in implementin tge glief
Financial Officers Act and in preparing to implement the Govern-
ment Management Reform Act. Let me begin by saying that among
the important responsibilities of any democratic Government to its
people is that of accountability and stewardship.

Although our Constitution calls for a regular statement and ac-
count of the receipts and expenditures of all public money to be
published from time to time, the financial information throughout
Government has been so inadequate that credible financial reports
have not been made to the American people since our country was
founded over 200 years ago. At best, only a loosely fitting, pro
forma report has been cobiled together by the Treasury Depart-
ment, from time to time, from incompatible data into a mosaic that
some sheepishly call a financial report.

It is time for the Federal Government to get on with credibly ful-
filling this important responsibility. Perhaps the enactment by
Congress of these two laws will bring success.

In these brief remarks I want to comment on_just three points:
first, the importance of financial statement audits and the audit
process; second, the role and responsibilities of the Chief Financial
Officers; and, third, the financial management information systems
in the Federal Government.

First, a major advancement brought on by the CFO Act was a
requirement for certain financial statement audits. These audits
have not been easy. In more than half of the audits which have
been performed, the auditors were not able to express an unquali-
fied opinion. At those major agencies, auditors were unable to sat-
isfy tﬁemselves as to significant financial statement issues and
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therefore were unable to express an opinion, or had to qualify their
audit opinion, as to the fair presentation of the agency’s financial
information.

The goal should be that financial statements of Government de-
partments and agencies must receive unqualified opinions from
their auditors. In the private sector, public companies that did not
receive unqualified opinions would be subject to scrutiny and en-
forcement action by the Securities and Exchange Commission, and
investors would flee.

You may ask whether there have been benefits from the audits
that were required by the CFO Act? My answer is an emphatic yes!
The audit &ocess has resulted in savings from the recovery of
funds due Government. It has benefited from knowledge about the
magnitude of internal control and information system problems.
And, third, it has benefited from clear, more accurate, and useful
information about an agency’s financial condition.

Financial audits have resulted in finding and collecting and cor-
recting billions of dollars of accounting errors, mistakes, and omis-
sions that, if unresolved, would make the information provided you
in Congress and the American people useless or misleading.

Although much, much more must be done, the progress which
has been made would not have been made without dedicated lead-
ership in the OMB, in agencies’ financial management, and a lot
of ﬁgood work by the comptroller general, the General Accounting
Office, and other auditing organizations.

Second, the role of the Chief Financial Officers. The CFO Act,
which created the Chief Financial Officers positions at major Fed-
eral agencies, has provided an excellent opportunity for improving
our Government’s financial accountability. For these improvements
to occur, our Nation has enlisted a number of talented individuals
with significant financial management credentials to these CFO po-
sitions.

To be effective, the CFOs are to be, and must be, important lead-
ership positions in Government. The fact that at least 16 of the
CFOs are to be Presidential appointments that are to be confirmed
b{ the Senate shows the importance that you in Congress have
placed on the CFO position.

CFOs should report to the head of the department or agency and
are to have the responsibility and authority to influence and direct
financial management decisions throughout the department. It is
very, very important that an effective reporting relationship exist
with the Secretary of the department and that proper authority
and responsibility be established.

Establishing this new position in a meaningful way has been
more successful in some agencies than others. Some departments
have done these things successfully, and others are still sorting it
out. Organizations liie the CFO Council are working to create
teamwork among the many agencies of Government and to encour-
age all departments and agencies to use the full talent of CFOs in
a meaningful way.

In the private sector, a CFO is one of the most important posi-
tions in a successful corporation. That, too, is how it should be in
Government. I am confident that a competent CFO, who is sup-
ported by, has access to, and has the encouragement of the depart-
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ment Secretary, can do a lot to change and improve our Govern-
ment so that it is more technologically advanced, smaller, more ef-
ficient, more responsible, and more effective in meeting the needs
of the administration, Congress, and the American peopfe.

Finally, financial information systems across Government are di-
lapidated, outdated, costly to operate, and need attention. For ex-
ample, of the agencies covered by the CFO Act only about 25 per-
cent say their systems will support producing aud)i't.able financial
statements.

Good financial information systems are necessary today to pro-
vide accountability and credible management information from
which to make good decisions and measure mission performance. In
addition, it is estimated that more than 50 percent of the Govern-
ment's financial management systems will need to be replaced or
upgraded during the next 5 years, although many of these projects
are undefined and unfunded at this time.

To accomplish what must be done requires strong leadership and
work underway today to redesign the processes and eliminate un-
productive tasks. It is encouraging to note that financial manage-
ment %ystems improvement was designated as the most important
area of emphasis by the CFO Council this year. That is as it should
be. Technology, coupled with streamlined processes, have worked in
the corporate world to find ways to do better with less. Our Gov-
ernment must do the same.

In closing, let me repeat, financial statement audits have re-
sulted in and will continue to result in an improved Government.
CFOs have serious responsibilities and should play a significant
role in major agency decisions, and financial management systems
must be improved and processes streamlined. Congress has a very
important role in achieving these objectives. Those in the agencies
responsible for achieving them need your help and support.

This concludes my prepared statement, and I would be pleased
to answer any questions. Thank you.

[The prepared statement of Mr. Fritz follows:]
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THOMAS V. FRITZ

PRESIDENT AND CHIEF EXECUTIVE OFFICER. TiiE PRIVATE SECTOR COUNCIL

MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE:

i
GOOD MORNING. I AM THOMAS FRITZ, PRESIDENT AND CEO OF THE PRIVATE SECTOR
COUNCIL (PSC). | AM PLEASED TO BE WITH YOU TODAY AND HOPE TO BE HELPFUL.

PSC WAS FOUNDED IN 1983 BY DAVID PACKARD AND BILL ONSTED TO ENABLE LEADING
AMERICAN BUSINESSES TO ASSIST THE FEDERAL GOVERNMENT BY PROVIDING PRIVATE
SECTOR KNOWLEDGE AND EXPERTISE. WE ARE A NONPROFIT, NONPARTISAN, PUBLIC
SERVICE ORGANIZATION DEDICATED TO IMPROVING THE PRODUCTIVITY, EFFICIENCY AND
MANAGEMENT OF THE FEDERAL GOVERNMENT THROUGH A COOPERATIVE SHARING OF
KNOWLEDGE BETWEEN THE PUBLIC AND PRIVATE SECTORS.

PSC IS SUPPORTED BY ITS MEMBERS ~ MANY OF THE LARGEST, FINEST AND MOST
ADVANCED CORPORATIONS IN THE WORLD, WHICH PROVIDE BOTH FINANCIAL SUPPORT
AND TALENTED EXECUTIVES TO SERVE ON PSC TEAMS, TEAMS THAT WORK WITH
GOVERNMENT ON PROJECTS WHICH ARE COOPERATIVELY DEFINED, BUT INITIATED BY
GOVERNMENT'S SENIOR MANAGEMENT. OVER THE YEARS THESE SERVICES HAVE BEEN
OFFERED AND PROVIDED AT ABSOLUTELY NO COST TO THE GOVERNMENT. WE NEITHER
SEEK NOR ACCEPT CONTRACTS OR GRANTS FROM GOVERNMENT.

FOR MORE THAN TWELVE YEARS OUR MEMBERS HAVE QUIETLY WORKED WITH, AND AT
THE INVITATION OF, GOVERNMENT LEADERS TO BRING SAVINGS TO OUR NATION. DURING
THAT PERIOD WE HAVE COMPLETED MORE THAN 250 PROJECTS FOR 25 FEDERAL
DEPARTMENTS AND AGENCIES. WE DO NOT LOBBY, RATHER WE TAKE ACTION TO
ENCOURAGE AND FACILITATE PRODUCTIVE CHANGE -- CHANGE WHICH IS RECOMMENDED
BY TALENTED EXECUTIVES FROM THROUGHOUT THE PRIVATE SECTOR. ALTHOUGH AT
TIMES PSC HAS TAKEN STRONG POSITIONS, FROM ITS BEGINNING, WE HAVE MAINTAINED
A LOW PROFILE, BUT A STRONG COMMITMENT TO BEING HELPFUL TO, RATHER THAN JUST
CRITICAL OF, THE MANAGERS OF OUR GOVERNMENT. WE BELIEVE THAT AFTER 12 YEARS
WE HAVE ESTABLISHED A SOUND RECORD OF ASSISTANCE TO GOVERNMENT MANAGERS
IN THEIR MASSIVE DAILY CHALLENGE TO ADVANCE GOOD GOVERNMENT.
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WE HAVE BEEN ASKED TO PRESENT OUR VIEWS TODAY ON THE PROGRESS THAT HAS BEEN
MADE BY FEDERAL AGENCIES IN IMPLEMENTING THE CHIEF FINANCIAL OFFICERS ACT OF
1990 AND IN PREPARING TO IMPLEMENT THE GOVERNMENT MANAGEMENT REFORM ACT
OF 1994

LET ME BEGIN BY SAYING THAT AMONG THE IMPORTANT RESPONSIBILITIES OF ANY
DEMOCRATIC GOVERNMENT TO ITS PEOPLE IS THAT OF ACCOUNTABILITY AND
STEWARDSHIP - REPORTING ON THE RECEIPTS, EXPENDITURES, PROGRAMS AND
ACTIVITIES CONDUCTED IN THE COURSE OF GOVERNING. ALTHOUGH, ARTICLE, SECTION
9 OF OUR CONSTITUTION CALLS FOR ... A REGULAR STATEMENT AND ACCOUNT OF THE
RECEJPTS AND EXPENDITURES OF ALL PUBLIC MONEY... BE PUBLISHED FROM TIME TO
TIME," FINANCIAL INFORMATION THROUGHOUT GOVERNMENT HAS BEEN SO INADEQUATE
THAT CREDIBLE FINANCIAL REPORTS HAVE NOT BEEN MADE TO THE AMERICAN PEOPLE
SINCE OUR COUNTRY WAS FOUNDED OVER 200 YEARS AGO. AT BEST, ONLY A LOOSE
FITTING, PRO FORMA REPORT HAS BEEN COBBLED TOGETHER BY THE TREASURY
DEPARTMENT FROM TIME TO TIME FROM INCOMPATIBLE DATA INTO A MOSAIC THAT
SOME SHEEPISHLY CALLED A FINANCIAL REPORT. IT IS TIME FOR THE FEDERAL
GOVERNMENT TO GET ON WITH CREDIBLY FULFILLING THIS IMPORTANT RESPONSIBILITY.
PERHAPS, THE ENACTMENT BY CONGRESS OF THESE TWO LAWS WILL BRING SUCCESS.

IN THESE BRIEF REMARKS f WANT TO FOCUS AND COMMENT ON JUST THREE POINTS: (1)
THE IMPORTANCE OF FINANCIAL STATEMENT AUDITS AND THE AUDIT PROCESS, (2) THE
ROLE AND RESPONSIBILITIES OF THE CHIEF FINANCIAL OFFICERS, AND (3) THE FINANCIAL
MANAGEMENT INFORMATION SYSTEMS IN THE FEDERAL GOVERNMENT.

FINANCIAL STATEMENT AUDITS

A MAJOR ADVANCEMENT BROUGHT ON BY THE CFO ACT WAS A REQUIREMENT FOR
FINANCIAL STATEMENT AUDITS FOR ALL REVOLVING FUNDS, TRUST FUNDS AND
COMMERCIAL OPERATIONS (E.G., GOVERNMENT INSURANCE, GOVERNMENT LOAN
GUARANTEES, ETC.) OF 23 DEPARTMENTS AND AGENCIES, AND, A PILOT PROGRAM TO
TEST THE VIABILITY QF PREPARING AND AUDITING FINANCIAL STATEMENTS FOR THE
ENTIRE OPERATIONS OF 10 OF THE LARGEST GOVERNMENT ORGANIZATIONS (E.G.., ARMY,

2
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AIR FORCE, IRS, CUSTOMS, HUD, LABOR, AGRICULTURE, VA, ETC.). THESE AUDITS HAVE
NOT BEEN EASY. THINK, IF YOU WILL, ABOUT HOW DIFFICULT IT WOULD BE TO PERFORM
A FIRST-TIME AUDIT OF AN ORGANIZATION TWO OR THREE TIMES THE SIZE OF GENERAL
MOTORS AFTER IT HAD BEEN IN OPERATION FOR MORE THAN 200 YEARS. IN MORE THAN
HALF OF THE AUDITS WHICH HAVE BEEN PERFORMED, THE AUDITOR WERE NOT ABLE TO
EXPRESS AN UNQUALIFIED OPINION. AT THOSE MAJOR AGENCIES, THE AUDITORS WERE
UNABLE TO SATISFY THEMSELVES AS TO SIGNIFICANT FINANCIAL STATEMENT ISSUES AND
THEREFORE WERE UNABLE TO EXPRESS AN OPINION OR HAD TO QUALIFY THEIR AUDIT
OPINION AS TO THE FAIR PRESENTATION OF THE AGENCY'S FINANCIAL INFORMATION.
THE GOAL SHOULD BE THAT THE FINANCIAL STATEMENTS OF GOVERNMENT
DEPARTMENTS AND AGENCIES MUST RECEIVE UNQUALIFIED OPINIONS FROM THEIR
AUDITORS. IN THE PRIVATE SECTOR, PUBLIC COMPANIES THAT DID NOT RECEIVE
UNQUALIFIED OPINIONS WOULD BE SUBJECT TO SCRUTINY AND ENFORCEMENT ACTION
BY THE SECURITIES AND EXCHANGE COMMISSION AND INVESTORS WOULD FLEE.

YOU MAY ASK WHETHER THERE HAVE BEEN BENEFITS FROM THE AUDITS THAT WERE
REQUIRED BY THE CFO ACT? MY ANSWER IS AN EMPHATIC YES! WE HAVE DIRECTLY
SEEN PROGRESS IN CONFRONTING SERIOUS FINANCIAL CONFUSION AND FINANCIAL
MANAGEMENT WEAKNESS. THE FOCUS ON COMPLETE FINANCIAL STATEMENTS AND THE
AUDIT PROCESS HAS RESULTED IN:

- SAVINGS FROM THE RECOVERY OF FUNDS DUE THE GOVERNMENT, WHICH
PREVIOUSLY LACKED ATTENTION,

- KNOWLEDGE ABOUT THE MAGNITUDE OF INTERNAL CONTROL AND INFORMATION
SYSTEMS PROBLEMS FACING THE FEDERAL GOVERNMENT, AND

- CLEARER, MORE ACCURATE AND USEFUL INFORMATION ABOUT AN AGENCY'S
FINANCIAL CONDITION.

FOR EXAMPLE, DISCLOSURE IS NOW REQUIRED FOR BILLIONS OF DOLLARS OF LIABILITIES
AND POTENTIAL LOSSES TO GOVERNMENT FOR SUCH ITEMS AS ESTIMATED FUTURE



168

PAYMENTS TO RETIRED EMPLOYEES AND THEIR BENEFICIARIES; LIABILITIES FOR LOAN
DEFAULTS AND INTEREST SUBSIDIES; LIABILITIES RELATED TO HAZARDOUS WASTE
DISPOSAL AND CLEAN UP AT MILITARY INSTALLATIONS, ETC. THE FINANCIAL AUDITS
HAVE ALSO RESULTED IN FINDING AND CORRECTING BILLIONS OF DOLLARS OF
ACCQUNTING ERRORS. MISTAKES AND OMISSIONS THAT [F UNRESOLVED, WOULD MAKE
THE INFORMATION PROVIDED TO CONGRESS AND THE AMERICAN PEOPLE USELESS OR
MISLEADING.

ALTHOUGH MUCH. MUCH MORE MUST BE DONE, THE PROGRESS WHICH HAS BEEN MADE
WOULD NOT HAVE BEEN MADE WITH OUT DEDICATED LEADERSHIP IN THE AGENCIES
FINANCIAL MANAGEMENT AND A LOT OF GOOD WORK BY THE COMPTROLLER GENERAL,
THE GENERAL ACCOUNTING OFFICE AND OTHER AUDIT ORGANIZATIONS.

ROLE OF CHIEF FINANCIAL OFFICERS

THE CFO ACT, WHICH CREATED STATUTORY FINANCIAL MANAGEMENT POSITIONS AT THE
OFFICE OF MANAGEMENT AND BUDGET AND CHIEF FINANCIAL OFFICER POSITIONS AT
MAJOR FEDERAL AGENCIES , HAS PROVIDED AN EXCELLENT OPPORTUNITY FOR
CORRECTING THE SERIOUS FINANCIAL MANAGEMENT PROBLEMS IN THE FEDERAL
GOVERNMENT AND FOR IMPROVING OUR GOVERNMENT’S FINANCIAL ACCOUNTABILITY
TO CONGRESS AND {TS CITIZENS. FOR THESE IMPROVEMENTS TO OCCUR OUR NATION HAS
ENLISTED A NUMBER OF TALENTED INDIVIDUALS WITH SIGNIFICANT FINANCIAL
MANAGEMENT CREDENTIALS TO THESE CFO POSITIONS. AS OUTLINED IN THE CFO ACT,
THESE CREDENTIALS SHOULD INCLUDE "A DEMONSTRATED ABILITY IN THE GENERAL
MANAGEMENT OF AND KNOWLEDGE OF AND EXTENSIVE PRACTICAL EXPERIENCE IN
FINANCIAL MANAGEMENT PRACTICES IN LARGE GOVERNMENTAL OR BUSINESS ENTITIES."
TO BE EFFECTIVE THE CFOs ARE TO BE, AND MUST BE, IMPORTANT LEADERSHIP POSITIONS
IN GOVERNMENT. THE CFOs SHOULD BE FULLY QUALIFIED, WITH EXPERIENCE AND
STATURE WITHIN THE FINANCIAL COMMUNITY WORTHY OF A MAJOR CORPORATION. THE
FACT THAT AT LEAST 16 OF THE CFOS ARE TO BE PRESIDENTIAL APPOINTMENTS THAT ARE
CONFIRMED BY THE SENATE SHOWS THE IMPORTANCE YOU IN CONGRESS HAVE PLACED
IN THE CFO POSITION. CFOs ARE TO REPORT TO THE HEAD OF THE DEPARTMENT OR
AGENCY AND ARE TO HAVE THE RESPONSIBILITY AND AUTHORITY TO INFLUENCE AND
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DIRECT FINANCIAL MANAGEMENT DECISIONS THROUGHOUT THE DEPARTMENT. IT IS
VERY, VERY IMPORTANT THAT AN EFFECTIVE REPORTING RELATIONSHIP EXIST WITH THE
SECRETARY OF THE DEPARTMENT AND THAT PROPER AUTHORITY AND RESPONSIBILITY
BE ESTABLISHED. ESTABLISHING THIS NEW POSITION IN A MEANINGFUL WAY HAS BEEN
MORE SUCCESSFUL IN SOME AGENCIES THAN OTHERS. SOME DEPARTMENTS HAVE DONE
THESE THINGS SUCCESSFULLY; OTHERS ARE STILL SORTING THINGS OUT. ORGANIZATIONS
LIKE THE CFO COUNCIL ARE WORKING TO CREATE TEAMWORK AMONG THE MANY
AGENCIES OF GOVERNMENT AND TO ENCOURAGE ALL DEPARTMENTS AND AGENCIES TO
USE THE FULL TALENT OF CFOs IN A MEANINGFUL WAY. IN THE PRIVATE SECTOR A CFO
1S ONE OF THE MOST IMPORTANT POSITIONS IN A SUCCESSFUL CORPORATION. THAT, TOO,
IS HOW IT SHOULD BE IN GOVERNMENT. [ AM CONFIDENT THAT A COMPETENT CFO, WHO
IS SUPPORTED BY, HAS ACCESS TO, AND HAS THE ENCOURAGEMENT OF THE DEPARTMENT
SECRETARY CAN DO A LOT TO CHANGE AND IMPROVE OUR GOVERNMENT SO THAT IS
MORE TECHNOLOGICALLY ADVANCED, SMALLER, MORE EFFICIENT, MORE RESPONSIBLE
AND MORE EFFECTIVE IN MEETING THE NEEDS OF THE ADMINISTRATION, CONGRESS AND
THE AMERICAN PEOPLE.

INFORMATION SYSTEMS

AND FINALLY, THE CFO ACT POINTS TO THE NEED FOR SOUND FINANCIAL INFORMATION
SYSTEMS. INFORMATION SYSTEMS ACROSS GOVERNMENT ARE DILAPIDATED, OUTDATED,
COSTLY TO OPERATE AND IN NEED OF ATTENTION. FOR EXAMPLE, OF THE AGENCIES
COVERED BY THE CFO ACT ONLY ABOUT 25% SAY THEIR SYSTEMS WILL SUPPORT
PRODUCING AUDITABLE FINANCIAL STATEMENTS AS REQUIRED BY THE GOVERNMENT
MANAGEMENT REFORM ACT OF 1994, GOOD FINANCIAL MANAGEMENT SYSTEMS ARE
NECESSARY TODAY TO PROVIDE ACCOUNTABILITY AND CREDIBLE MANAGEMENT
INFORMATION FROM WHICH TO MAKE GOOD DECISIONS AND MEASURE MISSION
PERFORMANCE. IN ADDITION, IT IS ESTIMATED THAT MORE THAN 50% OF THE
GOVERNMENT'S FINANCIAL MANAGEMENT SYSTEMS WILL NEED TO BE REPLACED OR
UPGRADED DURING THE NEXT 5 YEARS, ALTHOUGH MANY OF THESE PROJECTS ARE
UNDEFINED AND UNFUNDED AT THIS TIME. TO ACCOMPLISH WHAT MUST BE DONE
REQUIRES STRONG LEADERSHIP AND WORK UNDERWAY TODAY TO REDESIGN THE
PROCESSES AND ELIMINATE UNPRODUCTIVE TASKS. IT IS ENCOURAGING TO NOTE THAT

5
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FINANCIAL MANAGEMENT SYSTEMS IMPROVEMENT WAS DESIGNATED THE MOST
IMPORTANT AREA OF EMPHASIS BY THE CFO COUNCIL THIS YEAR. THAT'S AS IT SHOULD
BE!' TECHNOLOGY, COUPLED WITH STREAMLINED PROCESSES, HAVE WORKED IN THE
CORPORATE WORLD TO FIND WAYS TO DO BETTER WITH LESS -- OUR GOVERNMENT MUST
DO THE SAME.

IN CLOSING, LET ME REPEAT -- FINANCIAL STATEMENT AUDITS HAVE RESULTED IN, AND
WILL CONTINUE TO RESULT IN, AN IMPROVED GOVERNMENT; CFO'S HAVE SERIOUS
RESPONSIBILITIES AND SHOULD PLAY A SIGNIFICANT ROLE IN MAJOR AGENCY DECISIONS;
AND, FINANCIAL MANAGEMENT INFORMATION SYSTEMS MUST BE IMPROVED. CONGRESS
HAS A VERY IMPORTANT ROLE IN ACHIEVING THESE OBJECTIVES. THOSE IN THE
AGENCIES RESPONSIBLE FOR ACHIEVING THEM NEED YOUR HELP AND SUPPORT.
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Mr. HORN. Well, I thank you also for that excellent statement,
Mr. Fritz.

Let me ask both of you some questions. You have heard my con-
cerns about the split role in some agencies of CFO-—or the inclusive
role, really, of the CFO being part of the Assistant Secretary for
Management.

Give me a feel for private industry, and to what degree most
chief financial officers in private industry have other nonfinancial
functions, such as human resources, recruitment, development, per-
sonnel responsibilities of one sort or another, or public affairs and
other things that are typical staff functions around a chief execu-
tive officer. To what extent do CFOs in the private sector have
those functions attached to their responsibilities?

Mr. ApaMs. Mr, Chairman, while there are undoubtedly some in-
dividual cases in which CFOs do have some of those responsibil-
ities, I think the more typical situation is where those administra-
tive responsibilities are devolved upon another one or more per-
sons, a chief administrative officer, perhaps, or some other folks.

CFO responsibilities, I think, are just so intense and important
that to dilute them with other administrative type responsibilities
is going to hurt the CFO’s work on the financial area.

Mr. HORN. Mr. Fritz, do you want to add anything?

Mr. FrITZ. Yes. My experience has been that it varies as you look
out over corporate America. Some corporations include in the CFO
function far more responsibilities than others. And I would say that
a great deal of it depends on the individual and the background
and experience of the individual CFO.

It is very important, however, I believe, that the role and respon-
sibility of CFOs include the three areas that were discussed by
most of the speakers earlier today; that is, accounting, financial
management, and information; second, budget formulation and exe-
cution; and, third, information resource management.

These three responsibilities, I believe, should be included in the
CFO position. And as I said in my statement, the reporting rela-
tionship and the support that the CFO receives from the Secretary,
effectively the CEQO of the department, is critically important in
seeing to it that the mission of the CFO and the financial interests
of the Nation are properly carried out.

