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Mr. Chairman and members of the Committee, I am pleased to be here to discuss financial management within the Department of Defense and to give you an update on the Department’s financial management reform program.

CONTINUING LEADERSHIP COMMITMENT


I wish to reiterate the commitment to financial management reform that we made to you last year.  Indeed, transforming the Department’s financial practices continues to be a very high priority for the Secretary and the Comptroller.

Our goal for financial management reform is profound and far-reaching.  We intend to provide the Department’s decision-makers with financial data that is reliable, relevant, and timely so that they, in turn, can carefully and efficiently manage and account for taxpayers’ funds.  

You cannot change anything unless you can get your arms around the problem, and we are getting our arms around the problem.  We are taking five basic steps to achieve successful financial management reform.  We are:  

1. Rebuilding our financial management infrastructure, to include renovating our information systems and business processes;  

2. Improving the quality of the processes we use to prepare financial statements; 

3. Developing and using performance measures to target areas for improvement;

4. Ensuring that Components safeguard their assets from fraud, waste and abuse; and

5. Developing procedures to build and maintain a highly-motivated and professional financial workforce. 

BUILDING A FINANCIAL INFRASTRUCTURE
Our first step toward financial reform is building a robust financial management infrastructure.  In this sense, our program goes far beyond our past efforts to reform financial management.   Our program targets two of the primary root causes of the Department’s problems:

· The uncontrolled proliferation of antiquated and standalone financial management systems, and 

· The inefficient business processes that they support.  

It is important to note that our financial systems and processes were developed to support the budget and appropriations process.  Therefore, they unfortunately do not generate the type of financial information that meets the needs of the Department’s decision-makers.  And, they do not incorporate standard accounting requirements as required by the Federal Financial Management Improvement Act of 1996.  We intend to fix that.   

The proliferation of systems can be seen in our inventory diagram.  This schematic illustrates the complexity of the systems that produce most of the Department’s financial management information.  This diagram is itself the product of a major effort of several months.  It documents, for the first time, the Department’s “As‑Is” inventory--a vital element for change.

 There are no less than 673 systems in our inventory.  The majority of these systems manage personnel, logistics, health care and other non-financial functions.  Because they generate financial data, they are as important to financial management reform as accounting systems.  (of 673 systems, 532 are feeders, or 73 percent of total systems.)
Just to let you know what’s what, 

	COLOR
	SYSTEM

	Gray
	Accounting

	Red
	Finance

	Yellow 
	Financial Reporting

	Blue/Gray
	Personnel and Pay

	Black
	Property Management

	Purple
	Budget Formulation

	Brown
	Inventory

	Green
	Management Information 

	Magenta
	Acquisition 

	Dark Green
	Cost Management 

	Orange
	Travel

	Light Green
	Non-DoD


In addition, in October 2001 Dr. Zakheim instituted tighter controls over the development and fielding of management information systems to slow investments in systems that do not conform to our modernization effort.  We cannot afford to waste resources implementing stovepipe systems that do not talk to each other.

We are transforming our old financial management infrastructure.  We are doing this by: 

· modernizing the business processes that produce our financial information; 

· eliminating as many systems as possible; and 

· integrating and standardizing those that remain.  

We are creating an Enterprise Architecture that will serve as a plan of action linking systems and business processes in a comprehensive and integrated fashion.  These processes are now isolated from each other, across the functional areas I mentioned earlier:  logistics, health care, accounting, finance, and others.  Our Enterprise Architecture will also outline Department-wide financial management standards and prescribe stringent internal controls.  We expect to finish the architecture by March 2003.  We will then begin testing--or “prototyping”--the solution we developed in our architecture in early 2004.
IMPROVING FINANCIAL STATEMENTS

In addition to developing a robust financial infrastructure, we are addressing many of the Department’s most intractable financial problems, including those that prevent the Department from receiving a “clean” audit opinion on its financial statements.  We are already making progress in several key areas.  For example:

1. We are working with the Federal Accounting Standards Advisory Board to change the way the Department accounts for ships, tanks, aircraft, and other military equipment.  We want to record their full costs in our accounts and show those costs on our balance sheet.  This will give our managers, and the public, a clearer view of the total costs associated with these items.  

2. We are developing more accurate methods to estimate our environmental liabilities.  These new methods will help the Department report reliable estimates for its clean-up costs.

3. We are improving our ability to estimate retiree health care costs.  Our enhanced quality control program will enable us to budget for future health care costs more accurately.  Our goal is to improve the quality of health care for our retirees.

4. We are balancing our checkbook with the U.S. Treasury.  Knowing how much money we have in our Treasury accounts helps to ensure that we spend only the funds appropriated to us by Congress. 