Mr. HorN. When you use the phrase “information resource man-
agement,” what do you include in that?

Mr. FriTZ. 1 wou{d include in that the development and upgrad-
ing and maintenance of financial systems, information systems,
technology, to be sure that the financial data that will be used in
putting together the financial information from which to make good
management decisions is appropriate.

Mr. HORN. So it’s really financial information resource manage-
ment, or is it broader than that?

Mr. FriTZ. Well, it could be broader, but certainly the former.

Mr. HORN. Would you add anything to that, Mr. Adams?

Mr. Apams. No, I would agree with what Mr. Fritz said.

Mr. HorN. I noted with interest that you mentioned, Mr. Adams,
the capital budgeting concept on page 5.

Mr. Apams. Yes.
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Mr. HORN. We have held some hearings on that, as you might
know, and we are very interested in that topic. And that is going
to be a very difficult matter to get through the Congress, because
there are various myths and nonmyths, I guess, in our way.

Tell me how private industry deals with capital budgeting, and
how extensive is that throughout private industry? And what
would be the basic definition of what should be included in a cap-
ital budget, and what should be excluded?

Mr. Apams. Well, I can only speak from my experiences, but 1
think they are probably typical. Usually, companies will have a
capital budget which is separate from their operating budget but
which does integrate with it. A capital budget will usually plan out
3 to 5 years, wiﬁrattempt to identify the major capital expenditures
for fixed assets, and the like, that are going to be necessary; poten-
tial acquisitions; and probably joint ventures that the company
may be anticipating.

l}’sually, each of those expenditures gets a thorough review by
the appropriate budgetary authorities, and advance approval is
given for those. However, that does not give the company or the fi-
nancial people the right to spend money for that. Normally, at the
time the project is ready for expenditure, it will be brought up
again for another review, and that will be the review that author-
izes the expenditure.

So, really, a capital budget is sort of a basic initial approval. It
is necessary to help the company decide where its finances are
goini to be several years out, but it doesn’t give the authority to
go ahead with a specific expenditure until that is brought up in a
special authorization request.

Mr. HornN. Is there an agreed definition of the useful life of the
items that are to go into a capital budget as opposed to a regular
operating budget?

Mr. ApaMs. I think there is a generally agreed upon concept as
to the lives of assets. Obviously, they will differ depending on the
nature of the asset itself. You have, of course, the tax lives, which
are at least indicative if not demonstrably required for accounting,
But, generally, accountants understand how long a building will
l1ast, how long a piece of machinery will last, and so forth.

So, yes, it’s not a hit-and-miss proposition. Normally, there are
well understood lives. _

Mr. HORN. Yes. I think it’s pretty amenable to most Members of
the House and Senate as to the useful life of a particular reclama-
tion project or public works project, and so forth. Where it gets very
murky is some who would say you should put a new computer sys-
tem as a capital asset. Now, given the generations of computer
technology evolution, some wouﬁll say, “I'm not so sure that should
be in there.” How does industry handle that matter?

Mr. ApaMs. I think a lot of it would depend on the cost of the
system. As you point out, with the evolution of computer systems,
prices going down less and less, there’s a certain de minimis
amount above which or below which one would not want to capital-
ize it, regardless of the longevity of the item. And also, of course,
computer systems become obsolete very quickly. So perhaps if you
have a situation where a computer is only expected to last for 2 or
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3 years, it may not be worth capitalizing for that short period of
time.

Mr. HORN. Yes, I agree. There’s no use paying it off 10 years
later when it hasn’t been around for 7.

Do you want to add anything to that, Mr. Fritz?

Mr. FriTz. 1 have nothing further to add to Mr. Adams’ com-
ments.

Mr. HornN. I noticed with interest, Mr. Adams, that you stated
charitably, with reference to the Federal Government, that the fis-
cal state of affairs is “abysmal,” and you would upgrade the rating
maybe to “woefully inadequate.” And you noted particularly the
problems in the Department of Defense. Has the Department of
Defense been offered any help by either of your groups, in terms
of how to get on top of their financial management problems?

Mr. ApaMs. Well, 'm sure Mr. Fritz 351 speak to the Private
Sector Council, but the Financial Executives Institute is, as I men-
tioned, working with the Air Force, at their request, to attempt to
help them resolve the major issues that are facing them, as far as
compliance with the act goes.

Mr. HorN. How long have you been working with the Air Force?

Mr. Apams. We've been working with them a little less than a
year now,

Mr. HORN. To use a phrase that maybe shouldn’t be used, do you
see light at the end of the tunnel, working with the Air Force, that
it’s possible to also work beyond?

Mr. ApaMs. We're still discovering where the tunnels are, I
think, is the answer. Not yet, I'd have to confess.

Mr. HorN. Now, as I understand it, a lot of the accurate records
are at the base level, in terms of inventory, but those haven't been
converted into financial management records, or they haven’t been
posted when equipment is moved to other locations. Is that what
some of the problems are?

Mr. ApaMs. That is the genesis of some of the problems; that’s
quite true. There are many others, too.

Mr. HORN. Now, what motivated the Air Force to “get religion”
in terms of Federal financial management?

Mr. Apams. I think it stems from the pressure, if you will, that
this committee and subcommittee are putting on compliance with
the CFO Act. Where there is pressure on the executive branch, the
people there are going to respond. And they understand that this
is a high priority of Congress, and therefore they are giving it their
top priority also.

Mr. HornN. Well, is the Air Force really simply a model, a sort
of demonstration project for the Department of Defense, or do they
just think, if you throw one vestal virgin into the fire, we will shut
up for a while? When are they going to get beyond the Air Force?

Mr. ApaMms. I honestly don’t think that that was the case. I think
that the Air Force, of its own accord, perhaps without consulting
with DOD, did come forward and just ask for help from us. We
view it as a very honest attempt to try to do what is right and pick
our brains, which we are happy to do.

Mr. HoRN. But you have found that it can work and that even
complex organizations, which are very complex, such as the Air
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Force, with hundreds of thousands of items in inventory and every-
thing else, that they, too, can have a decent financial statement?

Mr. ApaMs. Absolutely.

Mr. HORN. It’s just a matter of getting to it.

Mr. ApAMS. That’s quite true, sir.

Mr. HorN. So far, what do you find have been the major prob-
lems as to why this service, in particular, did not have an adequate
financial statement?

Mr. ApaMs. Well, I can’t really speak to the root causes. One of
their major concerns has been control over their aircraft and their
weapon systems. I think, in a large sense, they don’t keep track of
the planes and systems once they are completed. They are sort of
off the books at that point in time, because, according to the Air
Force, their main purpose is to eventually be used up in combat.
So, therefore, they don’t keep track of the assets the way we would
in private industry.

Another major concern of theirs is the contingent liabilities they
may have for environmental problems. For example, at air bases,
one thing we have consulted with the Air Force on is trying to help
them identify and account for perhaps the cost of cleaning up the
bases and the weaponsites that they have abandoned.

Mr. HORN. That’s a major problem for most of the Members of
Congress. As bases have been closed, property has been made
available to the community. The fact is, nobody in their right mind
would take that property and utilize it in the private sector unless
the Department of Defense has allocated the funds to clean it up.

Mr. ApaMs. That’s right.

Mr. HorN. And the fact is, one, they haven’t considered it in base
closure; it's off the table. No. 2, they have hardly released any
property since the 1989, 1991, and 1993 rounds, and now 1995.
And No. 3, they don’t seem to want to release much money to clean
it up.

Mr. ApaMs. That's true.

Mr. HORN. And that seems to me one hand at the Pentagon
doesn’t quite know what the other hand is doing; even those deci-
sions are made in the Office of the Secretary of Defense, not at the
service level.

Mr. ApaMs. I would agree with that.

Mr. HoORN. Yes. I think it would be helpful—any advice the pri-
vate sector wants to give this committee on the environmental
question would be very welcome.

Mr. Apams. I think we’re making strides in that area.

Mr. HorN. Is that part of your study within the Air Force?

Mr. ApAMS. Yes.

Mr. HorN. What should be done by Congress to encourage agen-
cies to comgly with the standards for management control under
Section 2 of the Federal Managers Financial Integrity Act? Right
now, apparently, all that happens is, OMB records the lack of com-
pliance, often on an ongoing basis, and the increasing number of
nonconformances in the Federal financial management status re-
po(ri't,vand that’s it. What can we do to make them change their atti-
tude?

Mr. ApamMs. I think one of the previous speakers spoke to the
idea of identifying the good guys and the bad guys from these OMB
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reports. If you have an agency which is consistently behind the
curve, as far as implementation, I think that perhaps more pres-
sure and focus ought to be placed on that specific agency.

Mr. HORN. You raise an interesting point. When I was vice chair-
man of the U.S. Commission on Civil Rights, I suggested at the
first meeting, and we did for several years, that we establish an
excellent evaluation team that went into every Federal domestic
agency, and then we would hold a press conference and they would
be graded A, B, C, D, and F.

ere happened to be three university presidents on the Com-
mission at that time, so we knew what grades were. And I think
the highest grade, as I remember, was B for the Office of Manage-
ment and Budget, then known as BOB at that point when we start-
ed, in 1969. And that did get some attention, because there were
so many Cs, Ds, and Fs that finally people got a little motivated
not to be on that list.

So you've given us a good reminder there of what, maybe, we
need to do at the next hearing on this subject.

In your testimony, you questioned the extreme length of time
agencies claim it takes to develop a new financial management sys-
tem. What is the experience of the private sector in this regard,
and what should we do to change this, to motivate people, to en-
courage them to V5et, moving?

Mr. Apams. Well, when you consider that the CFO Act was
passed in 1990 and we're talking now about having systems in
place by 1998, that’s an unconscionably long period of time in busi-
ness. \%e couldn’t live with an 8-year gap between the time we
identify the problem and the time we correct it.

Mr. HorN. Without the SEC descending on you, among other
Federal agencies.

Mr. Anams. We would be inundated by our competition long be-
fore the SEC would get to us, I'm afraid.

Mr. HORN. Yes.

Mr. ApaMs. You have asked some of the other witnesses about
how your committee could—what you could do to help the imple-
mentation of the act. They all mentioned many things that we
would agree with. But the one thing that was not mentioned, I
think, is perhaps to put more light on this question of, why does
it take so long to change systems in the Government? I mean, we
do it in the private sector over 6 to 12 months. Why does it take
6 years in the Federal Government?

Perhaps the reasons—I'm sure their systems are, obviously, more
comflex, budgetary constraints, perhaps, that we don’t have, but it
would be a question of interest, I think, for the subcommittee,
should you so choose to put some attention on it.

Mr. HorN. Now, to what degree is part of the problem that there
are inadequate systems, inadequate processing once the system is
done, simply due to a lack of resources that perhaps they haven’t
asked for or, if they asked, Congress hasn’t provided?

Mr. Apams. I would have to admit, that could certainly exist. In
the private sector, of course, all those decisions about resources
would be made at the beginning. When the decision was made to
make the systems change, we would make sure that the parties re-
sponsible had enough money, had the right talent, et cetera, on it.
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But I can understand that in the Federal Government that could
be one of the reasons for the delays, but we don’t know.

Mr, HORN. Now, the suggestion has been made of a joint congres-
sional audit committee. That is quite common at the State legisla-
tive levels. California has had such a committee for generations.
What is your suggestion as to the makeup of that committee, and
to what degree should that committee have the power to require
agencies to make changes?

It would be a little xﬁﬁicult. They can make their lives miserable
by calling them up every day, I guess. But you would still need
basic resources from the legislative body, if that's the problem. If
it isn’t the problem, and it's just willpower, you can send in the
GAO constantly, so they live there, and they get a nasty headline
every few weeks. Those are the bad sanctions.

Do you have ang' good incentives and carrots we can wave in
front of their noses?

Mr. Apams. I don’t know that there are good and bad sanctions.
The idea of a joint committee was promulgated by the Financial
Executives Institute back in 1989 or 1990 when we developed our
recommendations for what led to the CFO Act.

Our thought at that time was, if you could have a joint audit
committee somewhat analogous to the Joint Committee on Tax-
ation, it would elevate the question of compliance with financial
management standards to an extremely high level within the legis-
lative branch and would give more clout and authority, 1 think, to
the mandates that were coming out of Congress.

Mr. HorN. This would, as you see it, be bicameral, in the sense
it included the Senate and the House on such a joint committee.

Mr. ApaMs. Maybe bicameral. Yes, both Senate and House, both
parties; right.

Mr. HorN. That’s a very interesting suggestion. I think we ought
to explore that.

Mr. Fritz, do you have some comments on some of this dialog
going back and forth?

Mr. FriTz. Yes, a couple of things. If I may go back to the De-
fense Deﬂmemt, the Private Sector Council was called in to as-
sist the y in the review of the audit work that had been per-
formed in the very first audit of any major department or service
organization that was performed by GAO under the CFO Act.

The results of that first audit were really terrible. To be fair to
the Army, at that period of time they were going through Desert
Storm at the same time that they were receiving an audit by GAO,
and 40 percent of all of their products were shipped out of the
country; maybe 80 percent of all of their usable products were
shipped out of the country to deal with that conflict. Nevertheless,
they did get through the audit and received just a long gig-list of
problems that existed.

The Secretary of the Army called the Private Sector Council to
provide some private sector help in improving the situation there.
And I must say that an awful lot of progress has been made since
that time by the Army in improving tgeir financial situation.

That was done with a senior level steering group composed of
both military and civilian peo?le there, at senior levels, who really
understood that it was critically important to make progress. And



177

they were reviewed by Congress on a number of occasions to pur-
sue that issue, to make sure that progress was being made.

Today, I would say that the Army has done a lot of what it can
do—what it can do—at the service level to improve the situation
and do everything it can. But information systems there, which are
at the department level control, are completely inadequate and
have resulted in a disclaimer opinion.

And until those financial systems get improved, and until there
is pressure brought to bear to do that, the Army—and my guess
is every other service—will have a similar problem, in that they
will not have the financial information that is necessary to receive
an unqualified opinion.

Part of the time there was no CFO in the department. And it
was kind of amazing to those in the private sector that one of the
largest departments in the Government didn’t have a CFO. Subse-
quently, of course, a CFO has been assigned, and some progress
has been made in that regard. But until the systems are improved,
there will not be an unqualified opinion in the Defense Depart-
ment.

On the question of my experience on information systems, why
does it take so long in Government? It takes a long time in the pri-
vate sector also, and they are not simple things that can be imple-
mented quickly. They do take time, and, in the private sector, sen-
ior management often becomes uncomfortable and impatient with
the status of systems and new systems and further development of
existing systems.

It does take time. In the Government, the procurement process
has been a big inhibitor in making progress on a quick basis. In
the private sector, perhaps 3 years is the life span of technology.
In Government, it's 3 years to just get through the procurement
process.

Mr. HOrN. We're trying to simplify that, but I think you're right.

Mr. FriTZ. And I encourage you to do that.

Mr. HORrN. We, unfortunately, have a vote on the floor. But if you
wouldn’t mind, we might submit a few questions to you in writing
and at this point in the record put the questions and your answers.
You have both given very fine testimony, and we appreciate what
youlare doing to help the Government function efficiently and effec-
tively.

Thank you for coming.

Mr. Apams. Thank you for the opportunity, Mr. Chairman.

Mr. FrITZ. Thank you.

Mr. HoRN. We are in recess until 2 o’clock, when panel five will
be present.

[Recess.]

?{Ir. HoORN. Gentlemen, ladies, the subcommittee will come to
order.

[Witnesses sworn.]

Mr. HorN. All four witnesses have affirmed.

Let’s start with Mr. Williams, the Chief Financial Officer of the
Department of Agriculture.
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STATEMENTS OF ANTHONY A. WILLIAMS, CHIEF FINANCIAL
OFFICER, DEPARTMENT OF AGRICULTURE, ACCOMPANIED
BY IRWIN TED DAVID, DEPUTY CHIEF FINANCIAL OFFICER;
ALVIN TUCKER, DEPUTY CHIEF FINANCIAL OFFICER, DE-
PARTMENT OF DEFENSE; DENNIS J. FISCHER, CHIEF FINAN-
CIAL OFFICER, GENERAL SERVICES ADMINISTRATION; AND
BONNIE R. COHEN, ASSISTANT SECRETARY FOR POLICY,
MANAGEMENT, AND BUDGET AND CHIEF FINANCIAL OFFI-
CER, DEPARTMENT OF THE INTERIOR

Mr. WILLIAMS. Mr. Chairman, as is the custom of the committee,
I would like to summarize my remarks which I have entered for
the record.

Mr. HORN. All of your statements will automatically be entered
in the record. We would like you to summarize your remarks in 5
minutes. One of the reasons for that is, we have a vote possibly
coming up in 20 minutes. If we can go right down the line, we can
at least lay the testimony down, then we can come back for ques-
tions.

Mr. WILLIAMS. Yes, Mr. Chairman, my name is Anthony Wil-
liams. I am the first separately situated CFO for the USDA. I also
serve as vice chairman for legislation of the CFO Council], and,
where appropriate, I would like to make a few recommendations
that represent the views of the council.

I would also like to introduce at this time Ted David, who is m
Deputy CFO, and I do that for one reason, because of the outstand-
ing work that Ted does for us; but also because the Deputy CFOs
are an integral part of the CFO organization. We made a conscious
effort last year to include the Deputy CFOs at the highest levels
of our deligerations because we believe there is no such thing as
a Republican system or a Democratic system: it's either a good sys-
tem or a bad system or approach.

Slpeaking from the agency perspective, having been at the agency
on-line now for almost 2 years, financial management at the agen-
cy level is not a majestic, glorious enterprise. I have often likened
it to building a bridge. As we try to build a bridge to the informa-
tion age, I believe very strongly that financial management is the
foundation for that bridge.

Like any bridge foundation, most of the money for building the
bridge goes into the foundation, even though you often don’t see the
work being done. Like any civil engineering exercise, you lose a lot
of people down there in the muck. It's very hot, it's sweaty, people
don’t know what you're doing, but it’s a vital job.

Just to share with you, Mr. Chairman, a few accomplishments,
a verg very few. First and foremost among them is our institution
at USDA of a strategic plan and now an organization that begins
building on that strategic plan and some of the important themes
of it, ranging from better customer service to performance manage-
ment.

The second major accomplishment involves the initial stages of
what we call our financial information systems and vision. If there
is one silver bullet—and it may not be as fast as a bullet; it may
be a silver stagecoach—if there is one approach that can get at
many of our problems from a preventive perspective, it's a good fi-
nancial system, providing our decisionmakers with information
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when they need it, in a way they can use it. And that’s our finan-
cial information system. We plan to have this system producing the
results we want by 1997. Right now, I find it on time and on budg-
et and am very happy with the results that we are achieving.

We have instituted a pilot program in cost management, using
activity-based costing to identify duplicative and redundant control
procedures in one of our agencies, pointing out some significant
savings; work with our nonfinancial managers in a training pro-
gram to show nonfinancial managers, as they proceed through the
ranks, the value of financial management, because we believe fi-
nancial management is everyone’s responsibility, and that, ulti-
mately, program managers are our real financial managers; and fi-
nally, the accomplishments of the CFO Council, I think most nota-
bly our work jointly with OMB on the status report and 5-year plan
this year, as well as our first ever meeting with you and other con-
gressional leaders last week. And we thank you for that effort.

One of our major systemic problems, as you have detailed, Mr.
Chairman, in your questions earlier, is in our financial statements.
Lack of sufficient documentation, inconsistencies among the dif-
ferent agency coding structures, lack of integrated systems, all are
problems that we are working to prevent. And, once again, I would
refer back to our financial information strategy as our basis for ap-
proaching that huge challenge.

Another big challenge we face is our whole relationship with the
component agencies, which all have their separate constituencies,
their separate set of congressional relationships, if you will, and
really relate to the department sometimes more as a kind of loosely
held confederation or a holding company than a real organized, in-
tegrated effort.

We believe that our new organization gives us the tools, in terms
of evaluating new, top financial officials in the agencies, as well as
in new tools for setting organizations in the agencies to begin to
address that problem. And we hope and are confident we will do
s0.

Just a few suggestions, Mr. Chairman. One is to demonstrate to
program and policy officials the value of good financial manage-
ment. Hear from people on the budget side and the appropriations
process at one point or another, “Well, what is the value we’re get-
ting out of these financial statements? What is the value we're get-
ting out of this big expenditure in financial management?”

What we want to do, and we have to find ways to do this, is to
showcase savings from cost management to show that there is a re-
turn on investment and that financial management is the way to
show that return.

Also, very, very important to us, and I will sum up with this, is
to really make sure—and this represents the views of the CFO
Council—that CFOs are at the table where decisions are being
made, not just financial decisions, but decisions that relate to the
productivity and the performance of the agency.

With that, Mr. Chairman, at the end of the prepared testimony,
I would be happy to answer your questions.

[The prepared statement of Mr, Williams follows:]
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1 INTRODUCTION

Mr. Chairman and Members of the Committee. thank vou for the opportunity to report to
you USDA's progress in implementing the CFO Act of 1990. With me is [rwin Ted David,
USDA's Deputy Chief Financiat Officer. e

Recognizing the need for a top-level focus on financial management. the Department
separated the Chief Financial Officer (CFO) functions from Departmental Administration and
created the Office of the Chief Financial Officer (OCFQ). Anthony A. Williams. the
Department's first separately situated CFO, was nominated by the President and confirmed by the
Senate in November of 1993. Delegations of Authority 1o the Office of the CFO are currently
undergoing final clearance.

2 THE CFO AT USDA

The CFO's responsibilities emanate from the CFO Act. Departmental regulations. and
special assignments. The CFO Act put in place a framework within which agencies devote
increased attention and resources to Federal financial management. Principal among the
responsibilities conferred on my office by law and assigned to it by the Department are:

L Provide financial management advice and counsel to the Secretary, Deputy
Secretary, Under and Assistant Secretaries, General Officers and Agency Heads;

L] Develop and set standards for financial information systems; and design, develop,
operate and/or approve the design for systems which provide financial
management and program performance data;

L Exercise authority for operating the central accounting system and related
component systems, and direct the Financial Information Systems Vision and
Strategy (FISVIS) project;

° Maintain responsibility and authority for all matters related to accounting and
financial operations;

L] Monitor the financial execution of the Department budget;
L Manage and operate the National Finance Center and the systems and services it
provides;

L] Recruit. select and train highly qualified financial management personnel;
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L] Designate the Comptroller of the Working Capital Fund. and establish policies
refated to the Fund:

° Coordinate the Department’s implementation of the Government Performance and
Results Act of 1993 (GPRA),

[ Review and approve Depariment and agency tinancial management budgets;

L - Review and approve audited agency financial statements, and prepare
Depantment-wide financial statements:

[ Approve asset management systems, cash and credit management policies and
procedures, and internal control review systems to reduce the risk of waste. fraud,
and abuse:

[ Implement the principles ot cost accounting;

L] Review fees, rents. royalties and other charges for USDA services:

L] Provide staff support for budget formulation. presentation, and execution services
tor the offices of the Secretary, Deputy Secretary and most Under and Assistant
Secretaries and General Officers:

L] Ensure the incorporation of generally accepted accounting principles into USDA’s
financial operations;

[ Monitor and participate in the development of Federal accounting standards; and

. Establish Department-wide travel policy.

The CFO does not have responsibility for personnel, procurement, budget formulation,
information resources management, and facilities/operations.

3. ACCOMPLISHMENTS
3.1 Layiog-in the OCFO Strategic Plan

One of the first tasks undertaken by the new CFO was the development of the
Department's first Strategic Plan for Financial Management. It is a boid and balanced blueprint
for financial management at USDA. The Plan provides in detail the OCFO Mission and Goals.
We in OCFO have defined where we are going with reorganization, in our reinvention efforts
and in our service to customers.
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3.2 Implementing Performance Management: the Government Performance
and Results Act

The CFO coordinates implementation of strategic and performance planning in USDA.
We are moving forward vigorously, assisting agencies to develop strategic plans and
performance measures. USDA is a leader in the Federal Government. with seven pilot projects
that demonstrate and experiment with performance measurement. By the spring of 1996, USDA
plans to have strategic plans for each mission area, and to have performance measures for most
appropriation accounts when the FY-1998 budget is submitted.

33 Reorganizing Financial Management

To fulfill our mission. accomplish the goals and address the priorities of the Department,
USDA’s Deputy Secretary directed that USDA’s General Counsel. James Gilliland. facilitate a
joint etfort of our Assistant Secretary tor Administration. Acting Inspector General. Department
Budget Officer. and Chief Financial Otficer to create a strong and vigorous role for the CFO in
Department Management. Together with OMB. the recommendations of this panel have
resulted in an organization that gives the CFO, for the first time, real responsibility in the areas of
agency financial systems. financial management budgets. and financial organization. Thisisa
major first step in establishing a solid infrastructure for financial management at USDA.

The OCFO has developed a new structure to carry out the responsibilities outlined in the
aforementioned. already published duties and responsibilities. It proposes the following financial
management activities:

L] The Immediate Office of the CFO provides oversight and leadership to alt
Department and component agency financial management activities and
operations.

L] The Financial [nformation Systems Vision and Strategy (FISV1S) development

staff is tasked with working with USDA agencies to reinvent USDA financial
management systems.

L] The Associate CFO for Policy, Planning and Systems provides leadership in the
development and improvement of financial policy, planning and information
systems.

L] The Associate CFO for Operations provides leadership to the National Finance

Center (NFC), oversight 1o the Department Working Capital Fund (WCF), budget
suppon 10 the immediate Office of the Secretary, the Deputy Secretary, Under and
Assistant Secretaries and to the General Officers of the Depariment.
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34 Providing Quality Information and Advice: FISVIS

With Department-wide "buy-in" and support of mission agencies. the OCFO is
reengineering information systems at USDA via the Department’s Financial Information Vision
and Strategy (FISVIS). Nearly every program or management decision made in USDA has
financial implications. Timely, useful. consistent, reliable and accurate financial information.
particularly when combined with programmatic information. is the bedrock of sound decision
making. FISVIS envisions a single, integrated financial management information system
integrating financial, budget and programmatic information and enabling policy and program
officials 10 assess and evaluate program performance.

As of October 1. 1995. FISVIS will begin to replace existing financial information
systems that are over 20 vears old. The new system will enable us to reduce operating costs
charged to USDA agencies, and make information more readily available.

3.5 Reinventing Procurement

The CFO led the Procurement Task Force in USDA. 10 review procurement regulations
and make recommendations to the Secretary to improve the procurement process in USDA. The
Task Force issued its report in 1994. The Task Force report provides the foundation for USDA’s
lead modermization project: a reinvention of its procurement systems.

3.6 Instituting Cost Management

The CFO at USDA is leading the way to development of cost management techniques.
waorking in partnership with mission agencies to develop a consistent method for determining
actual costs and a uniform policy for establishing fair fees, rents, and charges for the $2.5 biilion
USDA collects annually for the things of value we produce. Through cost analysis and business
process analysis techniques, we are building a culture that goes beyond budget justification and
appropriation-oriented reporting to inculcate the effective use of financial information.

3.7 Resuming Cross-Servicing at the National Finance Center (NFC)

The OCFQ's National Finance Center (NFC) leads the Federal Government in
franchising, providing financial and administrative services both internally (to USDA agencies)
and externally (to other Federal Departments and Agencies). Millions of Federal dollars are
saved annually through NFC's cross-servicing activities.
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In 1991. the Department placed a moratorium on expansion of these services to new
customers so that we could plan for and begin implementation of a system modemtzation effort.
Much has been done and plans are in place to achieve major additional improvements. In 1995.
we lifted the moratorium and began to take on new customers.

3.8  Developing Training

The OCFO has developed a training program for USDA program managers. policy staff
and other non-financial managers. titled Financial Management for Non-Financial Managers.
The course has been delivered to Senior Executive Service trainees and Career Development
Program trainees, who have evaluated the program very highly, and will soon be delivered to
Agency Heads and Administrators. [n addition, the OCFO and the USDA financial management
community are developing a mass training initiative and a recruitment plan for hiring, training.
and retaining top quality tinancial management staff.

3.9  Launching a Strong Financial Management Community in USDA

The OCFO is working with financial managers throughout the Department to build a
strong, unified. and proactive financial management community. We have accomplished many
important first steps. In June 1994. we hosted a Financial Management Forum, broadcast live by
satellite video to financial management personnel around the country. Following the Forum, we
sponsored a USDA-wide Financial Management Retreat. where top USDA financial
management personnel discussed and defined their roles and responsibilities, identified and
prioritized the pressing financial management issues within USDA, and developed mission and
vision statements for the USDA financial management community. Through these efforts we are
improving communication, fostering working relationships, resolving common problems, and
reducing duplicative etforts in the financial management community.

3.10 The CFO Couucil

The USDA CFO serves the CFO Council as its Vice-Chairman for Legislation. In this
role, the CFO managed the CFO Council’s statutory mandate to develop legislation effecting
financial operations and organizations. In this respect the USDA CFO has:

° led the effort to develop the Council’s first strategic plan;

L] coordinated -- jointly with the Department of Treasury -- the Council’s support for
the Debt Collection Improvement Act of 1995;



185

chaired the CFO Council’s joint participation with OMB in the development of
this year’s Federal Financial Management Status Report and 5 - Year Plan: and

arranged -- in conjunction with this Committee -- the first joint meeting of
Congressional leaders and the CFO Council on financial management issues.

USDA’s Deputy CFO has also assumed leadership in important Council activities.
USDA is represented on a number of Council committees, with the Deputy CFO serving as a
member of both the GPRA Guidelines and the Human Resources Commirtees. The Deputy CFO
also chairs the CFOC project to simplify credit reform operations. In these various roles. the
CFO and the Deputy CFO work with their colleagues and the Congress to find more productive
and efficient ways to consolidate and modernize systems. improve the quality of financial data,
and to strengthen management controls. The Council serves a vital role in educating the
stakeholders of federal programs about the vaiue of good financial management and its role in
building a government that works better and costs less.

4. CHALLENGES

41  Improving Audited Fi ial Stat ts

411 Financial Statements S ry

USDA is a pilot program under the CFO Act and has had audited financial statements
since 1991. The OCFO prepares USDA's Consolidated Financial Statements and facilitates the
preparation of financial statements for seven USDA agencies which also produce separate
financial statements. The 1994 Consolidated Financial Statements cover USDA's -- before its
reorganization -- 42 agencies and offices, with annual budget authority totaling more than $67
billion and approximately $145 billion in assets. OIG audits these statements, which represent
the culmination of activities performed throughout the vear. The initial audits resulted in an
adverse opinion for the Department.

Qverall, our audit for FY ‘94 will result in four agencies with unqualified opinions, two
agencies with gualified opinions, one agency with a disclaimer of opinion, and the Department
with a disclaimer of opinion. Generally, the reasons for these conditions include:

[} lack of integrated financial information systems;
[ inconsistencies in coding structures among agencies; and
[ lack of sufficient documentation.
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4.1.2 Value of the Audit

The financial statements audit serves a vital role as an independent assessment of our
underlying financial systems. However, the information in our audit reports is not timely
enough to be of much value to program and policy personnel. In short, these audits have shown
there is much work 1o be done.

We are committed to meeting the OMB due dates for audits. More importantly, we
simply must provide.useful. timely, accurate, consistent. and reliable financial information to our
personnel in whatever context they need it. Both the USDA Inspector General (OIG) and the
General Accounting Office (GAO) have reviewed our plans for financial information systems
implementation and believe we are headed in the right direction.

4.2 Reengineering Financial Management Process and Systems

USDA currently maintains and operates multiple financial information systems that were
developed years ago to address specific agency needs. Our current financial information systems
have been cniticized by the GAO and the OlG. Systems are not standardized. and information
elements are not consistent (i.e., we do not have a single financial "language" in USDA).
Coordination among agencies is difficult. at best, and obtaining consistent information across
agency lines is time-consuming and resource intensive. Most importantly, program and policy
officials do not have the information they need when they need it.

Development of the FISVIS project is currently ongoing to rectify many of these
problems. FISVIS is targeted for interim completion by 1997, and for full implemeniation by
1998. FISVIS has achieved several significant milestones.

L] Working with program agencies, the FISVIS project has developed a single
"language"” for financial information in USDA. Now. for example. instead of
having 175 definitions for "accounting code 1010," we have one.

L] The FISVIS team has produced the first USDA-wide Financial and Accounting
Standards Mapual, and Financial Management Information Architecture, These
documents provide a uniform set of standard accounting definitions, and chart of
accounts, and a USDA-wide standard general ledger.

] We have licensed and are currently installing a commercial off-the-shelf financial
system (COTS) to replace many of our older systems and to provide the
foundation for our USDA integrated financial information system.
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The project represents a major investment of statf time and resources. and a major
coordination and communication effort as agency information systems are reengineered. Staff

must be trained. and resources must be found to complete the project and implement the new
systems.

4.3 Streamlining Management Controls

For the last 2 years, in the Federal Managers® Financial Integrity Act (FMFIA) Report,
USDA has reported to the President and Congress that the Department is not in compliance with
required management (internal) control systems and procedures. Through our self-assessment
processes, we have identified management control risks of at least $1 billion, including five areas
defined by OMB as "high risk" for fraud, waste, and abuse. These high risk areas are the current
financial information systems. the InfoShare project, food stamp trafficking, loan programs of
the Rural Housing and Community Development Service and farm loans of the Consolidated
Farm Services Agency. In addition. through self assessment and audits of USDA's financial
statements, we have identified over 50 material weaknesses. Unfortunately,‘many of these
weaknesses will require several vears to correct. The OCFO works closely with USDA agencies
to identify and correct management control weaknesses. and to instill the concept of quality
assurance instead of quality control--prevention, as opposed to cure.

44 Internal Modernization

We are updating many of the NFC's automated application systems that are outdated and
inefficiency by today's technological standards. We have identified more than 80 projects to
improve service and reduce the cost of operations, and we are working with customers and users
to identify techniques and activities that we can jointly undertake.

We are also working with the Modernization of Administrative Processes initiative to
replace many of our older administrative systems. Additionally, we are reengineering several of
our Washington-based services, such as the methods and procedures we use for audit resolution
and follow-up, management controls, the Working Capital Fund, and the budget procedures for
the Secretary’s immediate office.

45 Implementing GPRA

By submission of the FY ‘97 budget, USDA will have to identify measurable outcome-
oriented (i.e., results-oriented) performance goals for each and every activity to justify our
budget submission to OMB and Congress. The required performance goals will have to be
consistent with Department, mission area and agency strategic plans submitted to OMB.
Between now and then, OMB will be placing more and more emphasis on outcome-oriented

performance measures. We must develop those goals and plans to be ready for the 1999 budget
submission.
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The CFO is coordinating the implementation of strategic and performance planning in
USDA. We are moving forward vigorously. assisting agencies to develop strategic plans and
performance measures. We are planning development of a Department-wide Mission Statement,
subject to the Secretary's guidance. to serve as a beacon for USDA mission areas and agencies.

v

4.6  Enpsuring Top Quality Financial Management Officers

Top quality financial management leadership is as important at the agency level as it is at
the Department level. Agency financial managers are responsible for the.efficient operation of
financial management programs and objectives in agency programs. To provide sound
leadership in the agencies. linked to the OCFO, the CFO Act provided that the CFO direct,
manage and or/provide policy guidance and oversight of agency financial management
personnel. activities. and operations. including development of agency financial management
budgets. As we in USDA move forward with implementation of reorganization plans and
activities. it is vitally important that the CFO be an active participant to maintain the highest
level of competence in top financial officials.

5. THE ROAD AHEAD
Overall, I believe that USDA has made significant progress in implementing the CFO
Act. The leadership of USDA's Deputy Secretary, Richard Rominger, and OMB Deputy
Director John Koskinen, in fashioning a strong role for the USDA CFO is a major first-step.
However. we recognize that much remains to be done.
To ensure the successful implementation of the CFO Act we must:

[] demonstrate to policy and program officials the value of financial management

L secure an understanding that “financial management is everyone s
responsibility": that program managers are our real financial managers;

[] ensure that the CFO is “at the table” in major financial decision-making activities
of the Department; and

e continue to make critical investments in new or improved financial systems
technology in order to achieve successful right sizing of government activities.

The USDA is committed to the President’s goal of achieving a government that works
better and costs less. I know this committee is dedicated to this overall effort. We are building a
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bridge to a new era of market discipline, cost management. customer service, and management
by results. Good financial management is the foundation of this bridge.

That concludes my testimony. I will be happy to take any questions.
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Heard he Imp) ion of the Chiet Fi ial Offi
Response to Fallow-up Questions

Under the 1994 reorganization, USDA cstablished controllers as the key financial
mansgement official at the component agencies. Currently, no controliers have
been officially appointed: some agencies have designated acting controllers, others
have not. Also the CFO has no formal role in hiring and evaluating these
controllers. In addition, controllers do mot report directly to the component agency
head. How does this situation affect your ability to influence and direct financial
management operations at the component agency level? Do you believe that
controllers not reporting te the agency head precludes the financial manage t
viewpoiat from being represented in major decisions of the component agencies?

A CFO should play a key role in program decision, particularly those with financial
management implications — inclading the hiring and evaluation of each of our component
agency controllers. The less access and coutrol that the CFO has over component agency
controllers, the less influence the CFO will have in standardizing and effecting a
coordinated Department-wide financial management program and organization. On the
matter of controllership reporting, the private sector and most Federal agencies have
found that for subsidiary controllers to be effective they must report directly to the
individual in charge of that business or the individual that administers that specific
program. In short, a vigorous CFO role in the sclection and evaluation of controllers
serving at the highest levels of their respective arganizations is a recipe for good, sound,

Of course, USDA’s reorganization, streamlining requirements, budget constraints, and
other conditions present us with many new challenges. The fact that the controller does
not report directly to the agency head is only one aspect of providing effective financial
management. Notwithstanding present constraints, my objective remains one of assisting
agencies in the development of the best financial management organization we can under
present circumstances. We work to ensure we have effective staffs and structures in
order to: assist agency policy makers and program managers in developing and
maintaining a strong financial management emphasis; provide policy makers and
program managers with timely and useful financial information and advice; and
participate in making agency program financial management decisions.
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USDA is in the process of developing a department-wide, integrated financial
management system and has indicated the system will be ready by 1998. As part of
this effort, you have issued Department-wide financial management standards, and
procured s financial management foundation system which the component agencies
must comply with. Do you feel that you, as USDA CFO, bave adequate authority
and influence to ensure that component agencies implement financial management
systems which comply with the new financial and data standards?

1 agree that the CFO should have the authority and infl y to that
component agencies implement financial management systems which comply with the
new financial and data standards. Under forthcoming delegations of authority to USDA’s
CFO, I will have the authority to review and/or approve agency financial management
plans, financial management budgets, and legislation affecting financial management
resources at the agency level. This responsibility includes providing icadership,
guidance, and support 1o agencies in identifying resources needed to improve USDA's
financial management system infrastructure. While this set of responsibilities has not yet
been tested, we believe it arms the CFO with the capacity adequate to accomplish these
and other tasks.

I recognize the importance of having a high quality financial management system to
support the improvement of operations and provide financial and related information to
program and financial managers. At the same time, [ recognize the need for the
Department to integrate/interface component agencies financial management systems. In
order to accomplish changes in the structure of USDA’s financial management systems,
there must be effective communication within the financial community and
standardization of processes and procedures.

In fact, my office held a financial management forum, created the CFO Advisory Board,
sponsored a 2-day Financial Management Systems Conference, and a number of other
activities that has fostered a better understanding what is meant by a single, integrated
financial system for USDA, and identifying how the Department should articulate a plan
for its single, integrated financial management system. The CFO strategy reflects a new
direction mun&mdmgUSDA’sﬁmmalmmagemem systems and how systems
collectively support Govemment-wide initiatives to improve financial management.

H integrated financial management systems will not be complete until 1998, what
interim actions are being taken to improve timeliness and aecuracy of finaneial
statements? Do you anticipate that USDA will comply with OMB’s deadline for
submitting 1995 financial statements?

The Office of the Chief Financial Officer (OCFO) has essentially used the same process
for the past 3 years to prepare financial statements. The process has been endorsed by the
Office of the Inspector General and has continued to result in improvements in the

timeliness and accuracy of the Departments financial statements. Unfortunately, USDA’s
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problems in preparing timely financial staternents are not process-based. The problems
are inherent to a highly, decentralized mode of operations. USDA’s financijal statements
are currently a culmination of seven stand-alone statemnents prepared from a number of
stand-alone systems. Some of the systems have long-standing problems. For example,
the systems are not integrated and information needs to be manually manipulated.
Manual intervention increases the risk of error, time required to prepare statements, and
the need for audit adjustments. Until the Department has a single, integrated financial
management system, timeliness of financial statements will be an issue.

In addition, many of USDA’s agencies are still adjusting to the continuing ramifications
of USDA’s overall reorganization. That is, the impact of the reorganization on the
resources needed to prepare financial statements in a timely manner is unknown at this
time. We have sct a goal of March 1, 1996 for all of the FY 95 financial statement
components. While we may not reach this date, we will still show significant progress
over our performance for FY *94 performance.

The CFO Act assigns the CFO with responsibility for the development and
reporting of cost information and the systematic measurement of performance.
USDA currently does not have an effective system to provide program managers
with cost information needed for measuring and reporting performance. What is
being done to ensure that program managers receive adequate information on the
costs of providing their services or products? What initiatives are underway to
develop performance measures and what other actions need to be taken?

USDA is currently moving forward with the implementation of performance
measurement under the CFO Act and GPRA. The OCFO is in the process of analyzing
performance measures information reported from a variety of sources such as OMB’s
Spring Review and the GPRA pilot projects. These analyses will be used as feedback to
USDA agencies to improve their performance measures processes.

Moreover, OCFO has been conducting meetings with policy officials and program
managers within the Department to enhance their undesstanding of the need for, and the
progress made in the area of cost information regarding their products and services. These
individuals will coordinate their work with the rest of the Department, including other
USDA projects that are already underway. One such project involves the use of Activity
Based Costing in the identification of management control costs in the Rural Economic
and Community Development mission area. The project resulted in the Rural Economic
and Community Development Agency (RECD) being able to look at the costs of its
management control, considering steps to streamline and reengineer the process the
process. This was made possible by the identification of the cost of performing each type
of activity involved.
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I agencies contracted out work to certified public accounting firms, how would they
ensure that the auditors paid adequate attention to what they considered
important?

There are at least two ways for an agency to ensure that a certified public accounting firm
pays attention to what the agency considers important. First, the agency’s contracting
officer negotiates and develops the contract for reporting on management assertions
concemning internal controls and/or compliance with applicable laws and regulations. The
contracting officer relies on one or more agency subject-matter specialists to provide
suitable requirements and other input that the contracting officer needs to develop the
contract. For instance, the scope of work (including applicable standards), contract
deliverables, milestones, due dates, and so on that are specified in the contract should be
furnished by one or more subject-matter specialists.

Second, a contract normally contains provisions for the agency to review the products or
services provided to ensure that all applicable contract provisions bave been met prior to
payment. In this case, it is up to the agency’s contracting officer or contracting officer’s
representative (subject-matter specialist) to monitor the contract. The contracting officer
can direct that corrective action be taken, as warranted, and refuse to pay the certified
public accounting firm until the firm has met all of the requirements specified by the
agency’s contracting officer. :
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Mr. HORN. Thank you very much, Mr. Williams. We will wait
until all of your colleagues have also presented their initial state-
ments.

Next is Mr. Alvin Tucker, the Deputy Chief Financial Officer of
the Department of Defense.

Welcome.

Mr. TUCKER. Thank you, Mr. Chairman.

Thank you for the opportunity to discuss with you, this after-
noon, financial management in the Department of Defense. The
DOD at every level today is committed to improvin% the quality
and reliability of its financial information. We are also intent on
maintaining our internal management controls and on strengthen-
ing them in those areas where they have been found deficient.

We are working hard to develop performance measures for our
activities and at linking those measures to financial data, both cost
data and budget data. We are dedicated to developing new and bet-
ter accounting systems that, in time, will produce more reliable fi-
nancial data and financial statements that can be audited. Simul-
taneously, we will reduce the cost of DOD’s finance and accounting
operations substantially.

Mr. Chairman, I believe these are the goals that your committee
and the Congress had in mind when it enacted the Chief Financial
Officers Act of 1990 and the Government Management Reform Act
of 1994. We in the Department of Defense support those goals.

Secretary of Defense William Perry and DOD’s Comptroller, who
is also our Chief Financial Officer, Dr. John Hamre, and the rest
of the department’s senior leadership recognize the need for finan-
cial management reform. In our view, comprehensive financial
management reform in DOD is absolutely essential to assure
America’s future military strength.

Let me just touch on a few things that we are doing to attain
these goals. The department has embarked on an effort to stand-
ardize and modernize its accounting systems. Today, the movement
of information often requires labor-intensive, error-prone efforts to
reenter data manually from one system into other systems. We are
working toward the effective use of electronic communications
among systems in different functional areas.

Another pivotal effort is our effort to reengineer our business
practices to integrate more effectively the actions of disparate DOD
organizations. The result will be procedures that are less complex
and much less error-prone.

In addition, the Defense Finance and Accounting Service has
been charged with the task of streamlining DOD’s financial man-
agement systems. In this role, DFAS already has become a key
agent of change. For example, 2 years ago DFYAS had 11 separate
military payroll systems; today we operate only 3. For civilian pay-
roll systems DFAS inherited 18; we now are down to only 2.

Mr. Chairman, as a result of problems identified in past audits
of DOD’s financial statements, as well as other problems disclosed
by the closest scrutiny engendered by the CFO Act, the department
has 11 initiatives directed at improving internal control and ac-
counting deficiencies. I will not elaborate on all 11, but I will hit
a few of the highlights.
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First was the establishment of the Senior Financial Management
Oversight Council. This council, chaired by the Deputy Secretary of
Defense and attended by the Secretaries of the l;\111 itary Depart-
ments, meets on a regular basis, generally monthly, to address ex-
isting and emerging financial management weaknesses and defi-
ciencies and to approve plans for proactive solutions.

Another one is, we have established a new policy to stop expendi-
tures for accounts in deficit. On March 31, 1994, the CFO of the
Department of Defense, Dr. Hamre, issued e licit guidance to
cease the disbursement of funds when such disbursements would
be in excess of available balances. This policy is consistent with the
provisions of the Antideficiency Act and assures minimum stand-
ards of sound financial management.

Dr. Hamre has also established an Acquisition and Financial
Management Panel to identify and develop a course of action to
correct the systemic problems that cause problem disbursements.
The panel is co-chaired by Dr. Hamre and the Principal Deputy
Under Secretary of Defense for Acquisition and Technology. The
purpose of the panel is to design and oversee a long-term solution
to the problems of unmatched disbursements and the lack of
connectivity between financial and acquisition systems.

Mr. Chairman, the department now has 4 years’ experience with
the attempt to produce auditable financial statements, and the ef-
fort has proven what all parties knew at the outset, that DOD’s ac-
counting systems cannot yet produce financial statements that
meet the standards required for audit.

Nevertheless, the attempt has been useful. We have uncovered
problems of which we were not fully aware. It has highlighted the
importance of solving long-standing problems, such as problem dis-
bursements, which must be overcome before an audit can be suc-
cessful. It has shown us internal control problems in maintaining
proper documentation for accounting adjustments.

It has shown all of us, the military services, the DODIG, and the
GAO how difficult and time-consuming it will be to redesign and
reconfigure our accounting systems, but we will not let these dif-
ficulties we are experiencing overwhelm our efforts to implement
the act. We will continue working on performance measures, on ac-
counting standards, and on making costs more visible, as well as
toward the goal of auditable financial statements.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Tucker follows:]
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STATEMENT OF ALVIN TUCKER
DEPUTY CHIEF FINANCIAL OFFICER
DEPARTMENT OF DEFENSE
BEFORE THE
HOUSE GOVERNMENT REFORM AND OVERSIGHT COMMITTEE

SUBCOMMITTEE ON GOVERNMENT INFORMATION AND TECHNOLOGY
JULY 25. 1995

Mr. Chairman and members of the Committee:

Thank you for the opportunity to discuss with you this moming financial management in
the Department of Defense (DoD).

The DoD at every level today is committed to improving the quality and reliability of its
financial information. We are also intent on maintaining our internal management controls and on
strengthening them in those areas where they have been found deficient. We are working hard to
develop performance measures for our activities and at linking those measures to financial data,
both cost data and budget data. We are dedicated to developing new and better accounting
systemns that, in time, will produce more reliable financial data and financial statements that can be
audited and we plan to reduce the costs of DoD's finance and accounting operations substantially.

Secretary of Defense William Perry, DoD Comptroller John Hamre, and the rest of the
Department’s senior leadership recognize the need for financial management reform.
Comprehensive financial management reform is absolutely essential to assure America's future
military strength. Because of scarce resources, we cannot accept anything less than streamlined

and highly effective financial management.
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Mr. Chairman, these are the same goals that you, your committee, and the congress, had
in mind when it enacted the Chief Financial Officers Act of 1990 and the Government
Management Reform Act of 1994. We in the Department of Defense believe we have been in the

vanguard of the effort to implement the both Acts throughout the Federal Government.