5. We have made considerable progress documenting adjustments to our books, thus improving audit trails.  The Defense Finance and Accounting Service (DFAS) added management reviews, upgraded documentation requirements, and introduced additional reconciliation requirements.  These improved procedures have reduced our adjustments by half, and we intend to achieve further reductions.
MEASURING PERFORMANCE

Thirdly, Secretary Rumsfeld stated that if we cannot measure our performance then we cannot improve it.  We are using performance measures to target areas for improvement.  Our data shows that we have been successful in several areas already: 

1. We are doing a better job of paying bills on time.  From April 2001 to October 2001, we reduced the backlog of commercial payments by 41 percent.  This improves our business relationships and reduces wasteful interest payments.

2. We are doing a better job of accurately recording payments.  We decreased our payment recording errors by 44 percent between January 2001 and October 2001.  The elements of this reduction include:

· A 48 percent reduction in the dollar value of our unmatched transactions,

· A 78 percent reduction in the dollar value of our transactions not obligated, and 

· A 57 percent reduction in the dollar value of transactions requiring additional research.

To continue this progress, the Comptroller recently issued revised policy directing the Department to reduce unreconciled balances by recording obligations for payments that are over 120 days old.  The previous target was 180 days.  This gives managers more timely and accurate information on how much they have remaining in their budgets.  We expect that with the use of established performance metrics we will be able to measure the impact of this new policy on problem disbursements.

3. We reduced travel card payment delinquencies.  We increased management oversight of travel cards, which resulted in a 34 percent reduction between January 2001 and 
December 2001 in payment delinquencies for cards held by individuals.  During the same time period, we reduced delinquencies related to cards held by DoD organizations by 86 percent.  This demonstrates greater fiscal responsibility and reduces the cost of the card.

4. We are aggressively collecting money that contractors owe us.  The Defense Contract Audit Agency (DCAA) and Defense Finance and Accounting Service (DFAS) are working together to identify and collect contract overpayments.  To date, our auditors have found overpayments of  $53 million, with over $31 million of the overpayments already returned to the government.  We are working to recover the balance.  DCAA finished audits of contractor overpayments at 46 major contractors and is completing audits at 124 others.  

IMPROVING INTERNAL CONTROLS


Concurrent with our review of policies and procedures, we are making enforcement of internal controls a top priority.  We are looking very closely at our overall internal control program, with specific focus on credit cards.  


The Under Secretary of Defense (Comptroller) and the Under Secretary Of Defense (Acquisition, Technology and Logistics) issued a joint memorandum on March 12, 2002, directing all DoD components to ensure compliance with published purchase card internal controls. 

On Monday, the Secretary asked Dr. Zakheim to investigate credit card abuse in the Department.  That afternoon, Dr. Zakheim met with the Department’s senior leaders to address recent allegations of credit card misuse.


A working group is currently conducting a comprehensive review of the policies, procedures, and legislation governing the use of the card.  The working group will recommend revised policies and procedures, and if necessary, propose legislative changes to end the abuses.


We are also aggressively pursuing all available administrative and criminal remedies for credit card fraud.  We are working with the Department’s Inspector General and the Service Audit Agencies to improve program policies and procedures, enhance management oversight, and verify that Component corrective actions actually have been implemented.
TRANSFORMING OUR WORKFORCE

Lastly, successful transformation of the Department’s finances requires one additional ingredient:  a highly motivated and professional financial workforce.  Secretary Rumsfeld has spoken repeatedly of the need to improve the professional qualifications and skills of the Department’s workforce.  

We formed a financial management human capital workgroup to create a detailed plan to bolster the talent and experience of our financial workforce.  The workgroup is developing incentives that encourage personnel to attain recognized professional credentials, such as Certified Public Accountant.  The Defense Finance and Accounting Service and Defense Contract Audit Agency, the Department’s two major financial agencies, are both members of the workgroup.  This is the first time that these two agencies have worked together in this kind of endeavor.  We are integrating the proposals developed by this group into our overall transformation initiative.  The workgroup will be reporting its recommendations and findings by April 2002.

CLOSING

In conclusion, I want to reiterate that Secretary Rumsfeld and his senior leadership are determined to transform financial management within the Department of Defense.  We are using transformation techniques that are novel to the Department.  We have set an aggressive schedule and are resolved to meet it.

I would like to thank this committee for its interest in our modernization program.  As with any major undertaking in the Department, we will need continued support from the Congress--to include approval of our Fiscal Year 2003 budget request for Financial Management Modernization.  

We will also continue our strong partnership with the General Accounting Office, the Office of Management and Budget, and the Department’s Inspector General.  Together, we can create the world-class financial management infrastructure that will be needed to revitalize and transform America’s defense posture.  

Thank you, Mr. Chairman
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