Mr. Chairman, the Department’s agenda for financial management includes meeting
Congressional requirements--and much more. These Acts have helped us define the standards by
which to measure progress and to identify specific deficiencies. Compliance--with these and other

statutory requirements--is a major motivation for reform, but our goals reach well beyond that.
ACTIONS UNDERWAY

In short, Mr. Chairman, the DoD supports the CFO Act and has undertaken bold and

innovative steps to achieve the goals of the Act.

Let me briefly touch on a few of those steps.

Standardize data, definition and concepts. In i991 the Department consolidated its finance and
accounting operations into a single agency--the Defense Finance and Accounting Service,
commonly called the DFAS. The Department, through the DFAS, has embarked on an effort to
standardize and modemize its accounting systems. Some of our biggest problems today are
caused by the inability of our automated systems to communicate effectively with each other. 1
am not referring only to financial systems, but to a lack of communication among all the systems

required to establish reliable departmental financial information. Today, the movement of
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information often requires labor intensive, etror prone efforts to re-enter data manually from one
systemn into other systems. We are working toward the effective use of electronic
communications among systems in different functional areas, such as between personnel and
payroll systems, financial and acquisition systems, financial and logistics systems, and financial and

property systems.

Re-engineer DoD business/organizational practices. The main reason why DoD financial

management reform is so difficult is that this Department consists of numerous stovepipe
organizations, traditionally each with a unique and incompatible mapagement system. These
systems were designed to report information vertically up through a chain of command, not
horizontally across to other DoD organization. A pivotal part of our reform is to re-engineer our
business practices to integrate more effectively the actions of these disparate DoD organizations.

The result will be procedures that are less complex and much less error prone.

Comply with statutory requirements. Our current financial management systems may be
inefficient and redundant, but we have to make them work better while we are in the process of
changes. We must implement and comply with statutes --and we have been making progress.

The DoD Comptroller also has acted aggressively to streamline the investigation of potential
violations of the Antideficiency Act and to cease further expenditures for any accounts that appear

deficient.

Consolidate and revamp DoD finance and accounting systems. The establishment of the Defense

Finance and Accounting Service was a giant step forward in the task of streamlining DoD's

financial management systems. And the DFAS really has become a pivotal agent of change for
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financial management. For example, two years ago we had 11 separate military payroll systems;
today we operate only 3. For civilian payroll systems, we inherited 18, and now we are down to

only two.

Practice candor and engender confidence. Mr. Chairman, this Department historically may have
been defensive when challenged about financial mismanagement. However, my superiors and I
believe that candor is essential to convincing you in the Congress and the American people that
we are serious about effecting financial management reform.

Let me assure you that full compliance with the CFO Act is the very basis of this
Department’s Financial Management Reform initiative. From its initial implementation of the
CFO Act in FY 1991, the Department realized that the true benefit to be derived from preparing
auditable financial statements was the improvement it would drive in the quality of the underlying
financial information maintained by the Department. The attainment of unqualified opinions--by
independent auditors--on DoD’s financial statements will lend credibility to the underlying
financial information and enhance the reliability and usefulness of that information to decision
makers. Consequently, the preparation of financial statements that successfully can withstand

rigorous audit is a goal to which DoD's top level management are committed.

Mr. Chairman, the Department has eleven initiatives directed at improving the internal
control and accounting procedural deficiencies identified in the audits of its FY 1993 and FY 1994

financial statements. Those initiatives are:

(1) Establishment of the Senior Financial Mapagement Oversight Council. This

Council, chaired by the Deputy Secretary, meets on a regular basis, generally monthly, to address
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existing and emerging financial management weaknesses and deficiencies, to approve plans for
proactive solutions 10 financial management weaknesses and deficiencies, to assign responsibility
for correcting financial management problems, and to monitor progress in reforming the
Department’s financial management. The Council includes the Secretaries of the Military
Departments, the Vice Chairman of the Joint Chiefs of Staff, the Under Secretary of Defense
(Acquisition and Technology). the DoD Compiroller/Chief Financial Officer (Executive
Secretary), the DoD General Counsel, the Assistant Secretary of Defense (Command, Control,
Communications and Intelligence) and the Director of the Defense Performance Review. The
Inspector General, in order to avoid a conflict of interest, is not a member of the Council but
serves as an observer, and at the request of the Chair, provides support to the Council. The
Director, Defense Finance and Accounting Service also attends the Council meetings. Based on
the subject matter being addressed at a Council meeting, other senior officials may be invited to
attend Council meetings. In short, the Council provides the necessary framework and clout to

focus attention on problem areas and exert pressure to make things happen.

(2) Revitalization of Efforts to Address Antideficiency Act Violations. The

Department has undertaken an initiative to renew emphasis on compliance with the Antideficiency
Act, and to be more proactive when potential violations of the Antideficiency Act are discovered.
This initiative includes a reissuanceof the underlying directive to strengthen procedures for dealing
with potential or actual violations, and to address the need to (1) establish minimum training
requirements and other qualifications for personnel conducting investigations, (2) establish
guidelines regarding the time frames for conducting investigations, (3) have independent

investigating officers, and (4) involve senior officials throughout the process.
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(3) Establishment of New Policies to Stop Expenditures for Accounts in Deficit.
On March 31, 1994, the Comptroller of the Department of Defense, issued explicit guidance to
cease the disbursement of funds when such disbursements would be in excess of available
balances. The former practice of continuing disbursements under such conditions was
inconsistent with the provisions of the Antideficiency Act and violated minimum standards of

sound financial management.

(4) Implementation of Computer Security Initiatives. The Department of Defense

has established a program to enforce compliance with existing security procedures at Financial
Data Processing Installations and reduce the vulnerability of computer networks to intrusion.
Also, existing policies and procedures are being revised and updated to eliminate ambiguities and
reflect current state of the art operating procedimes. There is renewed emphasis on strengthening
countermeasure resources in DoD. Finally, we are creating an active fraud detection program for
identification of possible individual intrusion into financial systems for illegal personal gain. This
latter initiative will involve several DoD organizations and will use a methodology of matching
various computer data bases of pertinent financial data to look for identified sitvations. Examples
are civilian employees who never take leave, vendor payments matched to various government

records to verify that the companies exist, and military retirees having no personnel records.

Secretary of Defense has placed an even greater emphasis on sound internal controls and the
correction of control weaknesses. Office of the Secretary of Defense (OSD) senior managers
have been tasked to play a more active role in the identification, reporting and correction of

internal control weaknesses. Previously, these responsibilities were primarily those of the various
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individual DoD Components, and many senior OSD managers played little or no active role in this
process. However, new roles and responsibilities require senior OSD managers, in addition to the
DoD Components, to identify major systemic and other weakness and internal control problems
within the functional area under their purview when such weaknesses or problems have not been
reported by a Military Department or Component. This responsibility encompasses both those
weakness or problems that may be unique to one DoD Component, as well as those that may be
common 1o, or affect, all or multiple Components. Once such weaknesses or problems are
identified, OSD managers also are responsible for requesting, and ensuring, that the affected DoD
Component(s) take responsibility for reporting the weakness or problem in the DoD Annual
Statement of Assurance and taking appropriate actions to eliminate the weakness or correct the
problem. For those issues that impact more than one Component, applicable OSD functional
managers are responsible for working with the affected DoD organizations to provide a single
reporting of the systemic weakness or problem, and overseeing a joint effort to address and

resolve it. The DoD FY 1994 Annual Statement of Assurance reflected this new approach.

(6) Establishment of an Acquisition Financial Management Panel. In addition to

the efforts of the Defense Finance and Accounting Service, the Military Departments and the
Defense Logistics Agency to reduce the current backlog of unmatched disbursements, a senior
level panel, the Acquisition and Financial Management Panel, was established to identify and
develop a course of action to correct the systemic problems that cause unmatched disbursements.
The panel is cochaired by the DoD Comptroller and the Principal Deputy Under Secretary of
Defense for Acquisition and Technology. The pane! also includes the Under Secretaries of the
Army, Navy and Air Force, as well as the Director of the Defense Finance and Accounting

Service and the Director of the Defense Contract Management Command. The purpose of the



203

panel is to design, and oversee, a long-term solution to the problem of unmatched disbursements
and the lack of interconnectivity between finance and acquisition systems.

Because this issue is so critical, a working group was formed by the panel to provide
short-term improvement recommendations aimed at resolving the causes of unmatched
disbursements. The working group has prepared a final report that identifies a strategy for
implementing needed systemic improvements. One focus is on expanded use of standardized
Electronic Data Interchange (EDI) transaction formats to transmit contract data between systerns.
This will greatly reduce manual data entry, improve timeliness, and ensure consistency between
the contract administration, payment and accounting systems. Another focus is on improving the
payment computation and validation process. Work already has begun on a number of high

priority actions needed to resolve existing deficiencies.

(7) Reduction of Current Problem Disbursements. The Defense Finance and
Accounting Service, in conjunction with the Military Departments and the Defense Logistics
Agency, has established a project to reduce the current backlog of unmatched disbursements.
This effort has focused not only on resolving existing unmatched transactions, but also on making
improvements in existing procedures and systems to begin readdressing this problem. The project
had a goal of reducing unmatched disbursements by approximately 50 percent. Through the joint
efforts of all parties involved, reductions of about 41 percent have been achieved over the past 21-

month period, and we are confident that further reductions will be achieved.

(8) Revitalization of the Financia] Management Steering Committee. This

Committee oversees the development of functional requirements, facilitates implementation of

product and policy recommendations, and addresses other issues involving financial management
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systems and practices outside the Defense Business Operations Fund. The Committee is chaired

by the Chief Financial Officer, and includes the Assistant Secretaries for Financial Management in
the Military Departments and the Defense Logistics Agency, and a senior official from the Office
of the Assistant Secretary of Defense (Command, Control, communications, and Intelligence).

" While this Steering Committee has been in existence since 1990, it laid dormant for an extended
period of time (August 1992 through March 1994} until the DoD Comptroller/Chief Financial
Officer revitalized the Committee in April 1994 to address Department-wide finance and
accounting issues not involving, or broader than, the Defense Business Operations Fund. The
Committee has focused on such issues as compliance with internal controls, policies and
procedures, the selection of non-DBOF (i.e. appropriated fund) systems and the need for a
standard budget and accounting code architecture. The Department has completed and approved
its standard budget and accounting code structure and will begin implementing the new coding in

March 1996.

(9) Establishment of the Defense Business Operations Fund Corporate Board and
Completion of the DBOF Improvement Plan. Secretary Perry directed a review of the Defense
Business Operations Fund and the development of a plan to correct identified deficiencies and
otherwise improve the operations of the Fund. The Defense Business Operations Fund Corporate
Board was established as a result of that review. The Board monitors implementation and
operation of the Fund, including policies, rates, cash flow analysis and criteria for inclusion of
business areas in the Fund. The establishment of a Defense Business Operations Fund
Improvement Plan also was a key output of the review, and progress against the Plan is something
that the Defense Business Operations Fund Corporate Board carefully monitored. To assist it in

its task, the Board established separate subcommittees to address areas such as cost reductions,
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policies and performance. Each of these subcommittees was specifically tasked to bring proposed
solutions to specific problems, or to provide recommendations for improvement, to the Corporate
Board.

The Improvement Plan has been completed and we feel very successful in our
accomplishments to date.

Procedures have been implemented to ensure that financial policies involving the Defense
Business Operations Fund are reviewed and fully coordinated before being implemented.
Overarching policies and reporting guidance for Defense Business Operations Fund activities have
been drafted and provided to the DoD Components for comment/coordination and will be
incorporated into the DoD Financial Management Regulation. As indicated above, a Special
Committee for Oversight of Policy Actions has been established and is expediting review of
additional Defense Business Operations Fund policies. The Committee has forwarded policy

recommendations to the Corporate Board, and those recommendations have been approved.

(10) Attack on Fraudulent Actions. In recent years, the Department has been
confronted with a number of fraudulent actions. In many cases, the ability of the individuats to
perpetuate such fraudulent actions, and to go undetected for a period of time, has been enhanced
by systems deficiencies and inadequate internal controls. However, another, and at least equally
important, factor has been the individuals’ knowledge of such weaknesses, and therefore, the
ability to exploit those weaknesses. In each case where fraudulent actions have been discovered,
the Department has reviewed the circumstances that permitted such actions, thoroughly assessed
changes needed to preclude such fraud from recurring, and disseminated that information, along
with direction to take specific actions, to the applicable activity, as well as other activities

performing similar functions. However, we are not content simply to react to the findings of
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others. We must be, and are being, proactive in both detecting fraud itself, and preventing it from
occurring in the first place. Also, in conjunction with the Justice Department and others, the
Department has been pursuing, and will continue to aggressively pursue, the prosecution of those

who attempt to perpetuate a fraud on the Department.

(11) Reduction, Clarification and Reissuance of Policies. Numerous nonstandard
financial management policies have been promulgated within the Department in the past. This
condition existed because, in part at least, when the Office of the DoD Comptroller issued policy
guidance, that guidance was not always widely disseminated by the various DoD Components.
Instead, the DoD Components frequently interpreted the guidance and published intemal
implementing procedures. Too often, the Components' interpretation and implementing
procedures resulted in the inconsistent application of DoD policy. In response to this situation,
we have commenced an effort to issue a single DoD Financial Management Regulation that can be
used on a DoD-wide basis. The regulation, which will include both policies and implementing
procedures, will promulgate guidance involving the Department's appropriated funds, its Defense
Business Operations Fund, as well as its other funds, and replace a myriad of existing DoD
Comptroller policy guidance, clarify existing guidance where appropriate, and include additional
guidance as needed. The initial stage of this effort--that is, the consolidation, clarification, and
expansion (where appropriate) of DoD Comptroller policy and the Defense Financing and
Accounting Service related procedural guidance is on schedule to be completed by mid 1996.
Subsequent to this initial effort, and in conjunction with the resolution of Component unique
system issues, separate financial management policy and procedural issuances of the DoD
Components will be eliminated and incorporated into the regulation as appropriate. This effort is

expected to eliminate over 70,000 pages of sometimes conflicting guidance and provide the
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Department with a sound basis for achieving standard policies and procedures. To date, nine of
15 volumes are in hardcover and § of the remaining 6 have are in the last stages of the approval

process.

The Department now has 4 years experience with the attempt to produce auditable
financial statements, and the effort has proven what all parties knew at the outset--that the DoD’s
accounting systems cannot yet produce financial statements that meet the standards required for
audit. Nevertheless, the attempt has been useful. We have uncovered problems of which we were
not fully aware. It has highlighted the importance of solving long-standing problems such as
problem disbursements that must be overcome before an audit can be successful. It has shown us
internal control problems in maintaining proper documentation for accounting adjustments and I
think it has shown all of us--the Services, the ODoDIG, and GAO--how difficult and tire
consuming it will be to redesign and reconfigure our accounting systems and business procedures
10 meet this particular goal of the CFO Act.

But, we will not Jet the difficulties we are experiencing in this one area of CFO Act
implementation overwhelm the other efforts we are making to implement the Act. We will
continue working on performance measures, on accounting standards, and on making costs more
visible, as well as working toward the goal of auditable financial statements.

Thank you for your time and I will be happy to answer any questions.
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SUBCOMMITTEE ON GOVERNMENT MANAGEMENT,
INFORMATION AND TECHNOLOGY
FOLLOW-UP QUESTIONS FOR
MR. ALVIN TUCKER, DOD DEPUTY CHIEF FINANCIAL OFFICER
FOR TESTIMONY ON JULY 25, 1995

Question 1: The GAO has reported several times on the need for greater clarity on the
respective roles and responsibilities of the Military Services and the Defense Finance and
Accounting Service (DFAS) for the accuracy of the services' financial statements. Presently,
DFAS prepares the Services' financial statements based to a large degree on the information the
services themselves produce and submit to DFAS. Under such a scenario, it becomes extremely
difficult to attach ultimate accountability for the accuracy of the services' financial reporting.
Yet the consistently disappointing results of audits conducted on the services' financial
statements clearly pinpoint the need to establish specific accountabilities in this area.

This lack of accountability and responsibility resulted in an embarrassing moment for the
Navy, as well as DFAS, when they had to go through the process of recalling their fiscal year
(FY) 1993 Treasury reports because of $160 billion in obvious errors identified by the GAO
while performing a review.

T understand that DFAS prepared a draft plan detailing the responsibilities between the
Services and DFAS centers in November 1994. When did this draft plan become final and was
it made part of DoD policy? If the plan is not yet finalized, what is causing the delay, and when
will it be finalized? What has the plan done to identify and pinpoint individual accountability
and responsibility for the faimess and accuracy of the Services' financial statements? Have any
other actions been taken to identify and pinpoint individual accountability and responsibility for
the faimess and accuracy of the Services' financial statements? Regarding the errors made on
Navy's FY 1993 Treasury reports, how can such blatant mistakes be made and not detected?

Who was held accountable for the mistakes made on Navy's FY 1993 Treasury reports,
Navy or DFAS? Could you please describe any disciplinary action that was taken as a result of
these emrors?

Answer: With respect to the penultimate paragraph of the above question, the Department
is in the final stages of drafting policy which details the responsibilities between the Services and
the Defense Finance and Accounting Service (DFAS). The Office of the Under Secretary of
Defense (Comptroller), prepared an initial draft and distributed the draft for comments in the fall
of 1994. This was followed by the distribution of a second draft for additional comments in mid-
1995 (including the DoD Inspector General). Final comments now have been received from all
DoD organizational entities and it is anticipated that the policy will be finalized in late calendar
year 1995. This policy, will be incorporated into the “DoD Financial Management Regulation,”
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and will specify the responsibilities for the preparation and issuance of DoD Component financial
reports, and the review of the resulting reports to assess the accuracy and appropriate corrective
action where needed. The editing and validation of original transactions and the control over
these transactions as they are processed from the originator (generally the Military Services) to
the DFAS are vital parts of that policy.

With respect to the errors made on the Navy's FY 1993 reports to the Treasury Department,
those reports were developed and transmitted manually. The feeder reports were not in any
standard format or unit of measure (i.e., dollars, thousands or millions). Therefore, there was
difficulty encountered in compiling these feeder reports into the final report. Human errors
occurred, due in part to excessive end-of-year workload. These clerical errors impacted the
balance sheet, but not the statement of operation (income statement). The $160 billion in obvious
errors that was referred to was the result of the inadvertent exclusion of zeros that resulted in
biltions being reported as millions or thousands in several instances.

With respect to accountability for the mistakes made on the Navy's FY 1993 Treasury
reports, no government propertics/moneys were lost and no fraud was involved. No one,
specifically, was identified as being responsible for differences in reports resulting from human
error. However, as an added precantion against future incidents of this type, management
reemphasized the requirement to double check feeder and final reports at each stage.

With respect to disciplinary action, since no govermment properties’'moneys were lost and no
fraud was involved, no disciplinary action was taken. However, the DFAS did implement new
desk procedures and reemphasized management oversight responsibilities to preclude a recurrence
of this situation.

Question 2: An essential element necessary to meet the goals of the CFO Act is the pre-
paration of audited agency-wide financial statements. GAO testimony and other information
indicates that DoD's progress toward producing auditable financial statements has been far less
than that of most government agencies. This is ironic because DoD organizations were among
the first in government to voluntarily prepare and subject financial statements to the scrutiny of a
financial audit. Specifically, the Air Force has had its financial statements audited every year
since fiscal year 1988. That audit, and virtually all subsequent audits of DoD entities have
resulted in qualified, adverse, or disclaimers of opinions because of the unreliability of thé
reported financial data. Why has so little progress been made in preparing auditable financial
statements over the past seven years? Will DoD be able to comply with these new requirements?
1f not, what year can we realistically expect a reliable financial from any of the
Military Services?

Answer: With respect to the concern about progress over prior years, while considerable
effort has been expended by the Department to prepare accurate and timely financial statements,
the systems used to generate the information for those financial statements were not designed for

2
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that purpose and simply are inadequate. These systems problems remain a serious challenge to
the Department and realistically will require a number of years to correct.

With regard to compliance, we do not expect that the Department will be able, within the
next two years, to comply with the requirements of the CFO Act for the preparation of auditable
financial statements. The overarching problem that prevents a qualified or ungualified opinion
on the financial statements of the Military Services is the lack of an integrated general ledger or
account oriented transaction files in. the accounting systems that support those financial state-
ments. The Department continues to work on the integration of accounting systems and "non-
financial feeder" systems (such as payroll, personnel, logistics, contracting and property) within
the context of the OMB Circular A-127, which specifies that a financial system should be
planned, managed and operated in an integrated fashion.

While the Department recognizes that most of its financial statements have not yet received
an unqualified opinion, the Department believes that, on balance, its financial reports are
reliable. '

Question 3: DoD spends hundreds of millions of dollars each year on financial manage-
ment system development efforts. However, DoD continues to be criticized for not providing
accurate, timely information on the financial results of operations. In 1989, DoD began an effort
called the Corporate Information Management (CIM) initiative, to improve its financial manage-
ment and other information systems. One effort which CIM is focusing on is the consolidation
of approximately 250 separate finance and accounting systems. DoD's interim strategy is to
relay on data from a relatively small number of its current inventory of 250 systems. In the
longer term, DoD plans to either develop new systems or improve existing systems to use as
DoD-wide standard systems. However, to date, this effort has achieved very limited progress.

When will CIM be completed implemented? Since CIM was initiated in 1989, how much
has been spent on system improvement initiatives? What progress has been made in selecting
these accounting system? How many accounting systems is DoD planning to select to account
for DoD financial management? Each DFAS Center is developing approaches to reduce the
number of legacy accounting systems. Have you reviewed the plans and do you agree with the
approaches?

Answer: The DFAS now is overseeing implementation of the CIM vision. Implementing
procedures are being issued by the DFAS to support the process models, and the DFAS Centers
are determining the system impacts. Once all system impacts are known, near and longer-term
solutions will be identified and undertaken to complete the CIM process.

. Inthe financial systems area, the DFAS has made significant progress toward the consoli-
dation and standardization of finance systems and operations. It has selected and modified major
finance systems for military, retired and annuitant, and civilian pay; debt management; contract
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payments; and transportation payments to meet Department-wide requirements. These are being
implementing as migratory systems for use throughout the Department. As a gauge of progress,
in 1991, 54 finance systems were in use in these arcas. By 1997, the DFAS will have reduced the
number of such systems to eight, i.e., the Defense Joint Military Pay System; Marine Corps Total
Force System; Defense Retiree and Annuitant Pay System, Defense Civilian Pay System, Defense
Business Management System, Defense Debt Management System, Mechanization of Contract
Administration Services System, and Defense Transportation Payment System.

In addition to the above listed standard migratory finance systems, standard interim
migratory finance systems also have been selected for disbursing, travel, and vendor payments.
As the DFAS consolidates finance and accounting operations into its Centers and Operating
Locations, these interim systems will replace the finance legacy systems in use at the locations
being closed. These systems migrations, which began in FY 1994, are expected to be completed
by FY 1997. The interim migratory finance systems that have been selected are:

DISBURSING

Standard Accounting and Reporting System
(STARS-FL One Pay Module)

Standard Finance System - Redesign, Subsystem 1
(SRD-)

Integrated Paying and Collection System (IPC)
TRAVEL
Integrated Army Travel System (IATS)
VENDOR PAY
Standard Accounting and Reporting System (STARS-FL One Pay Module)
Commercial Accounts Payable System (CAPS)
Integrated Accounts Payable System (IAPS)
With respect to system support for the Defense Business Operations Fund (DBOF), the
DFAS developed a two phased migratory strategy which was approved by the DBOF Corporate
Board in February 1994. That strategy provides an interim phase that consolidates DBOF

accounting systems along DoD Component and/or business area lines, converts key legacy
systems to interim migratory systems, maintains current operations during the transition period



212

and achieves compliance with the accounting and reporting objectives of the Federal Managers
Financial Initegrity Act (FMFIA) and the CFO Act. This strategy will reduce the over 78 DBOF
systems into 26 systems as show below:DBOF Accounting Systems

Function 1991 1995 1998
Distribution Depot 23 23 12
Depot Maintenance 28 28 3
Supply Management 2 2 1
Information Services 1 1 1
Base Support 3 3 1
Transportation 1 1 1
Printing & Publications 17 16 6
Research & Development - Navy 3 3 1

TOTAL 78 77 26

The interim phase accommodates existing unique capabilities of current DoD Component
operations and structures. The approach permits rapid, simultaneous migrations and consolida-
tions of systems by select DFAS Centers, while maintaining existing management information
system requirements. The second phase of the system migration strategy encompasses a
transition from the interim to the ultimate migratory systems.

Current projections call for initial deployment of interim migratory DBOF accounting
systems in FY 1996. Implementation will take several years to complete; however, additional
system consolidations and eliminations are anticipated as the Department transitions to the second
phase of the DBOF system migration strategy.

In the General Funds area, the Department is committed to, and has undertaken, a major
effort that consolidates and improves its accounting systems. Much progress already has been
made. In fact, the Department already has transitioned from 92 systems to 76 systems, and plans
for further a consolidation to 52 systems by FY 1998 as shown below:

General Accounting Systems

Function 1991 1995 1998
Installation Jevel 51 39 23
Departmental 20 16 8
Security Assistance 8 8 8
Non-Appropriated Funds 9 9 9
Trust Funds 4 4 4

TOTAL 92 76 52

5
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With respect to funding under the CIM initiative, the DFAS was directed, in mid-
FY 1992, to fund software development and modernization of finance and accounting systems.
By the end of FY 1995, the DFAS will have obligated approximately $280 million for this
purpose. However, not all of these funds supported DFAS management initiatives designed to
reduce costs and improve productivity. Approximately 20 percent of the DFAS budget for
software development/modernization was used to implement changes to account for legislated
changes in entitlements, changes in DoD policy, and changes required to interface with other
systems.

Question 4: Is DoD experiencing any problems in complying with the requirement that
payments over $5 million must be obligated before a payment is made? Will there be any prob-
lems complying in October 1995 with the requirement that payments over $1 million must be
obligated prior to actual payment? Does DoD have any plans to reduce this threshold to an
amount less than $1 million? If so, when?

Answer: The Department establishes obligations for contracts and orders in its accounting
systems upon the award of a contract or the issuance of a delivery order. Such action normally is
taken well in advance of receiving the goods or services and generating the related payment
request. The Department began validating proposed payments of $5 million or more against
related obligations in the official accounting records on July 1, 1995. To date, there have been
limited delays for some payments when the initial attempt to match the obligation was not
successful. When the match is not successful, the canse of the mismatch must be identified and
the data errors corrected before the payment can be made. It is too early to determine whether
payment delays will be a serious problem when the Department begins matching all payment
request of $1 million or more on October 1, 1995. The Department intends eventually to reduce
the threshold below $1 million; however, that will not be done until an autornated matching
process has been installed in the various accounting and payment systems and the Department can
be reasonably certain that such a change will not cause widespread payment delays.

Question 5: DoD has made significant changes in its financial organization and opera-
tions. DFAS, DoD's "Accounting Firm," was created in January 1991 as part of its efforts to
consolidate all finance and accounting activities throughout the Department. Today, DFAS is
still undertaking consolidation initiatives designed to further centralize control of the
department's financial operations. The DoD Inspector General recently tried to audit DFAS'
own financial statements. However, similar to the Military Services and other DoD
Components, even the statements of DoD's "Accounting Firm" apparently could not be audited.
Please evaluate the ability of DFAS to camry out consolidated DoD-wide finance and accounting
functions in light of this information. Can we expect DFAS to produce statements which will
receive an unqualified opinion in the near future? How will you ensure that each of the centers
and locations selected to carry out DoD's financial operations have sufficient personnel with the
required experience and skills to carry out assigned responsibilities?

6
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‘What have you done to ensure that the Cleveland Center will have adequate personnel to
carry out the complex task of preparing the Navy's financial statements, for the first time?

Answer: Concemning its ability to effect consolidations, the DFAS has developed a com-
prehensive, disciplined, and structured approach to carry out the consolidation of finance and
accounting operations in its 5 Centers and 21 Operating Locations. The Department is confident
in the ability of the DFAS to consolidate these functions.

With respect to the milestone for producing unqualified financial statements, the Department
has many obsolete, unreliable and nonintegrated systems that were designed for appropriation
accounting and reporting rather than for private sector-type financial management and financial
statement reporting. The Department is attempting to replace, reengineer and improve these
systems as fast as possible to satisfy financial management and CFO financial statement reporting
requirements. However, the magnitude of the effort precludes early resolution. Therefore, except
for the most simple operations, very few DoD organizations will have accounting systems in the
near future that can produce CFO financial statements which would receive unqualified opinions.
Because the DFAS uses the same systems as its customers, the DFAS will not be able to produce
viable financial statements for itself any sooner than it can produce such statements for others.

With respect to personnel requirements, the DFAS has developed a structured approach to
its consolidation of finance and accounting operations. Special teams of experienced personnel
have been identified to help in the workload transfer, provide training to personnel, and manage
this critical effort. The DFAS Operating Locations will be staffed with personnel reassigned from
the DFAS Centers or the Defense Accounting Offices, trained employees accessed from other
areas, or new hires specially trained in a specific functional area.

Regarding qualified personnel at the DFAS-Cleveland Center, that Center continues to seek
additional resources to support the task of preparing financial statements, and it actively is
preparing to do the job well. The DFAS has initiated a task force consisting of Navy, DFAS-
Kansas City Center and DFAS-Cleveland Center personnel to generate a plan for the preparation
of FY 96 general fund Chief Financial Officer (CFO) statenv.nts. The Cleveland Center also has
contracted with Coopers and Lybrand to help identify data elements that systernatically need to be
included in the Cleveland Center systems that support CFO statement preparation. Site visits
were made to the DFAS Indianapolis and Denver Centers to identify lessons learned and best
practices. The Cleveland Center currently is in the process of finalizing the plan and submitting it
formally to the Assistant Secretary of the Navy (Financial Management and Comptroller) for
approval. We expect to have that plan finalized by the end of August 1995.

Question 6: The DoD has recognized the seriousness of not being able to properly match
disbursements with obligations. To correct this problem, you issued guidance in March 1994,
May 1995, and June 1995 regarding the future disbursement of funds and the Department's



215

attempt to reduce its $28.8 problem disbursement total. The March 1994 guidance directed that
(1) payments not be made form accounts that are "in the red" and (2) beginning in mid FY 1995,
additional obligational authority must be provided to cover unliquidated obligations. The May
1995 guidance suspended the review of old negative unliquidated obligations and unmatched
disbursements transactions. The June 1995 guidance delayed full implementation of DoD's
March 1994 guidance until June 1996.

As of the end of March 1995, DoD had about $5 billion of negative unliquidated
obligations and unmatched disbursements in the old "M" accounts that had not been resolved.
How much of this $5 billion will be affected by these decisions?

What assurance do you have that none of the suspended negative unliquidated obligations
and unmatched disbursements involve overpayments made to contractors?

The May 1995 guidance states that the exemption to suspend the reviews expires on
September 10, 1995. What happens after September 30, 1995.

The June 1995 guidance states that the Navy continues to have a substantial number of
disbursement problems. What indications do you have that Navy will be able to fully comply
with this guidance by October 1996?

How many appropriations will partial compliance with DoD's March 1994 guidance place
"in the red?"

What is the latest value of DoD’s problem disbursements broken down by component?

Answer: With respect to the $5 billion in negative unliquidated obligations and
unmatched disbursements in the old “M” accounts, the Department expects that those
transactions will be significantly affected and resolved within the next few months.

Regarding assurances about contractor overpayments, the Department cannot say absolutely
that there are no overpayments involved in the affected transactions that are eligible for suspended
action. However, we do believe that the approved criteria minimizes that risk. And, since the
Office of the DoD General Counsel and the Inspector Geperal both have concurred in the criteria,
we believe that they also see the risk as minimal. For example, one criterion for contracts is that
the contract was audited and closed with no outstanding claims. If this action has been
completed, it is not likely that an overpayment will exist. Another criterion for contracts is that
the final contract payment must have occurred prior to January 31, 1989. (As records for such
payments are not required to be maintained for more than 6 years and 3 months, it is unlikely that
such records still would be available.) If, in the unlikely event that an overpayment actually has
occurred, there probably would be insufficient documentation available so that the Department
could sustain a claim against a contractor.
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The Department’s exemption to suspend reviews expires on September 30, 1995. After
September 30, 1995, all such transactions must be subjected to policies governing the review of
such transactions.

Concerning the timing of resolving Navy disbursement problems, the Navy and the DFAS
are working closely to reduce problem disbursements. They jointly deveioped an action plan to
define and improve research efforts and to address causes of problem disbursements. In addition,
the guidance of June 30, 1995, requires the Navy to provide a plan, by September 30, 1995, for
resolving older problem disbursements by October 1, 1996.

The implementation of the June 30, 1995, guidance has not caused any appropriation to
go "in the red." The Department will initiate investigations for possible Antideficiency Act
violations, if there are overobligated appropriations resulting from implementation of the June 30
1995, guidance.

The following table reflects balances of DoD's problem disbursements, as of June 30, 1995,
immediately prior to implementation of the current policies:

$ in Millions
Army 930
Navy* 18,419
Air Force 4,122
Defense Agencies 1476
Total $24,947

* The Navy figures includes the U.S. Marine Corps.
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Mr. HorN. Thank you.

Now we ask Mr. Dennis Fischer, Chief Financial Officer of the
General Services Administration, to summarize his statement.

Mr. FiSCHER. Thank you, Mr. Chairman.

It is an honor to be here and describe how GSA is dealing with
the CFO Act and GMRA. I am a career Federal employee. I was
selected as GSA's first CFO in July 1992, and I have the pretty
much classic CFO responsibilities of full budget responsibility, ac-
counting, financial management and financial management sys-
tems. I am also responsible for our strategic planning, Executive
Information System, and implementation of the Government Per-
formance and Results Act.

When I came to GSA, things were in relatively good shape. We
had a good, well-defined organization. It fully met the requirements
of the CFO Act. Each of the major parts of the organization had
strong controllers. There was an appropriate relationship that I
could deal with them on. The agency had had unqualified audit
opinions on its financial statements since 1988. We are very proud
that that record has continued.

The one change that I made was to focus our organization more
on financial management systems by creating a systems office. And
we found that, while these modern systems are absolutely a neces-
sity for us to survive and continue, we have also got to look at the
underlying rules, regulations, opinions and, in some cases, laws,
that drive what we do.

We have set up full-scale reengineering efforts in accounts pay-
able, budget execution, cost accounting, and travel, and that's just
the first step. But it is essential for us to look at these processes,
reengineer them, change them wherever we can before we get too
heavily into automation, or we are just automating cow paths, in
some cases.

I would like to offer one broader, substantive thought, if I might.
Often we find, as we focus on our processes, the problems are of
our own making, and they are internal agency or they are OMB or
Treasury circular, or the like, but in some cases they are laws. And
I just want to offer one example, and it is somewhat arcane, but
%:; n((imetheless is one of those things that makes you shake your

ead.

We had a senior member of our agency transfer here from Cali-
fornia. As he came to work he said, “How do I get my car here?”
And he said, “I want to put it on the truck with my household
goods.” And we said, “Well, unfortunately, we can’t do that.”

So the upshot of it was, he said, being very financially oriented,
“You mean you’re going to fly me back to California, pay my salary
to have me drive this car across the country, pay all my expenses,
which would cost several thousand dollars, as opposed to just stick-
ing it on the truck?” I said, “Yes. Unfortunately, that’s the situa-
t{:m we find ourselves in, and that’s because there’s a statute
there.”

So what I would urge is, as we in our own community, with
OMB, Treasury, the Joint Financial Management Improvement
Program, find situations like this, and I think they are rife
throughout Federal financial management, we would hope we
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would be able to bring them to you and find a receptive climate to
get some of these impediments cut out from underneath us.

Finally, I would just also like to personally thank you, as Tony
already has, in hosting the CFO Council last week. I think that
was a landmark experience for us and one that all of us who are
involved in both enjoyed and look forward to the next go-round. It
is, again, an honor to be here, and I look forward to answering your
questions later.

[The prepared statement of Mr. Fischer follows:]
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Statement by
Dennis J. Fischer
Chief Financial Officer
General Services Administration

July 25, 1995

Hearing on
Chief Financial Officers (CFO) Act of 1990 Oversight
before the
Subcommittee on Government Management, Information and
Technology

Mr. Chairman and Members of the Subcommittee, it is an honor to appear
before you today to describe how the General Services Administration (GSA)
is implementing the Chief Financial Officers (CFO) Act of 1990 and the
Government Management Reform Act of 1994.

I am Dennis Fischer. I am a career Federal employee who was selected to be
GSA’s first CFO in July 1992. My responsibilities as GSA's CFO include:
budget formulation, budget execution, finance and accounting, financial
management analysis, and financial management systems. I also have
responsibility for GSA’s Strategic Planning efforts, our Executive
Information System, and GPRA implementation.

When I came to GSA, I found the fundamental aspects of good financial
management in place. The CFO organization and responsibility were well
defined and in full accord with the CFO Act. Each major program area (the
Public Buildings Service, Federal Supply Service, and Information
Technology Service) had a strong Controller in place with an appropriate
relationship to me. We had achieved unqualified audit opinions on our
financial statements since 1988.

The one organizational change I made was to create, from existing resources,
a new Office of Financial Management Systems. This centralized
responsibility for planning for and development of GSA’s central financial
systems (accounting, payroll, etc.) as well as the agency’s overall planning for
financial management systems and linkages to program systems. This office
is our vehicle to attain the required modern, agency-wide automated
financial management system in an integrated environment.
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Page Two
Statement by Dennis J. Fischer

While modern systems are a necessity, we find that we must first take a
fresh look at the underlying rules, regulations, and processes that drive
financial operations. To that end we have full scale re-engineering efforts
underway in accounts payable, budget execution, cost accounting and travel.
As these finish, re-engineered processes will form the basis for much-needed
automation.

For optimal GSA financial management, both process re-engineering and
automation are essential. We have set a goal of being better, cheaper, faster,
easier, and smarter. This is a significant challenge but one which I believe
we can attain.

H I may be allowed one broader substantive thought, it would be to enable all
of us in Federal financial management to fully re-engineer our financial
processes. We often find that our own internal rules and regulations are the
problem. But often there are laws, mostly from long ago, which limit our
ability to operate more efficiently and cost less. We in the Federal CFO
community, through the CFO Council, the Joint Financial Management
Improvement Program and OMB, are working to make changes. In those
cases where legislative change is necessary, I hope we can find a receptive
agent for change in your Subcommittee.

Mr. Chairman, again it is an honor to be here, and I will be glad to respond
to questions.



221

RESPONSES TO FOLLOW-UP QUESIIONS

1. Do you think that a centralized Office of Financial
Management Systems is important in ensuring that the agency or
department can produce auditable financial statements quickly and
efficiently?

Historically, establishing a centralized Office of Financial
Management Systems within a Federal agency has not necessarily
ensured that auditable financial statements can be produced
quickly and efficiently. This is because there are several other
prerequisites to accomplishing this goal, such as having
competent and well-trained financial and accounting personnel,
having sound accounting policies, procedures and practices, and
having sound management and accounting controls.

However, my experiences clearly indicate that having an Office of
Financial Management Systems supports the preparation of
auditable financial statements by:

» Promoting more cost-effective and integrated financial systems
planning, development and implementation on an agency-wide
basis;

e Ensuring that the agency-wide financial management system
produces complete, consistent, reliable, and timely financial
information;

e Ensuring cost~effective agency-wide compliance with applicable
Federal financial management systems requirements:

e Ensuring cost-effective use of information technology to
provide internal and external users of financial information
with accurate, timely, and complete financial information: and

¢ Ensuring that a sufficient cadre of well-qualified and
competent personnel are available to support and continuously
improve the agency’s automated financial management system and
related financial management processes.

2. Please describe your re-engineering efforts in cost
accounting. Do you use activity-based costing or some other
method? Have you used FASAB guidance in designing the system?

Several months ago, we at GSA, recognized the need to improve our
agency’s cost accounting system and started a major re-
engineering project to improve our agency’s capabilities in this
area. This re-engineering effort is currently in its formative
stages and will focus initially on educating GSA management about
the importance and use of cost information for program management
purposes, and subsequently identifying and analyzing their varied
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cost information requirements. After this groundwork is
completed, GSA’s current cost accounting system and related
accounting classification structure will be improved, as
necessary.

With regard to activity-based costing, one of GS5A’s three major
Services, the Federal Supply Service, has developed and
implemented a costing capability to break out costs for each of
their major business lines and functional areas. This capability
enables program managers to prudently manage, monitor, and
analyze their program costs on a recurring basis. However,
activity-based costing as a generally accepted costing technique
is not yet used extensively within the agency. As part of the
planned cost re-engineering project, the use of activity-based
costing will be considered in a more comprehensive, agency-wide
manner. In this regard, it should be noted that GSA has also
started to apply a rudimentary form of activity-based costing for
its major business lines to determine whether its major
activities should be retained in-house or possibly, accomplished
through another more cost-effective operating arrangement. We
plan to closely examine these initial attempts at activity-based
costing, to assess the feasibility of doing so with current
accounting system information, and to identify possible areas for
further systems improvement. We also plan to examine the
adequacy of present labor and overhead distribution capabilities
and systems in this regard.

We are generally familiar with soon-to-be-issued Federal
Accounting Standard Advisory Board (FASAB) guidance regarding
cost accounting, and plan to incorporate its specific
requirements within our re-engineering efforts. We understand
that this guidance will be finalized in the near future by FASAB
and disseminated to agencies for their use at that time.
Notwithstanding this guidance, however, we believe that cost
information systems at GSA should be redesigned to better serve
the needs of its primary users, GSA’s program managers, the
Office of Management and Budget and the Congress.

3A. If agencies contracted out work to certified public accounting
firms, how would they ensure that the auditors paid adequate
attention to what they considered important?

Since 1988, GSA has contracted out the audit of its financial
statements to an independent public accounting (IPA) firm. The
responsibility for this contract under the CFO Act rests with the
Office of Inspector General (OIG). The OIG's contract with the CPA
firm, defines the applicable government auditing standards that the
firm is to follow in carrying out the audit. Specifically, these
standards are:
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. Government Auditing Standards (GAGAS) Yellow Book, (1994
revision)};

L] CMB Bulletin 93-06, Audit Requirements for Federal Financial
Statements; and

. Generally accepted auditing standards (GAAS) and other

applicable standards established by the American Institute of
Certified Public Accountants {AICPA).

L] Other OMB guidance including OMB Bulletin 94-01, Guidance on
Form and Content of Financial Statements.

Within these standards, the IPA plans and carries out the audit
which includes identifying financial control and reporting
processes, procedures and practices considered important to the
fair presentation of GSA's financial statements. In accordance
with the audit standard on auditor independence, the determination
of what is important under the professional standards is largely
left up to the IPA.

Nevertheless, to ensure that issues deemed as significant by the
0IG are addressed and in general that the audit is performed in a
quality manner, the OIG devotes 2 staff years to overseeing the
audit work of the public accounting firm. Specifically, the OIG:

. reviews the CPA's approach and planning of the audit (client
profile, general risk analysis, account risk analysis,
workprograms, and other similar documents):

. evaluates the qualifications and independence of the CPA
firm's auditors;
. monitors the progress of the audit at key points by reviewing

progress reports and attending significant meetings. In
particular, the OIG discusses major accounting and auditing
issues identified to date and matters that could impact a) the
opinion on the financial statements, b) the opinion on the
internal control structure, c¢) the report on compliance with
laws and regulations, and/or d) the deliverable due dates;

. examines the CPA's working papers and auditor's reports to
evaluate compliance with Government Auditing Standards; and
. performs other procedures the 0OIG deems necessary in order to

provide an opinion on whether the CPA firm conducted the audit
in accordance with applicable audit standards and terms of the
contract.

3B. 1f certified public accounting firms were asked to report on
management's assertions on, for example, internal controls or
compliance with applicable laws and regulations, these engagements
would not necessarily be done under generally accepted auditing
standards but under the new standards for attestation engagements,
which would require the agency to determine what it wants the CPAs
to examine and to specify what procedures should be included in the
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engagement. Who would negotiate and write these contracts? WwWho
would monitor them?

The Office of Inspector General would be responsible for
negotiating, writing, and monitoring contracts with public
accounting firms to acquire services attesting to management's
assertions on internal control's and compliance with laws and
regulations. Since 1988, the OIG contract with an IPA firm has
exceeded the OMB's audit requirements by requiring the firm to
perform work necessary to render an opinion on GSA's internal
control structure over financial reporting. Prior to the new
Statement on Standards for Attestation Engagements (SSAE)
Attestation Standard (AT) No. 2 Reporting on an Entity's Internal
Control Structure Over Financial Reporting, the IPA performed this
work following the audit procedures of the Statement on Auditing
Standards (SAS) No. 30 Reporting on Internal Accounting Control.
Under the new attestation standard, the OIG now requires the IPA to
attest to management's assertions about the effectiveness of GSA's
internal control structure. But it also continues to require the
firm to follow the SAS No. 30 audit standards as the "agreed upon
procedures" for performing this attest function.

4. The CFO Act gives the CFO responsibility for recruiting and
training financial management staff. As opportunities to expand
existing financial staff may be limited as a result of the
current trend to downsize government, training existing staff
becomes even more important. Please describe how you enhance the
skills and knowledge of your financial management staff, your
formal training program, and how you support staff certification
and continuing professional education expenses.

The CFO completed a Financial Management Information Strategy
Plan (FMISP) in March 1994. Specific projects to improve
financial management at GSA were recommended in the plan. One of
the major projects was the institution of a financial management
training program. As a result of this recommendation, the CFO's
Office has an effort to establish a unified financial management
training program at GSA. The goal of the program is to ensure
that employees in the financial community have the appropriate
training to effectively perform assignments and to help them
incorporate a financial component into the program decisions.
GSA is also facing reductions in staff meaning that remaining
employees must take on additional responsibilities, thereby
increasing the need for training.

The approach used. to carry out this project was to form a
steering committee consisting of representatives from the
financial community. The main purpose of the committee is to
evaluate the training needs and determine a unified approach to
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best meet the needs. The steering committee has categorized
needed training into three types:

National Electronic Accounting and Reporting (NEAR)

Training - Comprehensive course on NEAR, GSA’s accounting system,
to be developed and training provided nationwide to all users.
This training is critical to ensure that employees understand and
fully utilize existing reporting capabilities.

Academic training - An academic program is considered necessary
to develop an agency-wide basis for financial decision making,
and to offer employees an opportunity to add to their current
knowledge base through formal training. These courses will be
offered or developed by local universities and be given for
undergraduate or graduate credits.

Service program training - This training will focus on the
“business line” of a particular GSA Service. This training
program is necessary to ensure that program decisions reflect
appropriate financial concerns. The purpose of this training
will be to improve operational efficiency, and to give employees
a better understanding of how to accomplish their job.

This project is a major line item in our Financial Management
Systems Plan as well as the CFO Annual Performance Plan. A
portion of the funds from the unobligated balances will be used
to finance this effort. A combination of the training described
above will be provided as funds permit.

5. Do you have an integrated financial management system which
can produce reliable information? If not, discuss where and how
you put together the information in your financial statements.

GSA has a centralized accounting system that passes the test of
audit, produces accurate reports for audited CFO Act reporting,
other external submission and internal use, pays bills on time,
and protects GSA's assets. The system complies with the Joint
Financial Management improvement Program's (JFMIP) Core Financial
Systems Requirements and the U.S. Standard General Ledger
reporting requirements through a "crosswalk" program. To
underscore the excellence of GSA's processes, GSA has for more
than 30 years served as one of the primary service providers of
accounting, payroll, and personnel services. In addition to
managing about 115 funds, GSA provides cross-servicing support
for 49 client agencies. Through the third quarter of fiscal year
1995, GSA processed $7.4 billion in billings for supplies and
services, made more than 1,390,800 payments totaling $6.3
billion, and saved $2.3 million by earning 96.7 percent of
available early payment discounts.
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In a broader financial management context, however, GSA has
recognized that this accounting system does not provide
sufficient management information for program decision-making.
Our vision for financial management systems at GSA is to have
completely integrated financial management systems that
facilitate sharing of data among program systems that support
both financial and program functions. One of the major roles of
the Office of Financial Management Systems (OFMS) is to make this
vision a reality. OFMS is developing a Financial Management
Systems Plan which contains an overall strategy, projects and
milestones necessary to achieve this goal. We are currently
working with our Services and Staff Offices to get input and
finalize the Plan. It is critical that the integration of
financial management systems at GSA take place in a coordinated
manner. Several projects are currently underway and others will
follow,
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Mr. HoRN. Thank you very much. Your car example is a good
one. Is that an actuaf' authorization statute, or is it an appropria-
tions bill prohibition?

Mr. FISCHER. It is, unfortunately, an authorization statute.

Mr. HorN. Interesting. Because I remember 30 years ago when
I did a book on the appropriations process, I remember running
into things like that. But now it’s in statute somewhere, OK. Well,
you're right. Let’s take a look at it and see what the implications
are.

We next have Bonnie R. Cohen, the Assistant Secretary for Pol-
icy Management and Budget and the Chief Financial Officer of the
Department of the Interior.

Ms. Cohen.

(IiVIs. CoHEN. Thank you. I appreciate the opportunity to be here
today.

Under Secretary Babbitt, we have given great emphasis to the fi-
nancial systems of the Department of Interior. At this point, we
have 90 Eercent of all of our transactions on one accounting sys-
tem. We have 6 of our 10 bureaus who have received clean audits.
And we have, for the first time—and actually I just got it—for the
first time a draft audited statement for the entire department. So
we feel we are making progress.

We recently launched a comprehensive review of our financial op-
erations, which we refer to as a best practices effort to systemati-
cally review all accounting and financial processes within the de-
partment that could be standardized, streamlined, or eliminated to
improve efficiency and customer service while reducing cost.

In connection with this opportunity today, I thought over my 2
years of experience as a CFO in the Federal Government. In my
case, we have been able to integrate the budget and finance func-
tions. I am responsible for both in the department. I think that one

uestion that was raised to me by your staff was whether I feit
that that was important, and I honestly do.

I have had those combined responsibilities in two other CFO
jobs, and I find it particularly important in the Federal Govern-
ment at this point in time. As we downsize and reduce resources
in the Federal Government, there is an enormous temptation to
first take the money from financial programs. When you have both
the budget and finance functions together, you can be sure that you
protect the financial systems.

In our case, we are taking a 30 percent reduction in FTEs in-
volved in finance, but 1 am still able to see that the resources are
there to provide adequate coverage of the financial systems. And I
think that’s very important, so I would argue for the combining of
those two responsibilities.

A second issue that I would raise, that I have noticed particu-
larly, is the—and I don’t think that there’s an answer to this—but
as we implement the three financial acts that we are discussing
today, the timing of the Federal budget process is very important
to financial decisionmaking. It is lengthy and complex, and typi-
cally spans 3 years.

At the present time, we are managing our fiscal year 1995 funds
appropriated by Congress. We are presenting to Congress proposals
for the upcoming fiscal year 1996 %udget, and we are just submit-
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ting the fiscal year 1997 budget to OMB. So you can see that, as
we develop fiscal year 1997, for example, we don’t reall,y et have
the information from the operations of 1995; we haven't gegun to
implement 1996.

This is dramatically different from private industry where you
are dealing in real time. So I raise that issue for you.

We have also been asked to talk about the Government Perform-
ance and Results Act. We have taken a number of actions to create
a performance framework within the department.

Since January 1994, the department has submitted four pilot
GPRA projects, which have been approved by OMB: a royalty man-
agement program at the Minerals Management Service; a program
at the Fish and Wildlife Service; a Northwest Forest plan at the
Bureau of Indian Affairs; and the USGS National Water Quality
Assessment Program. We have a department-wide strategic plan-
ning steering group representing each bureau to continue to imple-
ment this.

With regard to our experience with these pilots, the news is
somewhat mixed. In the case of MMS, the Minerals Management
Service, where the purpose of the pilot is to assure efficient, timely
and accurate collection and disbursement of minerals leasing and
production revenue, we have been very successful. That is some-
thing that lends itself to quantification and rigorous systems. And
we find that that has produced useful information.

In connection, though, with others of our programs, like the Fish
and Wildlife Service, their pilot, the North American Waterfowl
Pilot, deals with wetland acreage and waterfow! populations. In
that case success is very difficult to measure, and it’s very difficult
to measure on a l-year basis. What your ultimate objective is, is
an increase in the number of waterfowl. What we are measuring
is wetlands. They aren’t necessarily the same thing, and in any
given year a flood or lack of rain can impact those measurements.

So I would like, particularly in the case of our programs, to raise
cautions, as we move forward implementing this, that we should
not focus on too few measures or focus only on those that are easy
to quantify and sacrifice what really is the complexity of what the
Government does.

As Mr. McNamara recounted in his recent book, the proliferation
of performance measures about nearly every aspect of the Vietnam
War did not prevent us from implementing flawed public policies.
I believe that an important lesson to be learned is that the quan-
tification and measurement of performance carries no guarantee of
the soundness of public policies being pursued.

Thank you very much.

[The prepared statement of Ms. Cohen follows:]
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Mr Chairman and members of the Committee, I appreciate this opportunity to
be here today to discuss the relationship between the Chief Financial Officers’
Act, the Government Performance and Results Act and the Government )
Management Reform Act. As Assistant Secretary for Policy, Management
and Budget and Chief Financial Officer for the Department of the Interior, I
am responsible for overseeing implementation of these Acts within the
Department. In my view, these Acts establish the basic foundation for
improving the integrity and accountability of Federal programs. Integrity and
accountability are critical elements to assure the public that taxpayer dollars
are being used appropriately and that public assets are safeguarded.

Recent CFO Act Accomplishments
I would like to briefly discuss some of the accomplishments we have had thus

far in fulfilling the objectives envisioned by the CFO Act.

In recent years the Department has made good progress toward improving its
financial management infrastructure. In the financial systems area, we have
implemented a modern accounting system that meets all Federsal requirements.
The system is now operational in seven bureaus which account for over 90% of
all transactions within the Department.

The purpose of any financial system is to provide timely and reliable
information about the results of operations; to support the decision making
process; and to provide accountability to our stakeholders. When the CFO Act
was passed, the Department decided to prepare financial statements on an
entity-wide basis. Thus, we have been producing bureau-wide financial
statements in each of our bureaus since Fiscal Year 1992, and are presently
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. developing consolidated Fiscal 1994 financial statements for the Department
on a pilot basis. As a result, I believe that the Department is well positioned to
comply with the Government Management Reform Act requirement to
prepare consolidated Departmental financial statements by 1997.

With regard to audited financial statements, six of the Department's twelve
entities received "clean’ opinions for Fiscal Year 1994 results. They are: the
Minerals Management Service; Bureau of Mines; Bureau of Reclamation;
National Biological Service; Office of Surface Mining; and the Office of
Territorial and International Affairs.

In my view, the discipline associated with audited financial statements
reinforces our accountability to taxpayers for the public resources entrusted
to us, and I hope to add several more bureaus to the "clean opinion" list during
my tenure as the Department of the Interior's Chief Financial Officer.

As we have moved forward with our CFO Act initiatives, we recently launched
a comprehensive review of our financial operations — which we refer to as the
""Best Practices" effort—- to systematically review all accounting and financial
processes within the Department that could be standardized, streamlined, or
eliminated to improve efficiency and customer service while reducing cost. To
carry out this plan— which will reduce the number of accounting and finance
personnel within the Department by some 30% by 1999, we established a
Finance Officers Partnership. The Partnership, which consists of senior
Finance officers from each bureau, is presently carrying out 15 initiatives
which resulted from our "Best Practices” effort.

The Budget and Finance Linkage

In my view, one of the most important consequences of the CFO Act has been
to encourage a greater integration of budget and finance functions within
Federal agencies. At the Department of the Interior, I am responsible for both
budget and finance. Obviously, these two functions are closely related. Good,
reliable financial information is an absolute requirement once the budget is
enacted. In the course of any given fiscal year, it is the financial function that
provides feedback on the availability of funds and lays the framework for
adjustments to changing situations. At the Interior Department those changed
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situations can include a particularly heavy forest fire season, an earthquake, a
flood, or a large jump in visitor use of parks, refuges or public lands— to just
name a few. Knowing what we are spending is an absolute necessity so that
appropriate adjustments can be made quickly.

Having the budget and finance areas under the CFO is also helping us to
coordinate the objectives envisioned by the CFO Act. In today's environment,
if budget functions are not well integrated with financial results, the ability to
compare actual performance against budget estimates will be extremely
limited, at best. If we can't explain to our stakeholders what we have done
with the resources provided to us — then we are not really being accountable.

This is not to understate the practical difficulties in integrating the budget and
finance functions in the Federal setting. The Federal budgeting process is
lengthy and complex, and typically spans a three year period. At the present
time we are managing FY 1995 funds appropriated by the Congress ;
presenting the Department's proposals for the upcoming 1996 fiscal year ; and
beginning to formulate the Department's budget for 1997. The first round of
decisions on the 1997 budget to be submitted to the Office of Management and
Budget will be made before the end of the current fiscal year and before final
financial statements for that year (FY 1995) are available.

Despite these complexities, budget and financial fanctions are becoming more
closely aligned than ever before. As we move towards increased use of
performance measurement, budgets will be developed containing key
indicators (performance measures) that will be used to request funds to
manage programs and monitor progress, and to determine if we have met our
objectives. Consequently the link between budget and finance will become even
stronger. Having both these functions report to the CFO is clearly desirable.
Meanwhile, the Department has begun to routinely include performance
measures in the annual financial statemeats, in anticipation of the
requirements of the Government Performance and Results Act.

The Government Performance and Results Act
Mr Chairman, in the era of diminished resources, rising expectations, and calls
for greater accountability — that has categorized the 1990s thus far —
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producing sound, timely financial information is not enough. Our stakeholders
— the Congress, the Administration, and taxpayers want to know the results
achieved for the resources expended. In this respect, the Government
Performance and Results Act (GPRA) builds upon the CFO Act requirement
to establish systematic measures of performance, and will stimulate efforts to
establish a "performance infrastructure " within the Federal Government.

At the Department of the Interior, we have enthusiastically supported the
principles embodied in GPRA, and have taken a number of actions to create a
"performance framework" within the Department. Since January 1994 the
Department has submitted four pilot GPRA projects which have been .
approved by OMB. These are:

-- The Royalty Management Program of the Minerals Management
Service

— The Fish & Wildlife Service's North American Waterfowl
Management Plan

— The Northwest Forest Plan of the Bureau of Indian Affairs

— The U.S. Geological Survey's National Water Quality Assessment
Program

These four GPRA pilot programs represent a microcosm of the Department's
programs, and were selected to provide a sound base of experience to improve
the Department’s ability to meet the GPRA requirements for 1997 and beyond.

In February 1995, we established a Department-wide Strategic Planning
Steering Group, which includes representatives from each bureau, the Office
of Financial Management, and the Office of Budget. A key objective for the
Steering Group is to provide guidance and assistance to bureaus in developing
additional program performance measures, and in preparing strategic plans.
As of this date, we have developed a number of performance measures,
indicators for key programs, and preliminary strategic plans for a majority of
the Department's bureaus. -

At this point I would like to share what we have learned from our experiences
with GPRA thus far..
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Lessons Learned From GPRA Pilots

With regard to our experience with the GPRA pilots, the news has been
somewhat mixed.

On the one hand, I believe that the GPRA pilot involving the Royalty
Management Program of the Minerals Management Service has been quite
successful. The mission of the Royalty Management Program is to ensure the
efficient, timely and accurate collection and disbursement of minerals leasing
and production revenue due to the U.S. Treasury, States, and Indian tribes
and allottees. During Fiscal 1994, some $4.4 billion in minerals collections were
made.

The Royalty Management GPRA pilot involved an effort on the part of MMS
employees to develop a series of program performance measures which
correlate with the stated objective of ensuring that revenues due are paid
accurately, voluntarily, and on-time, the first time. The MMS team succeeded
in developing a "compliance index" which directly measured actual
performance against the stated goals for the program. In retrospect, the
factors which are contributing to the success of the Royalty Management
Program effort include:

[ A program mission which is limited in scope;
0 Outcomes which could be measured and expressed in monetary terms;
0 The ability to develop a set of lower level performance measures which

relate directly to the outcome measure.

By comparison, the results from the other three GPRA pilots have been
somewbat less successful thus far. Since all three of the remaining pilots
involve variations of ecosystem projects, I will briefly summarize the
experience we had with the North American Waterfowl pilot, as it illustrates
some of the problems and challenges which must still be overcome.

This pilot combines the activities of the North American Waterfow!
Management Plan and the North American Wetlands Conservation Act.
Faced with rapidly declining wetland acreage and waterfowl populations, the
Canadian, U.S. and Mexican governments signed the Waterfowl Plan, with the
goal of restoring waterfowl populations to the levels observed in the 1970’s,

The Plan established specific habitat objectives for each joint venture for
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habitat protection, restoration and enhancement. The Wetlands Conservation
Act established a matching grant program to stimulate partnerships to protect
and restore wetland ecosystems and the migratory bird populations and other
fish and wildlife that depend on these habitats. '

After one full year of operation, a number of observations are apparent. First
and foremost, habitat improvement and ecosystem management necessarily
involve outcomes which take many years to effect. As a result, it is much more
difficult to refate the results of specific expenditures at a given point in time to
any particular outcome. .
Secondly, because of the long term nature of efforts to protect our natural
resources, factors other than direct resource expenditures can influence ]
program outcomes— and possibly in very significant ways. These would include
such uncontrollable factors as drought, floods, erosion, predators, disease, etc.

Challenges and Limitations of Performance Mea.surement

From our experience thus far, it is obvious that the ability to accurately relate
resource expenditures to specific program outcome measures involving
natural resource improvements is, and will likely to continue to be, very
challenging.

1 fully understand the pressures on Congress today to reduce public spending,
and to measure the results of resources expenditures in terms of outcomes
achieved. I would be seriously remiss, however, if I did not share my concerns
that the pressures to quantify and justify public expenditures may encourage
Federal agencies to favor performance indicators that are "easy to quantify" —
rather than those which are meaningful from a public policy standpoint.
Given the limitations of our existing knowledge regarding natural resource
management, the temptations to quantify the results of expenditures may
serve to provide a false sense of assurance that we are achieving worthwhile
public policy objectives — when we are not, in fact.

As Robert McNamara recounted in his recent book titled The Tragedy and
Lessons of Vietnam, the proliferation of performance measures about nearly
every operational aspect of the war, did not prevent us from implementing
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: fragically flawed public policies. I believe that an important lesson to be
learned is that the quaatification and measurement of performance carries no
guarantee that correct public policies are being pursued.

‘ Concluding Remarks

Mr. Chairman, I believe that the Federal Financial management community is
at an important crossroads today, as we face unrelenting pressures to do more
with less, The decade of the 1990s will prove, I believe, to be one of the most
challenging, dynamic periods ever faced by public managers. The challenge
facing all CFOs is to rethink the ways we conduct the government's business;
provide the necessary leadership to ¢fficiently manage resources; to provide
timely and accurate financial information for stakeholders and program
managers; and, most importantly, to restore the public’s faith in government.

1 believe that the CFO, GPRA and GMRA Acts are useful vehicles for
improving financial management and program performance and can assist us
in meeting these challenges. No single approach is a panacea. Each has its
limitations. Nevertheless I believe that we are building the framework for more
timely and relevant financial and program data that will assist us all.

At this tihe, I would be pleased to respond to any questions you might have.
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Hearing on the Implementation of the Chief FPinancial
officers Act Follow-up OQuestions

Question #1: The Inspector General at your department has
reported for the past three years that financial statements at
three of your component agencies are not auditable. These
agencies are: a) Bureau of Indian Affairs, b) National Park
Service, and c¢) U.8. Geological Survey.

What are the problems that make these financial statements
unauditable? What are you doing to solve the problems? When
will auditable financial statements be produced by these
agencies?

Answer #1: As a point of clarification, the Inspector General
performed CFO Act financial audits on a bi-annual basis prior to
Fiscal Year 1994. Thus, the bureaus referenced were audited or
surveyed only once prior to Fiscal Year 1994.

A. Factors Contributing to Disclaimers:
The most common reasons for disclaimers of opinion were:

1) Lack of detailed subsidiary records or reconciliations for
one or more general ledger accounts, such as accounts
receivable, accounts payable and/or fund balance with
treasury; and

2) Deficiencies in accounting for inventory, real property, and
other property, plant and equipment accounts. These
accounts have historically been maintained by property
management personnel, outside of the financial accounting
system. Property accounting is further complicated by the
fact that many of the Department's significant properties do
not have identifiable costs-associated with the items.

In addition, the Accounting Operations of the National Park
Service were found to be a material weakness, and reported as
such in the Department's 1994 Federal Managers' Financial
Integrity Act Annual Reporting. A comprehensive correction plan
has been developed and the material weakness is targeted for
correction by 1996.

B. Steps underway to solve_the problems, and expected timeframe
for auditable financial statements:

1) The National Park Service formed a task force in January,
1995 to develop and reconcile subsidiary listings and

1
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correct general ledger balances in order to ensure that: (1)
Fiscal Year 1995 financial records are auditable; and (2)
procedures are in place to maintain and regularly reconcile
the accounts in the future. The Bureau expects to receive a
qualified opinion by the Office of the Inspector General on
the Fiscal Year 1955 financial statements of NPS.

2) The US Geological Survey has worked cooperatively with the
Inspector General to identify and correct property
accounting issues, and to determine alternative procedures
for verifying the reliability of USGS's financial data.
Based on procedures performed to date, the Bureau expects to
receive a qualified opinion by the Office of the Inspector
General on the Fiscal Year 1995 financial statements of
USGS.

3) The Bureau of Indian Affairs has prepared a detailed
schedule for reconciliation of subsidiary records and
completion of the Fiscal Year 1995 financial statements.
Progress briefings are held no less than monthly. Based on
procedures performed to date, the Bureau expects to receive
a qualified opinion by the Office of the Inspector General
on the Fiscal Year 1995 financial statements of BIA.

Question #2: Do the Interior agencies that had unauditable
financial statements for fiscal year 1994 have highly qualified
CFOs?

Answer #2: While not required by the CFO Act, the Department
has chosen to apply the same qualification standards to bureau
CFOs as it does for the Departmental CFO. As a result, we
believe that, as a group, bureau CFOs are extremely well
qualified to carry out the responsibilities mandated by the CFO
Act. Fipally, continuity of the CFOs has been acceptable
although, in the case of the Bureau of Indian Affairs, continuity
has proven to be a problem.

Question #3: The Interior Office of the Inspector General spent
$2.4 million and almost €,000 staff days to audit the fiscal year
1994 financial statements. That is a significant investment, and
warrants attention to the results of those audits. What
procedures do you have in place to ensure that findings and
recommendations from these audits are adeguately addressed? Why
have the auditors continued to find the financial statements of
some bureaus and offices unauditable year after year when

2
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corrective actions should have been taken to fix the problems?

Answer #3:

A. Audit Costs _of $2.4 Million

The Office of the Inspector General spent approximately 10%
of its annual budget (of $24 million) to perform financial
statement audits for Fiscal Year 1994. The value to the
Department is two fold. First the audit process requires
increased discipline within the financial operations of a bureau
and focuses attention on good financial management to produce
auditable financial statements. Second, producing financial
statements provides a valuable form to present the results of
operations to the public. Bureaus have found the overview
portion of the financial statements are of particular value in
communicating bureau performance.

In assessing the costs and benefits of the financial audit
program, it is important to note that the Department has been
producing {and auditing) entity-wide financial statements in each
of its bureaus since 1991. The decision to prepare bureau
financial statements has undoubtedly increased the audit costs
incurred by the Inspector General. However, it has also placed
the Department in an excellent position to comply with the
requirements of the Government Management Reform Act of 1994,
which requires agencies to prepare consolidated financial
statements by 1997.

B. Procegses to Ensure that Findings and Recommendations are
Adequately Addressed

The Department uses a number of mechanisms to ensure that
audit findings and recommendations are being adeguately
addressed. First, the OIG discusses all material audit findings
and recommendations at exit conferences with bureau management.
Audit findings and recommendations are then formally reported in
final audit reports and management letters.

The unimplemented recommendations in final audit reports are
referred by the OIG to the Department and entered into the
Departmental audit followup tracking system. While the
Department's overall goal is to implement audit recommendations
as expeditiously as possible, the nature of certain corrective
actions, and resource constraints may prolong final
implementation for periods of up to one year or more. Bureau
progress in implementing audit recommendations is tracked and the
status reported to Congress on a semi-annual basis in the
Secretary's Semi-Annual Report on Audit Followup. During the
past two years, the Department has made significant progress in

3
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reducing the number of pending audit reports with unimplemented
recommendations.

Finally, in some instances the deficiencies identified during
the audit of bureau financial statements were significant enough
to warrant reporting as material weaknesses in the Department's
Federal Managers' Financial Integrity Act Annual Report. In each
instance, a detailed corrective action plan with major milestones
is prepared by the bureau, and the Department tracks bureau
progress toward achieving those milestones on a quarterly basis.

C. Why the Financial Statements of the Three Bureaus Continue to
be_Unauditable

The reasons for the audit disclaimers are discussed in our
response to Question #2. As noted in that response, the
Department expects to have auditable financial statements in each
of its bureaus for Fiscal Year 1995.

Question #4: How successful have you been in placing well
qualified financial management executives in each of the
Department's bureaus and offices?

Answer #4: As noted in our response to Question #2, the
Department believes that, as a group, the bureau Chief Financial
Officers and Deputy Chief Financial Officers are extremely well
qualified to carry out the responsibilities mandated by the CFO
Act.

Question #5: How does the training program for Interior's
financial management staff compare to the requirement in the
audit community that auditors maintain their sxills by obtaining
80 hours of training every 2 years?

Answer #5: The Department of Interior recognizes that the
rapidly changing environment for financial management makes it
essential to maintain and upgrade the professional skills of the
financial management staff. The Department has responded to this
challenge by committing to the development of a department-wide
financial management training and development program, which is
presently under review by the Department's CFO Council.

The training and development program curricula closely

4
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parallels the recommended training approach proposed by the Joint
Financial Management Improvement Program (JFMIP). Several
notable features of the plan include a provision for cross
training personnel, and a process of certification for several
levels of proficiency.

The departmental program compares favorably with programs
offered within the audit community. However, continued
uncertainties surrounding our budget may preclude the full
implementation of the program in the foreseeable future.

Question #6: How much training are financial management staff
currently reguired to obtain each year?

Answer #6: Traditionally, the Department has encouraged
bureaus to provide finance and accounting staff with at least 40
hours of training annually. In recent years, budget reductions
and other circumstances (such as buy outs, streamlining, and
changing missions) have adversely impacted our ability to provide
the full 40 hours of training. However, the Department believes
that through its financial management training and development
program, it may be able to reduce the cost of training, and
provide training that more uniformly meets the needs of the
Department and its bureaus.

Question #7: How does the Department monitor the training
obtained by financial management staff, both at the Department
level and the component agencies?

Answer §7: The Department does not currently monitor
financial management staff training at the Department level.
Individual components are responsible for training of staff.
However, the Department has recently hired an individual to
develop a training and development program for the Department.
This training and development program has a provision for
monitoring financial management staff training at both the
Department level and at bureau and office levels. A monitoring
mechanism is necessary to certify individuals completing the
various levels of proficiency, and to track certified financial
managers maintaining their certification. The program calls for
the program coordinator to be responsible for tracking program
participants. This would be done through the individual
development plan (IDP)} which is submitted annually to the program
coordinator. The program coordinator would then track the

5
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employee to determine if the IDP is being adhered to and to
provide a quarterly report to managers on the progress of their
employees in terms of obtaining certification and maintaining
certification.

Question #8: Does Interior have an integrated financial
management system?

Answer #8: OMB Circular A-127 defines an integrated financial
management system as

"__ _ aunified set of financial systems and the financial
portiones of mixed systems encompassing the software,
hardware, personnel, processes (manual and automated),
procedures, controls and data necessary to carry out
financial management functions, manage financial operations
of the agency and report on the agency's financial status to
central agencies, Congress and the public.

Since implementing the Federal Financial System in the past
few years, the Department has made substantial progress toward
complying with the OMB definition for an integrated financial
system. However, the Department does not, at the present time,
meet the OMB definition in two respects. First, not all
operating systems are linked electronically to the core financial
system operating at the bureau level. Secondly, the Department
continues to operate two core financial system applications (FFS
and ABACIS), because the funding necessary to migrate to one
system, though requested by the Department, has not been
appropriated in recent years.

To integrate financial data from various financial
management systems, the Department is currently in the process of
implementing, on a pilot basis, a Decision Support System/
Executive Information System, which will integrate data from the
two core financial system applications as well as data from
certain other financial management systems within the Department.
This system will be tested during the Fall of 1995.

Question #9: What are the key ingredients in the process for
developing an integrated financial management system at the
Department of the Interior?

Answer #9: There are three main ingredients in Interior's
migration to an integrated financial management system.
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First, the Department uses available commercial off-the-
shelf (COTS) software to support financial management systems
requirements. COTS software generally costs less than in-house
system development efforts. Moreover, the use of COTS software
allows for a more timely system implementation and provides for
integration of related functions such as federal ledger
management, funds management, payment management, receipt
management, cost management, and financial reporting in the core
financial systenm.

Second, the Department uses cross-servicing to its own
bureaus, as well as other Federal agencies as a systems strategy
for providing consistent, high quality support for financial
management services. Cross-servicing is provided through the use
of two Administrative Service Centers (ASCs). The ASCs provide
standardized financial management systems; provide cost
effective, routine administrative processing; enable bureaus to
devote mainframe computer capacity to program/mission support;
and reduce the need for administrative computer support in
individual bureaus.

Third, the Department is undertaking efforts to establish
financial management systems with standardized information and
electronic data exchange between the core financial system and
other financial and mixed (program and financial) systems.
Various initiatives are underway within the Department to
establish Departmentwide standardized financial data
classifications and improve electronic transmission of data
between financial systems.

Question #10: What is your plan, timetable, and cost estimate
for implementing an integrated financial management system?

Answer #10: The Department's plan is to provide an integrated
financial management system that encompasses electronic linkages
of the personnel/payroll, procurement, and property systems with
the core financial system.

An electronic linkage between the personnel/payroll system
and the core financial system already exist.

The electronic interface between the procurement system and
the core financial system is targeted to be completed by January
1996.

A property module, with an electronic linkage to the core
financial system, has been developed and implemented in two
bureaus. In Fiscal Year 1996, planning will commence regarding

7
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the possible implementation of this integrated property module in
other bureaus.

Additional initiatives aimed at further integrating the
financial management system will to be undertaken within funding
limitations.

Question #1i: Do the current financial management systems in the
Department and its component agencies consistently produce
accurate and reliable financial information?

Answer #11: All bureaus prepare financial reports consistent
with OMB Form and Content guidance, and communicate trial balance
information to the Department and Treasury based on the
Government-wide Standard General Ledger. Additionally, the
Department has launched a multi-year Data Stewardship initiative
~- to assure that financial information conforms to the highest
possible standards for consistency and veracity in the future.

Question #12: (A) If agencies contracted out work to certified
public accounting firms, how would they ensure that the auditors
paid adequate attention to what they considered important?

(B) If certified public accounting firms were asked to
report on management assertions on, for example, internal
controls or compliance with applicable laws and regulatioms,
these engagements would not necessarily be done under generally
accepted auditing standards but under the new standards for
attestation engagements, which would require the agency to
determine what it wants the CPAs to examine and to specify what
procedures should be included in the engagement. Who would
negotiate and write these contracts? Who would monitor them?

Answer #12:

(A) _Assurance that Exterpal Audits Paid Attention to Priority
Problems

As noted in Section 304 of the CFO Act, financial audits may
be performed by either the Inspector General, or by an
independent external auditor under the direction of the Inspector
General. Thus, if an external auditor were to be engaged by the
Inspector General, the external auditor would very likely be
briefed on issues deemed important by the Inspector General, and

8
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the subsequent audit work plan would undoubtedly reflect these
priorities. At the Department of the Interior, we work closely
with the Inspector General in identifying areas requiring
priority attention; establishing financial audit work places and
schedules; and participate in regular progress reviews of
financial audits. This arrangement has proven to be quite
satisfactory.

(B)__Management Assertions on Internal Controls and Compliance

with Laws and Regulations

Audit assertions regarding internal controls and compliance
with laws and regulations are a required and integral part of a
financial audit under the CFO Act. The procedures to support
these assertions would have to comply with audit standards
published by the General Accounting Office (yellow book),
irrespective of whether the financial audit is performed by an IG
or by an outside CPA firm.

There may also be instances where agency management desires
a more detailed, comprehensive review of certain areas (beyond
that which would normally be provided in a financial audit). In
those instances, agency management would develop agreed-upon
procedures, which would be carried out by the external auditor.

As noted above, however, assertions regarding internal
controls and agency compliance with laws and regulations, are an
integral part of a Governmental financial audit, and are subject
to the provision of the GAO Yellow Book.
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Mr. HorN. Thank you very much. We appreciate the testimony
of all of you.

Let me ask a few questions, and all of you can feel free to chime
in. This isn’t limited to any one of you. Some of these are very gen-
eral questions.

The Comptroller General, in his prepared statement, which has
been filed for the record, said, “Seriously inadequate automated fi-
nancial management systems are currently the greatest barrier to
timely and meaningful reporting.” Would each of you agree with
that statement, and do his comments apply to your agency?

Why don’t we start with Mr. Williams.

Mr. WiLLiaMs. Yes, Mr. Chairman, we would wholeheartedly
agree with that statement that our cardinal, fundamental problem
in producing good, reliable financial statements is in our financial
systems. We've got a constellation of, originally, 43, now 29 agen-
cies, all speaking different languages, if you will, in terms of ac-
counting. I heard one wonderful phrase called “mom and pop sys-
tems.” We've got many of these mom and pop systems out there.

The only way you can proceed is in a phased, incremental, what
we call chewable bites way. What we have tried to do is, one, estab-
lish one official information architecture, or to use a better term,
one set of standards or language for everyone; and two, focus on
the foundation, proceed from that foundation to look at the individ-
u}z‘al agency systems and begin to rethink them and reengineer
them.

Another thought is that, as we talk about consolidation, we be-
lieve the best way, ultimately, to proceed with consolidating all
these systems is through—because I think this is another angle at
producing good flow of information—you are less likely to have a
problem with your flow of information if you're using one or two
systems, as opposed to, you know, 80 or 90. Rather than issuing
a decree from on high saying, “You will now have one system,” use
cross-servicing as a device to try to get at this, with a kind of Kevin
Costner theory that, if you've got a good system, people will come.

I think, to echo what Bonnie has said, if you've got a cross-servic-
ing exchange between the different agencies, you also tend to share
better information between and among them.

Mr, HorN. I think there has been great Qraise in previous testi-
mony for your New Orleans operation. Isn’t that where you have
it, or am I wrong on the city?

Mr. WiLLIAMS. That’s correct, Mr. Chairman. We appreciated the
Comptroller General’s advertisement for the NFC.

Mr. HorN. Who is giving the guidance in terms of common soft-
ware, let’s say? Because you all have basically the same financial
problems. Have we got a standardization on the software from
OMB, or what?

k‘[lr. WiLLIAMS, I think Al can speak very authoritatively on this.

Mr. TUCKER. I'm the chairman of the CFO Council’'s Financial
Systems Committee. We have a program to acquire and put on a

SA schedule contractor-developed, off-the-shelf software.

We don’t dictate what that software should be like in terms of
architecture, and so forth. We do have standards or core require-
ments that the contractors have to meet, and we test them to see
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that they meet these core requirements. And then the agency that
wants to acquire that particular software has to determine whether
that software can fit its environment and do what they want to do.
Often it has to be tweaked and modified in order to handle the
uniqueness of a given agency.

Ms. CoHEN, Mr. Chairman,

Mr. HoORN. Yes.

Ms. CoHEN. If I could add to Mr. Williams on your question, is
our single biggest handicap automated financial systems, good
automated financial systems? I think that that is a real problem,
but I also think a problem is the training and background of the
individuals involved.

We were implementing a major system last year, and we're
downsizing and bringing on a lot of new automation, and we have
been trying to obtain funds to train people to use these systems.
And that’s very difficult to do. Without that training, people can’t
really use these systems to the fullest.

Mr. HorN. That's a good point, and obviously this has come up
before in hearings and discussions I've had with Chief Financial
Officers. Where is the responsibility for that training, with the
agency, with OPM, what?

Mr. FiscHER. Mr. Chairman, the CFO Council has a Human Re-
sources Committee which has helped us bond together to try to
offer, on a collective basis, training. I think that's getting at some-
thing that’s very, very needed. I think also all o% us, and I cer-
tainly, as a CFOQ, feel specific and direct responsibility that all the
financial people in our organization get the maximum amount of
training, be it available, if you will, off the shelf or from other
sources, or things that we just need to develop in-house.

I think, also, that one of the things that doesn’t happen nearl
enough is that we get true, meaningful, on-the-job training, includ-
ing experiences in other organizations. Al and I have both been, I
think, very fortunate to have served in different major departments
where you get a different perspective. I've often said, if I could
change one thing, it would be that we would do a lot more move-
ment of our resource in our people around. The military does a su-
perb job with their people. On our side, we don’t get at that nearly
as much as we should, in my opinion.

Mr. HorN. I completely agree with you. The whole purpose, I
would think, of the senior executive service was to move generalists
around, and yet I know the mentality, whether it be the private
sector, universities, or the public sector, which is, “We’re unique.
You can’t move us around. That person can’'t come here. They won’t
understand what we do.” It's utter hogwash. They do understand;
and could probably put it in a broader perspective.

I can’t think of anything really unique, let’s say, about the De-
partment of Defense that private corporations that have inventory,
assets, and are very complicated, have not also dealt with. .

Mr. TUCKER. We often bring people in from private industry for
appointed positions who have those kinds of experiences. So they
definitely are applicable.

Mr. HORN. Sure. And I think the idea of sharing the training—
now, does the question get down to, will the agency pay the cost
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of that person being trained to the agency training them? Is that
one of the problems?

Ms. COHEN. In our case, the problem is appropriations. As the
budget goes down, they are taking out the training money first.

Mr. HORN, Who is “they”?

Ms. CoHEN. The appropriations committees. I think that the un-
derlying rationale is that the policies, major missions of the depart-
ment, are being squeezed, so they try to protect those by reducing
the training. In connection with the Park Service, we did have in
a major request for training funds, and that was reduced. We also
have the same problem within the department. We have limited re-
sources, and we're fighting to keep the training money as we de-
velop our budgets.

Mr. HOrRN. What usually gets priority by the department over
training? What sort of things do they put ahead of it when they are
squeezing training?

Ms. COHEN. Visitor services in the Park Service. We're talking
about, in this case, financial training, not ranger training.

Mr. HORN. Sure. Exactly. Exactly.

Ms. COHEN. Visitor services in the Park Service.

Mr. HORN. So that’s where they want the training, because that’s
their prime mission.

Ms. COHEN. Sure.

Mr. HORN. And the attitude is, “You can pick up after I finish.”
I think I know the attitude. Of course, the CFO Act was put on the
books to try and turn some of that around so we would know what
it cost when you finished, which is important if you’re making judg-
ments on what type of services you're going to offer or not offer,
or could you have offered them in a more fiscally prudent way and
a more effective way.

That concerns me. Is there going to be a report from the CFO
Council on this? Because we need to educate a few people up here
on some of the appropriations subcommittees, I'm sure, plus the
authorization committees. I don’t exclude us. '

Mr. WiLLIAMS. Well, there is, Mr. Chairman, a report from the
Committee on Human Resources that Dennis referred to that
doesn’t completely cover this issue but certainly talks about the
role of training in improving financial management and some of
the challenges we face. I think we may have included that in your
briefing materials in that meeting; if not, we would be happy to
share it with you.

Mr. HORN. If a bright new member of the Civil Service decides
to go to the Department of Agriculture graduate school, pay for it
out of their own pocket, or go to a private or public university,
what kind of reward does that person get in the Civil Service? Is
there any flexibility for that to be recognized in promotion?

Mr. FISCHER. Mr. Chairman, I thinﬁnthere is. One of the things
that we’'ve encouraged at GSA is people to study for the Certified
Public Accountant exam. And we have a policy that if someone de-
cides to go for the CPA, we will pay for the preparation, we will
give them time off, we will pay for the direct examination fees. And
it gets a little dicey when you then say, “If you pass it, we'll give
you an additional bonus,” but that usually happens, maybe not so
directly, but just to try to encourage that very development.
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Mr. HoRN. Sure. Has anybody looked at that particular aspect of
trying to encourage CPAs to stay with the Government, or do they
just feel, “Gee, we’re going to invest in this person, they are going
to spend a couple of years here, know all the system, go out to pn-
vate industry and figure out how to access it and work it to the
particular grantor or grantee, as the case may be?’

Mr, FISCHER. My personal experience has been that has not hap-
pened to any great degree.

Mr. HORN. You feel they have stayed with the Government?

Mr. FISCHER. They are committed to public service and stay with
it and perform, and we get our money’s worth back many, many
times from those kinds of investments.

Mr. HORN. Under the CFO, what kind of structure and hierarchy
related to the Civil Service position system does one normally have,
and what is the highest to which a professional, who is very well-
trained, well-educated, has the practice, has done the job effec-
tively, what is the most he or she can hope for in that hierarchy?

Mr. WiLLIAMS. 1 can speak for Agriculture, Mr. Chairman,
wherein we have proposed to the Secretary an organization where
we would have working with Ted and I, my Deputy and me, two
associate CFOs. These would be career SES positions: one would be
an associate CFO for policy for the financial systems, financial
standards, if you will, Government performance and results; the
other for operations such as the NFC.

Someone coming into the organization at the beginning level
could aspire to one of those jobs very easily.

Mr. HORN. What would they come in at; what position in the
general schedule?

Mr. WILLIAMS. I think it depends on the position in the organiza-
tion.

Mr. HorN. If you have a college degree, with a bachelor’s in busi-
n]esos administration, what does that get you in the general sched-
ule?

L}'{r;) WILLIAMS. I think something like a 13 or 14. Would that be
right?

Mr. TUCKER. No, no, no.

Mr. FISCHER. Actually, Mr. Chairman, I think it would be prob-
ab}llyllike a GS-7, maybe a 9, depending upon being an outstanding
scholar.

Mr. HorN. If you had a Ph.D., what would that get you?

Mr. TUCKER. It depends how you come in, Mr. Chairman. I've
been Deputy IG, and we hired a lot of accountants and auditors,
and it just depends how you come in. If you’re coming in with a
bachelor’s degree with good grades, you can start at a 7. If you're
coming in with a graduate degree, you can also start at a 7. But
if you come in under certain kinds of programs, you can move up
fairly rapidly.

And we compete. We compete very well in university systems.
Particularly if we go to smaller schools, we’re able to get the best
students.

Mr. WiLLIAMS. We're talking about someone entry level now.

Mr. HORN. Yes, that’s right, entry level.

Mr. WiILLIAMS. I mean, with no prior financial experience.
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Mr. HORN. Yes. Let’s have the staff deal with OPM and the agen-
cies and work it out. As I remember, 30 years ago, you are correct.
If you had a bachelor’s degree and pretty good grades, you could
start for sure at a 5, and you might even get a 7. If you had a doc-
torate, you would probably start at a 9 and maybe even get an 11,
and so forth. Nobody ever seemed to worry about 8 and 10 some-
how, but maybe times have changed.

That is one of our concerns as a committee, and we want to be
helpful on this. There ought to be an organized sort of academy,
it seems to me, that focuses in this area, of people with financial
management skills that can see an upward career progression. So
we would welcome any thoughts you have, and we will try to edu-
cate some of our colleagues.

It is the oldest game in town, essentially, in Congress, to save
program money by whacking something in the Secretary’s office.
Now, with the fattening and thickening of Secretaries’ offices over
the last six or seven administrations I've watched, that’s probably
not a misplaced arrow. On the other hand, it can sometimes do real
damage, and we’ve just heard about some of it, where training is
cut, and all of this, that might be in the Office of the Secretary,
under the human resource end.

Well, any other comments on some of those initial questions? Be-
cause I've got a long list here. Until the voting bell goes, I'm prob-
ably willing to go.

Mr. FisCHER. Mr. Chairman, [ would offer one thought on what
the CFO Act did do. It caused the kinds of changes in elevation of
people involved in financial management, that Tony just men-
tioned, and I'm confident, if we counted the number of Senior Exec-
utive Service people who were involved in Government financial
management in 1988 or 1989 and counted it today, that the num-
ber would be substantially increased. I know it is in the places I've
been and, obviously, I think is in A%riculture and elsewhere.

Mr. HORN. You think members of the Civil Service see a real ca-
reer opportunity then?

Mr. FISCHER. I do, sir, yes.

Mr. HORN. So there’s something to aspire to?

Mr. FiSsCHER. Yes, sir.

Mr. HorN. Well, I would hope that would be it.

Let me go back a minute to the on-the-shelf/off-the-shelf question
that we argue about, whether you are talking hardware or soft-
ware. Do you find that in the setting up of these systems in various
agencies, not necessarily talking about your own, but your mixing
with your counterparts in other agencies, small and large, that
they will try to say, “We have special problems that we must de-
sign into this,” or they have preferences for certain types of hard-
ware, and all the rest?

When you look at what has happened due to technology and the
tremendous capacity you can get out of much smaller units prop-
erly linked together, and that industry already has much of the
sof{ware that one needs for decent financial operations, I'm just cu-
rious the degree to which we’re doing what the Pentagon regularly
does, what I‘ERA has done in utter failure, is to keep adding all the
bells and whistles on until the whole project collapses.

1 wonder what the feeling is, how practical people are.
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Ms. CoHEN. I think, in Interior, people are becoming increasingly
practical, but the problem you raise is a real one. When we first
came in, the 10 bureaus, each bureau was free to develop its own
systems. At the simplest level, we had four video conferencing sys-
tems that couldn’t talk to each other. We had personal computer
systems running financial systems that couldn’t talk to each other,
and each bureau felt that they had a unique problem,

We've been working on that and developing standards, and it's
my sense, as I talk to other people, that most of the other Govern-
ment agencies are trying to develop those same kinds of standards,
and we are recognizing that we have a lot more in common than
we have differences.

Mr. HOrN. Has that been your experience also, Mr. Tucker?

Mr. TUCKER. Yes. Well, when agencies buy or agree to buy an off-
the-shelf system, it very often needs to be customized, because the
agencies already have business processes, and they have informa-
tion that is already there, and they really aren’t able to change
their business processes at the rate the technology changes. If tech-
nology is changing every 18 months, we can’t get the money from
Congress to change our process every 18 months.

So the systems have to be adapted, very often, to the processes
we have. And that is sometimes frustrating to people, because they
would hope that they could go and get something off the shelf that
would serve their needs immediately, but it never really can. It
needs to be fixed to do the particular things that they want done.

Mr. HoRN. Well, have we tried to add up all these unique things
people want? Other agencies must have run into the same unique-
ness. And is it really unique? Again, I don’t understand, when a
very complex agency on the domestic side solves the problem, why
a lot of that can’t apply to the military side.

Mr. TuckeR. Well, I think some of the things are very unique.
Even if you take a look at something like civilian personnel, which
everyboX says, well, you know, it's the same Government rules,
there still are a lot of differences in Government rules for different
kinds of civilian personnel. We have, for instance, civilian mariners
who work for the Department of Defense. We have DOD school-
teachers who work for the Department of Defense.

We have particular needs that our systems have to accommodate
that other systems don’t accommodate. Consequently, we have to
make changes if we're going to take on some system to do that.

Mr. HORN. Well, let's taie schoolteachers. You have the Amer-
ican ;schools abroad, and do you pay them directly or do it on con-
tract?

Mr. TUCKER. They are direct employees.

Mr. HORN. Direct employees.

Mr. TUCKER. Yes.

Mr. HORN. Are they in the career service?

Mr. TUCKER. They are paid under different rules. I think they
are career employees, but there’s a different set of rules for them
than there are, for instance, for Dennis and me.

Mr. HoORN. I mean, were these mandated by OPM or mandated
by Congress?

Mr. TUCKER. Probably most of them are congressional, because
they have the types of pay that they can get, when they can get
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them, when they are employed, and such. And particularly, if they
are overseas, they have overseas allowances that have to ﬁe added
to their pay, and such.

Mr. HorN. OK. But the State Department faces that; USIA faces
that. When an agricultural attache goes overseas, conceivably they
face that.

Mr. TUCKER. Yes, they have a different salary scale, because
State Department has foreign service officers and the associate for-
eign service officers, and such.

Mr. HorN. Well, I would love to have, from any of you who want
to, at this point in the record, some of the examples of uniqueness
that we have to tailor these systems to accommodate, when you
think that we're talking fiscal matters.

Yes, Mr. Williams.

Mr. WILLIAMS. I was just going to say, Mr. Chairman, what we're
trying to do is strike a balance%etween, on the one hand, the ex-
treme where you're just doing everything yourself and reinventing
the wheel, and that’s certainly something that we all condemn; on
the other hand, taking something off the shelf with no adaptation
or modification, and that’s not going to work either.

I think what we want to do 1s, as much as possible, take the sys-
tem off the shelf, use its properties as a kind of baseline common
dﬁnominator, and wherever possible reengineer on the basis of
that.

Mr. FiscHER. I would add, Mr. Chairman, that many years ago,
as we looked at financial systems, we saw them as an integrated
nice, simple kind of laid out schematic, a whole series of steps, and
of course the customer saw as one gigantic black box. I think what
technology has brought us is that the overall system is going to
look like a quilt, and they are going to have ]ittie pieces that are
§oing to be patched together, and they are going to talk back and

orth, and, hopefully, we will be able to move those pieces in or out.

I had the opportunity to go up and speak with a counterpart
from the Canadian Government. One of the common things that we
felt we learned from that was something Tony mentioned earlier
that to do these things, you've got to do them in small, bite-sized
increments. I, frankly, am scared to death of the multimillion-dol-
lar, big, single system, because you put all your dice on it and they
come easily up wrong.

I think we're learning to take smaller pieces and adapt tech-
nology and, frankly, in many cases, to get out of that unique, has
to be done here, it all has to look elegant, and all together syn-
drome that has plagued us.

Mr. HorN. I think you're right. You do get to the point, though,
if the GAO is trying to audit the Federal éovemment, does a]luﬁle
uniqueness in separate systems enable it to do a proper audit?
Maybe it does. I don’t know. What is your experience when GAO
has come in on just even a pilot basis? Can anybody really have—
I mean, is there difficulty in accessing the records and auditing,
when they are used to certain standards in private industry? Are
they getting those same standards in the Federal Government?

Mr. FIsCHER. Our financial statements are audited and have
been for a number of years by a private CPA firm,

Mr. HORN. And there has been no problem?
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Mr. FisCHER. They don’t seem to have much difﬁculti. I mean,
there are unique ways we do business and different businesses
we're in, but my sense is, in talking with them, they are not too
Ereatly different than what they encounter whether they go to

ockheed Martin or General Foods. They have to be adaptable, and
they are the same basic processes, and they just find them and
audit them.

Mr. HorN. At each of your agencies, I'm curious how the Inspec-
tor General has reported on the issue of adequacy of automated fi-
nancial systems.

Has there been any problem in the Interior?

Ms. CoHEN. We have 10 bureaus, and we have 6 that are easy
to audit, probably 2 that are somewhat more difficult and improv-
iniqeve}?' day, and 2 that are difficult.

r. HORN. What makes those differences; can you put your fin-
ger on it?

Ms. CoHEN. I think the differences are the financial systems, the
training of the individuals involved, and the backgrounds, the his-
tory. In the case of something like the Minerals Management Serv-
ice, where the function has been around for a while and people
know and understand it, they have good historical records. In the
case of a bureau that is more difficult, not only are the systems
weak, but the historical information is not readily accessible or
well-organized. That makes for a very difficult audit.

Mr. HorN. How about GSA?

Mr. FiscHER. We've really not had any problems in the auditing
of our systems, although I would comment that our systems are an-
cient, and yet we've been able to, with a lot of good people and
some good processes and a businesslike approach, achieve unquali-
fied audit opinions since 1988. We've got to repiace them to sur-
vive, but they have stood the test of time. Unfortunately, some of
the time is running out on the technology to actually keep them op-
erating.

But, generally, with our audits by the Inspector General, they
tend not to just focus on the system but the entire process and the
result, rather than coming in and looking just at the automation.

Mr. HorN. How about Defense?

Mr. TUuckER. The IG has identified systems as one of the major
problems, if not the major problem, in preventing the auditors from
giving us clean opinions on our statements. Qur systems are basi-
cally fund accounting systems for the most part; they are not trans-
action-driven, double-entry systems. Much of what is in place in
the Department of Defense, on the logistics side, for instance, are
separate, stovepipe systems.

o when you need information for posting in a general ledger ac-
count, you have to go to another system and get the information,
and if that system doesn't have the sort of audit trails in it that
the auditors would look for, it’s very difficult for them to reach an
opinion on those systems. So systems are our biggest problem.

Mr. HORN. Do you know the history of that system, how they
went in that direction and didn’t tie in the acquisition logistics por-
tion with the financial system?

Mr. TUCKER. Well, yes, it l%oes back to the fact that the main in-
terest of the Department of Defense or the Government or the Con-
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sress at that time was to control how money was spent. And we
eveloped a financial system to control that. Once the money was
spent, we were concerned about how the equipment was used, who
controlled it. And when you’re going to war, you need to be sure
you have the control of the inventory system, that you have the lo-
gistics, stuff that was another perspective and another group of
people in the department who were responsible for that.

Mr. HORN. And they weren’t talking to each other? And there
was no need at that time; is that it?

Mr, TUCKER. There was no need to talk to each other at that
time. You procured and you provided the equipment, and then the
operators accounted for and used the equipment and the inventory.

Mr. HorNn. Well, we've heard good things about the Air Force;
they apparently have a pilot project now going, trying to straighten
their system out. Is there any similar activity on the part of the
Army or the Navy?

Mr. TUCKER. The Army has a very proactive program in relation-
ship to its financial statements. Army ﬁnanciaf officials have been
working very closely with the Auditor General of the Army and
with the IG. The Navy is just beginning, and I think their first
audit is of their 1995 or 1996 statement coming up.

Mr. HorN. I note in fiscal year 1992 and fiscal year 1993, the
Navy had no audit performed.

Mr. TuckeR. That's right. The CFO Act at that time named only
the Air Force and the Army as pilot organizations.

Mr. HORN. Now, both the Army and the Air Force for those fiscal
years said “Disclaimer.” How do we translate that so we can all un-
derstand it?

Mr. TUCKER. Well, it means that the auditors were not able to
reach an opinion about whether the statement fairly represented
the financial operations of the organization at that time. It is no
opinion; unable to reach an opinion.

Mr. HoRN. We can’t translate that as they simply threw up their
hands and didn’t know what they were digging into, because they
couldn’t tell what related to what?

Mr. TUCKER. I think that would be a little bit of an exaggeration.

Mr. HorN. You think I'm being harsh.

Mr. TUckeR. They didn’t throw up their hands; they certainly
worked long and hard at it. They spent over—I'm not sure how
many man years—I think over 400 man years. So they didn’t just
give up; they did the audit and did the tests they thought were nec-
essary, but they were unable to reach an opinion as a result of
those tests.

Mr. HORN. Yes. I note here there’s—apparently, specifically the
Air Force has had its financial statements audited every year since
fiscal year 1988. That audit and virtually all subsequent audits of
DOD entities have resulted in qualified, adverse, or disclaimers of
opinions because of the unreliability of the reported financial data.
What generally leads to that unreliabilit:y of financial data? I
mean, is it that they are missing something?

Mr. TUCKER. It's, again, the systems, the systems that were not
designed to develop a financial statement, were not designed to
provide that kind of information. It's not within the accounting sys-
tem. You have to go and get the data and post your general ledger
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from other systems, and you have to then rely upon the reliability
of those other systems. Knd they weren't designed to provide the
sort of tracking that an auditor would like to have.

Mr. HORN. We read in the paper recently—I've forgotten the
exact amount—but it was around $15 billion that was floating
around somewhere in the Pentagon; nobody could find it. They
thought it probably hadn’t been misused, but nobody knows where
it is. Are you familiar with that situation, Mr. Tucker?

Mr. TUCKER. Yes. I don’t doubt you could have reached that con-
clusion from the media report on that, but that was an exaggera-
tion.

Mr. HoRN. You mean it’s only $14.9 billion?

Mr. TUCKER. No, no.

Mr. HORN. What's the exaggeration?

Mr. TUCKER. No, that money was spent to pay just debts of the
U.S. Government that were properly presented and properly cer-
tified by people who were in a position to certify that we owed this
bill and we needed to pay it to the public, for one reason or an-
other. But because of our accounting system, we were unable to, in
all cases, track that gayment back to a specific obligation on the
books. We might be able to tell, generally, where the obligation is,
but not the specific obligation.

So it’'s more of an accounting/bookkeeping problem as opposed to
losing the money. We did not, in almost every one of those cases,
spend the money improperly. We spent it for something that was
necessary, and tie bill was a just debt of the U.S. Government.

Mr. HORN. I note, and I will put in the record at this point, the
letter from John J. Hamre, who is the Under Secretary of Defense/

Comgtrol]er, a letter to the chairman of the authorizing committee,
Mr. Young of Florida, who heads the Subcommittee on National Se-
curity. :

[The letter referred to follows:]
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-NCER SECRETARY CF ZEFEI
100 CEFENSE PENTAGON
HASHINGTIN CC 293011100

Honcraple C. W. 3ill Zcurng

Chairman, Subcommittee on Naticnal Security
Commitcee on Appropr.ac:ons

House of Represencatives

Wasnington, DC 20515

Dear Mr. Chairman:

On May 14, 1995, the Wasningrton Post printed a startling
article about the condition ¢ our finance and accounting
operations in the Department of Defense. I feel it is necessary
to write you about this article because it implies that the
Department's finance and accounting systems are so flawed and
error prone that you can't trust the budget we have submitted to
you. That is flatly not the case, as I explain below.

Let me say at the outset that we do have serious problems in
our finance and accounting cperations. Secretary Perry has given
me very specific direction zo get our house in order, and as I
hope this letter will show, we are making good progress. No one
is hiding our problems and I am very willing to review them in
any detail you desire. But it is essential that these problems
be placed in a proper context. I feel that the Poat article
failed to do that. Since you undoubtedly will hear from your
constituents about the problems, I must take this means to
provide you that context.

First, our accounting problems can be separated from the
makeup and quality of the annual Defense budget. While we have
serious accounting problems, ocur budget is based on best
estimates of future needs and expected costs. Purther, it is
based on the obligation of funds, over which there is strict
oversight. Those obligations reflect the award of contracts for
goods and services. There has been very little dispute about the
accounting for obligations, i.e., for what is on contract.
Likewise, we have in place an elaborate system to determine
whether goods or services have been delivered. Rather, our
problems have concerned the matching of expenditures to
obligations, which are an important part of accounting, but a
less relevant factor in the development of budgets or the
measurement of budget execution.

When I arrived, I learned that the Department had serious
problems in matching obligations and disbursements. These vere
not the makings of my predecessor. These problems, in varying
degrees go back 50 years to the founding of the Department.

G
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ndeed, had it not been for Secretary Cheney's pathbreaking
decision to combine the var:ous f{inance and accounting offices
around the Department :incto a consolidaced Defense Finance and
Accounting Service, our problems would be dramatically worse, and
we would not be in a position zo attack these problems now.

In the fall of 1993, Secrecary Perry (then as Deputy
Secretary) directed us :0 cut our problems in half within a year.
in the process, wWe learzed the problems were even bigger than we
srought. The followinrg cnart summarizes the status and progress
we rave made. (GAO criticized us for understating the problem
earlier this year, so I am using the most all-encompassing
definition called for by GAO in these comparisons,) The three
neasures are disbursements not matched to any obligation,
disbursements that exceed obligations (negative unliquidated
cbligacions), and disbursements that are in process now.

(Dollars in Billions)
6/94 3

Category of Disbursemen:s 6/93

Unmatched Disbursements 23.0 14.4 13.3
Negative Unliquidated Cbiigacions 8.8 7.3 5.3
in-Transit Disbursemerts 16.9 13.6 9.6
Total 48.7 35.3 28.8

As you can see, over a 2l-month period we have reduced the
total problem from $48.7 billion down to $28.8 billion. That is
a 41 percent reduction, and I am very proud of that. We have had
thousands of people working very hard to make progress. In some
areas the progress has been nothing short of stunning. The Army
has reduced its problem disbursements by nearly 60 percent during
this period. This is an incredible achievement, made possible
only by exceptional efforts. Unfortunately, we still are left
with a large number of problem disbursements which we must
resolve.

I should point out, however, that these problem disburse-
ments occurred during che past 10 years during which we disbursed
over $2.5 trillion. This means our problem disbursements total
approximately 1 percent of. total disbursements, and during the
past 21 months we solved nearly $20 billion of these problem
disbursements and correctly matched our cancelled checks with
their proper accounting records. I hope we will cut this in half
during the next year.

So why are we making errors in the first place? In brief,
we have flawed business practices that have built up over the
past 40 years. When the Department was created, every
organization developed its own accounting systema. When the DPFAS
was created, there were over 250 major accounting systems in
operation. Some 30 years ago, the Department adopted & systam
vhere any one of the 300 plus finance offices can write a check
on behalf of anyone else in the Department (cross disbursing).
Although, we never write checks unless (1) there is a valid
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contract and (2) the Ilnvoice is accompanied by an independent
report from a government receiving activity indicating that we
received the goods and services, this cross disbursing process
resulted in a situacion where checks were written for valid bills
without checking first zhac there was a clear path back to the
accounting record in cone of those 250 accounting systems. The
result was a business practice (and a culture) of "pay now,
account for it lacer."

That has to stop. -1 March cf last year, I issued
directives suspending all payments from accounts "in the red."
Since that time, we have held up over 20,000 payments <o over
1,500 contractors. Today, we are still holding up 367 payments
totaling $19.2 million. We lowered the problem through the
research efforts of the past year. Also at that time, I issued
new guidelines for matching unmatched disbursements and “"negative
unliquidated obligaticas.” That policy change has had a huge
effect in reducing the problem.

The ultimate soluzioan is to preclude payment until we have a
clear match with the accounting record. We will start doing that
in July. We will star: slow, Zirst with payments over §5
million, dropping to all payments over $1 million on October 1.
Eventually we will drop that to zero. Because we process 2.5
million invoices a mon:h, we can't insist on prevalidation
immediately or we wou.d freeze up all payments overnignt.

The second serious allegation made in the Post article was
that we were willy nilly paying contractors more than we owed
them, and that often we didn't even know about it. That too is
wrong. Here are the facts.

Contractor Overpayments
($ in Millions)

FY 1993 792
FY 1994 294
FY 1995 (projected) 270

As you can see, back in PY 1993, we did pay contractors §$792
million more than we snould have, but we did recover those
overpayments. Since that time, we have devoted considerable
effort to correcting these problems and have reduced the FY 1995
overpayment to $137 million through March 1995. The projected
FY 1995 level is roughly a 65 percent reduction, and again, I am
very proud of that.

This too must be put in context. We made these overpayments
at the Columbus DPAS Center which pays some $90 billion annually.
We disburse $35 million an hour at the Columbus Center. This
means, we overpay contractors apout .3 of 1 percent, or in other
words, they get it right 99.7 percent of the time. I don't
excuse our mistakes, and we are working to correct them., But I
have to ask that you put this in perspective.
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Now you may ask (as cid GAO) how do you know the problem
isn't worse? Indeed, tne Zigqures above represent just what the
contractors have returned. How much more haven't they returned?

There could well be more that we don't know about. By law
ir is a criminal penalty for contractors to hold onto money when
they know they have been cverpaid. And every contract is audited
before it is closed and :that is usually when we catch
overpayments that have occurred.

1 am not making excuses for poor behavior. We have to get
berzer. The problem already has veen reduced by 65 percent in
the past two years and we will concinue to work on it until we
get it totally corrected. BSut please remember we atill have a
99.7 percent success rate.

et me conclude by saying that there have been countless
calls for "holding someore accountable" for this mess. I ask you
to hold me accountable. The bulk of our problems are the product
of innocent mistakes inside a very complex system where
typographical errors procuce thousands of mismatched records that
require subsequent researca. 3Some 46,000 people work in this
area (the average grade :is a GS-7) and they are working hard
overcoming the limitations of the overly complicated system we
rave given them. We are fundamentally overhauling our business
practices in this area--cuiting by 90 percent the number of
offices, cutting by over 80 percent the number of finance
systems, cutting by half the number of people in the field, and
so forth. Hold me responsible for progress. We are making
progress, and I hope to earn your confidence.

Pleagse let me know if I can provide additional information
or insights into this important area.

Siqc'fyly,
Iy

cc: Honorable John P. Murtha'
Ranking Democrat
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Mr. HORN. They noted that in the fall of 1993 Secretary Perry,
then as Deputy Secretary, “directed us to cut our problems in half
within a year. In the process, we learned the problems were even
bigger than we thought. The following chart summarizes the status
and progress that we have made.

“GAO criticized us for understating the problem earlier this year,
so I am using the most all-encompassing definition called for by
GAO in these comparisons.” All that is in brackets or parentheses.
“The three measures are disbursements not matched to any obliga-
tion, disbursements that exceed obligations (negative unliquidated
obligations), and disbursements that are in process now.”

So we have the category of disbursements as to unmatched dis-
bursements, negative unliquidated obligations, in transit disburse-
ments. And as of June 1993, there was a total of $48.7 billion in
that category. That dropped in June 1994 to $35.3 billion, roughly
$13 billion, and down in March 1995 to $28.8 billion.

And you are optimistic that some of the matching will sccur, or
is it just hopeless now, given the state of the records?

Mr. TuckeER. No, no. We have—for instance, in the last 15
months, I think, we have resolved about $15-billion worth of
mismatches or unmatched. And basically we found all of those to
be accounting problems that we were able to correct. It is a mas-
sive effort. It does take time, but it can be done, and we are em-
barked on doing that.

We began this month now with what we call prevalidation, which
is, we will not make a payment that exceeds $5 million until we
have matched the proposed disbursement with the obligating docu-
ments. And, beginning October 1, we will extend that process to all
payments that are $1 million or more. Eventually, we hope to get
to prevalidation for all disbursements, which is how we plan to
overcome this problem.

Mr. HOrN. I note that, in the Department of Defense’s Fiscal
Year 1995 Appropriations Act, the Congress passed legislation re-
quiring DOD to verify that, beginning in July 1995, for payments
over $5 million, the payments must be obligated before a payment
is made. The amount of proposed payment subject to this require-
menvt decreases to $1 million in October 1995. Does that help mat-
ters!

Mr. TuckEkR. Yes, that's what I was talking about. That is the
agreement that Dr. Hamre reached with the Congress on how we
are going to proceed here. There was a feeling, initially, that we
would match everything before we pay, but that would bring our
current payment system to a collapse. So we agreed that we had
to bring this on board gradually, and eventually we hope to get to
prevalidation of all payments.

Mr. HORN. Are you experiencing any difficulty to comply with the
$1 million requirement?

Mr. TUCKER. Well, right now we're complying with the $5 million
requirement. We began that in the first week of July. I have not
heard of any problems on that yet.

Mr. HORN. What is the ultimate aim, to complg' with all the re-
quirements, or just to stop it at $500,000, or what?

Mr. TUCKER. No, no.
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Mr. HoRN. To the guy in the average barber shop across Amer-
ica, that sounds like pretty big money. In fact, it sounds like pretty
big money to me.

r. TUCKER. Oh, I understand that, yes. No, our plan is to even-
tually prevalidate all disbursements.

Mr. HOoRN. Well, let’s hope so. With all the money we give the
Pentagon, you would think they could get the financial accounting
system straight. And I must say, my other squabbles with them are
on just some of the silly things they invest in and waste billions
of Jollars, but that’s another story. We will be pursuing that in an-
other forum,

What I'm interested in here is, could you indicate whether you
have the responsibility, each of you as CFOs, for budget formula-
tion and execution, and whether having both is important, in your
judgment, for improving financial management. Are there any of
yoluowho are not involved in the budget formulation and execution
role?

Does Agriculture have it?

Mr. WiLLIAMS. I don’t, sir.

Mr. HORN. You don’t. So you have strictly the financial manage-
ment role, in terms of the C%’O.

Mr. WiLLIAMS. That’s correct.

Mr. HORN. Who does the budget formulation and execution at

A%Giculture?
r. WILLIAMS. There is an Office of Budget Program and Analy-
sis that reports to the Deputy Secretary.

Mr. HorN. How about in Defense?

Mr. TUCKER. In the Department of Defense, our CFO is also our
Comptroller, so he is responsible for budget. If I understand you on
“execution,” and I'm not sure that I know what you mean ﬁy the
term exactly, once the money is made available by the Congress
and the Comptroller apportions the money, or it’s Kroportioned to
us and then we dole it out to the services, then the services are
mostly responsible for the execution of the programs.

Mr. HORN. Yes, but the tracking of that money.

Mr. TUCKER. The tracking of that money is the responsibility of
]})Iefense Finance and Accounting Service, which does report to Dr.

amre.

Mr. HORN. Right. How about GSA?

Mr. FISCHER. Yes, sir, I have both budget formulation and budget
execution, and we have a centralized accounting operation. We also
have strong financial management in our components. And one of
the things that is an important area is that I have to agree with
the selection of the controllers in each of our components, and I
have to sign in and a?ree upon their annual appraisal and bonus,
if any, because they all are in the Senior Executive Service.

And T would also opine, having been in three different depart-
ments, that I think for a CFO to function appropriately, you have
to have the budget execution, budget formulation, financial ac-
countirllf, and financial management systems responsibilities.

Mr. HORN. Now, is there a separate Office of tﬁe Budget in GSA?

Mr. FISCHER. It is, but it works for me. So I have an Office of
Finance, an Office of Budget, an Office of Financial Management
Systems, and an Office of Financial Management.
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Mr. HorN. Could one, in these terms, however defined—and
that’s what I'm interested in—have, as a CFQ, the budget formula-
tion responsibility and its execution and still have a separate budg-
et office?

Mr. FiScHER. I don't think so, sir. I think, if there’s a separate
bfl'xdget office, it has got to be involved at least in the formulation
of it.

Mr. HoRN. Well, I can understand it in laying out the practice
and pattern in the past. I can understand it in making sure all the
numbers are accurate and we are counting what we think we're
counting, and so forth and so on.

Conceivably, one could say that you then have a more policy-ori-
ented office that is carrying out the wishes of the Secretary or the
administrator, and you're putting values on it that maybe in the
budget formulation, in the more staid view of that word, you
wouldn’t be doing. You would simply be making sure that what the
budget people are saying is accurate and has properly been drawn
from the data base.

Ms. CoHEN. I think that with the three important financial acts,
it grows increasinFIy difficult to separate budget from finance, be-
cause the budget loop is going to be the loop that’s involved, as is
the finance loop, in these performance measures.

Mr. HORN. Right.

Ms. CoHEN. And one of the things you want to be sure is that
that information feeds back into policy decisions. Without having
those two functions closely related, I think, under the CFO, you
can't be sure that that information is the basis of policy decisions
in the future. It may just result in reports that sit on shelves.

Mr. HorN. Yes, I can see that. But apparently some of you do
operate without the budget. Agriculture has a historically very
powerful budget office. From the days of W.A. Jump in the 1940’s,
that’s been a dynamic operation. So you're dealing with one with
a real cultural history there.

Mr. WiLLIAMS. Right. It's a goal of the administration. The ad-
ministration encourages all the organizations to include both budg-
et formulation and execution in the CFQO’s duties and responsibil-
ities, strong belief of the CFO Council that, as Bonnie says, you've

ot to have this continuum or, as Ed DeSeve menticned to you ear-
ier, sir—that you've got to have this continuum and this feed of
information. We believe that it's the responsibility of the CFO, if
you will, to present you with a menu. You choose from that menu,
as a policy official, but the CFO has got to be in the kitchen prepar-
ing the different items for your selection.

Mr. HORN. Yes. Any other comments on this? Because it seems
to me some of you are operating with it and some without it.

I'm wondering how much it cripples you, as Chief Financial Offi-
cer in Agriculture, not to have that function under you?

Mr. WiLLIAMS. We've got the administration goal. On the other
hand, the administration recognizes that there has got to be flexi-
bility for the agencies or departments. It recognizes their different
traditions anﬁistories, and so on and so forth. Sir, it's like our
financial system, we've got to just do everything in incremental,
chewable bites. I think our organization is the same way: focus on
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our top priority objectives and try to accomplish those, and in the
out years look at the bigger picture.

r. HORN. When theg%ecretary has a meeting of his top staff, I
take it you, as CFO, are in that meeting?

Mr. WiLLIAMS. Right. I attend the subcabinet meetings. But like
any new officer—and I think the Secretary would certainly under-
stand this—like any new officer, spend enormous time—and this is
just, I think, at any institution—getting your office organized, get-
tingkan office, I mean, just all the basics require a lot of effort and
work.

Given the choices that were made, I think the Deputy Secreta
has made a good decision. He basically had to create a new CF'
office out of existing offices. Anytime you do that, you're going to
raise problems. And the fact that all of us have some consternation
about the end result I think probably means he made a good deci-
sion, because if you've got everybody unhappy, there’s probably
some good, basic, sound judgment.

Mr. HORN. So, essentially, the principal managers meet with the
Deputy Secretary, do they, in Agriculture, not the Secretary?

Mr. WiLLIAMS. In terms of your mission support, everything is
integrated at the Deputy’s leveK

Mr. HORN. Who represents the Budget Office in that meeting?

Mr. WiLLIAMS. There is—well, on many, many issues, as it re-
lates to policy and strategy, there is a Chief Budget Officer who
will meet with the Deputy. Some of those meetings we're involved;
some we're not.

Mr. HorN. Would that be the Assistant Secretary for Administra-
tion in Agriculture?

Mr. WiLLIAMS. No, this is a different person, sir. This is a career
SES position.

Mr. HORN. Who is the Chief Budget Officer.

Mr. WiLLIAMS. Who is the Chief Budget Officer.

Mr. HORN. And then there’s also an Assistant Secretary for Ad-
ministration?

Mr. WILLIAMS. There is also an Assistant Secretary for Adminis-
tration.

Mr. HorN. OK. Then when we get over to Interior now, you wear
both hats.

Ms. COHEN,. Yes.

Mr. HORN. What percent of your day do you spend on being CFO,
10 percent?

8. COHEN. It doesn’t work by the day; it works by the issue.

Mr. HoRN. Help us get a—average it out over the year. I mean,
are we talking about—when you are Assistant Secretary, you've got
a tremendous portfolio under you.

Ms. CoHEN. I would say that more of the time during certain
parts of the year goes to the budget, and the remainder of the year,
more of the time would go to the CFO functions. But it’s not quite
as clean as that, because you're having financial issues related to
audits arising all the time, in the Inspector General’s audits or fi-
nancial problems you discover yourself.

So I can’t give 1you a perfect answer.
ﬁnl:/lr. HoRN. Well, you inherited that split—I mean, that combined

ction.
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Ms. COHEN. Yes.

Mr. HorN. Do you have any idea of the institutional history in
Interior on why they did that, when most have a separate CFO. I
would think the law probably should have been a little more spe-
cific. But how did they go that route?

Ms. COHEN. I don't know the history. And as I said, coming from
outside the Government, in two other jobs I had them combined.
I must say it didn’t occur to me that they would have been sepa-
rate, and I doubt I would have done the job if they were separate.

Mr. HOrRN. What were your titles in the other jobs outside of
Government?

Ms. CoHEN. CFQ; Chief Investment Officer.

Mr. HORN. I see. And you had the budget function there, and you
had the Fersonnel function, and did you have other traditional
staff, public affairs, whatever?

Ms. CoHEN. Not public affairs.

Mr. HORN. Not public affairs.

Ms. COHEN. But the traditional financial functions and personnel
administration. But, in the financial area, I always had both the
bulslget and the controlling.

r. HORN, But you haven't got a real fix on how much time you
spend as CFO.

Ms. CoHEN. Well, I think budfet and—the controlling functions
are the functions of the CFQ. So [ would say that that really is how
I spend my time, as the CFO.

Mr. HorN. Well, I'm wonderinlg—it seems to me, when we've got
the mess we have in a lot of Federal departments—now, you're
pretty fortunate so far, but you don’t have all your subsidiaries, if
you will, on the plan ﬁ'et, and of those you had, as I remember, four
were doing pretty well.

Ms. CoHEN. Six are doing pretty well.

Mr. HORN, Six doing pretty well; one or two are sort of a mess,
I gather. And then the question comes down to, you know, this is
a tough business, how can one focus to solve the problem? That'’s
all I'm asking.

Ms. CoHEN. Well, you focus—and I'm trying to give you an accu-
rate answer—you focus, for example, a lot of time on the areas that
are a mess and try to improve them. Of the functions that report
to me, very little of my time is spent on personnel, but most of my
time is spent on the financial functions.

Mr. HORN. GSA, you have both?

Mr. FiscHER, I have all the traditional budget formulation
through accounting and analysis functions. We have a separate As-
sociate Administrator that has the bulk of the remaining functions
that Interior has, personnel, procurement, management support.
And we work very closely on a lot of things, but 100 percent of my
focus is on CFO functions.

Mr. HORN. Now, in Defense, Dr. Hamre has what under him?

Mr. TUcKER. Dr. Hamre has the Comptroller position established
by law. When the CFO Act was initiated in 1990, it created a posi-
tion called the CFO. In 1994, the Armed Services Committees re-
wrote the law to stipulate that the Comptroller and the CFO would
be the same person. So he holds both titles. And that was also true
in the last administration. Our Comptroller, Sean O’Keefe, held the
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title of Chief Financial Officer also. And that includes budget as
well as execution in the way you defined it.

Mr. HorN. Yes. Historically, as you know, the Comptroller role
in Defense has been a tremendously powerful role.

Mr. TUCKER. Absolutely.

Mr. HoRN. Starting from 1947,

" Mr. TucKEeR. Yes. Dr. Hamre is now an Under Secretary of De-
ense.

Mr. HORN. Right. Well, we thank you all for coming. We will
have some more questions, and we will be sending them to you,
and %ive us your best shot as an answer. I will put them in the
record.

I want to thank the staff. First, let’s thank the reporter, Mr. Ed-
ward Greenberg. We appreciate your work.

Angd the s director, Russell George; Anna Young, to my left,
the professional staff member specifically assigned to the hearing;
Tony Polzak, legislative fellow, from the Department of the Army,
as a matter of fact—hopefully, he’s learning something—and An-
drew G. Richardson, our clerk. And the minority staff, Matt
Pinkus. Thank you, Matt. Thank you all.

With that, we are adjourned.

[Whereupon, at 3:10 p.m., the subcommittee was adjourned, sub-
ject to the call of the Chair.]
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