


Chief Financial Officers Council Financial Statement Acceleration Committee Forum

In November 2003, eight agencies submitted their annual Performance and Accountability Reports (PARs), including the audited financial statements, by mid- November, a year in advance of the mandate from the Office of Management and Budget (OMB) to accelerate annual financial and performance reporting. With the accelerated deadline going into effect for FY 2004, the Financial Acceleration Committee of the U.S. Chief Financial Officers (CFO) Council convened a forum to share lessons learned and best practices from these early attempts at acceleration. 
The CFO Council established the Financial Statement Acceleration Committee to address accelerated reporting issues, problems, requirements, and timelines. On February 27, this committee held a forum at the Department of Commerce to gain insight into the FY 2003 accelerated reporting process and to share lessons learned with the CFO community. More than 200 people from 36 departments, agencies, and organizations attended the forum, with 19 representatives from 12 agencies sharing their experiences.

The speakers described their acceleration experiences, both good and bad, and  proposed numerous recommendations for improvement. Many of these recommendations conveyed one common theme—sound project management practices are essential to success. Some of the key points they made included the following:

· Extensive communication with all affected individuals—auditors, program personnel, managers, financial and performance reporting staff, and central agency personnel—is critical.  

· A detailed project plan that defines the numerous tasks and interdependencies should be established early in the process.  

· Managers should monitor progress against the plan closely and have the capacity and flexibility to adjust it to meet changing circumstances or unplanned events.

· Management should engage auditors early to plan the audit; the plan should include estimation approaches, requirements and timelines for information needed by the auditor, and financial management and auditor staff resources. 
Mr. Donald Hammond, Chairman of the Financial Statement Acceleration Committee and Fiscal Assistant Secretary, Department of Treasury, opened the forum by summarizing the importance and impact of the financial acceleration effort. He emphasized that one of the primary benefits from the effort is that completed financial statements will be available for use in the OMB pass-back process 9 months from the date of the forum. The personal and organizational benefits from those statements will also be significant, while the process will instill confidence in the government-wide financial statements. Mr. Hammond further commended the outstanding work of the agencies in the FY 2003 financial statement process—approximately three-fourths of the major agencies released their financial statements, with clean audit opinions, by December 31. He concluded by stating a belief that the reporting goal for FY 2004, November 15, is achievable and worth the effort.

Mr. David Zavada, Branch Chief of Financial Standards and Grants, OMB, followed Mr. Hammond by thanking him for leading the financial acceleration effort and all of the agencies for their efforts. He noted that financial acceleration is a key part of the President’s Management Agenda, and that discipline and control were the foundation for financial acceleration, but strong leadership, careful planning, innovative thinking, and changing the culture of the organization were also required.

Following these opening comments, representatives from five agencies—Department of Education (ED); Department of Health and Human Services (HHS); Department of Veterans Affairs (VA); Environmental Protection Agency; and U.S. Agency for International Development (USAID)—described their experiences and lessons learned in meeting the November 15 reporting goal a year early. The Department of Agriculture and Department of Transportation (DOT) also shared their experiences and challenges in their acceleration efforts.

What went right?

Agency representatives identified six keys to their success in meeting the accelerated reporting deadline: (1) obtain management support, (2) become partners with the auditors, (3) develop detailed plans, (4) communicate and coordinate continuously, (5) streamline processes, and (6) upgrade quality control practices. 
Management support. Top management must support the effort and must communicate its commitment to financial acceleration throughout the agency. For example, the USAID Administrator initiated a memorandum of understanding, cosigned by the CFO and the Inspector General, committing the agency to the accelerated deadline in FY 2003.

Partnering with auditors. Financial managers should engage the auditors in a partnership to facilitate the audit process. Initially, financial managers should work with the auditors to agree upon which segments will be audited. For example, HHS shifted from employing multiple individual audits to what could be described as a “top down” or consolidated approach. (Some individual audits were retained because of policy requirements or type of operation.) Managers and auditors also need to agree upfront on estimation approaches.

Close coordination with the auditors is also important. Successful agencies conduct frequent (at least monthly) auditor meetings and begin planning for the audit early. VA began planning its FY 2003 audit in April 2003; for FY 2004 VA started planning even sooner, in January. Financial managers and auditors should seek any opportunities to accelerate timelines and processes throughout the year. As an example, VA completed most of its interim testing in the spring by using outside auditors.

Detailed plans. Financial managers should involve the auditors and program managers in the planning process and develop a detailed project plan for the accelerated reporting effort. That plan should define milestones and deadlines for both the PAR preparation and audit processes. In addition, financial managers should conduct meetings at least biweekly (more frequently as the target dates approach) to review the project plan and identify and resolve issues. USAID, for example, held meetings weekly between the audit staff and the Deputy CFO. These meetings became even more frequent as the November deadline approached.

Communication and coordination. Financial managers should continually communicate and coordinate with all organizations affected by the audits. They should present the project plan and milestones to all parties to gain buy-in and support, and to assign responsibilities. They should also establish close working relationships with all core parties, including financial management and performance reporting staff; auditors; and the contractors involved in preparing financial statements, compiling performance information, and publishing the PAR.

Processes. Agencies should look for opportunities to streamline their year-end closing and reporting processes. To expedite its closing process, VA decided to close selected systems before September 30. Some agencies used estimates to meet the November 15 deadline, but estimation approaches must be carefully evaluated for reliability and validity. Further, the auditors should agree in advance to the proposed estimation approach.

PAR preparation, itself, should also be streamlined wherever possible. VA, for example, reorganized its Performance Reporting section to achieve a better focus; used preliminary data for some of its performance measures; and engaged contractor support for the design, layout, and publishing of the report. In contrast, HHS drafted many elements of the PAR during the 4th quarter, streamlined its performance measures, and negotiated an accelerated OMB review.

Quality control. Agencies should instill additional quality control points in their closing and reporting processes. ED, for example, produced and analyzed statements by fund, appropriation, and organizational component. At USAID, staff outside its core reporting group conducted quality control reviews of draft PAR elements. It also used the Association of Government Accountant’s Certificate of Excellence in Accountability Reporting checklist to ensure compliance with all reporting requirements.

What went wrong?

Agency accounts of their FY 2003 acceleration experiences included discussions of the difficulties they encountered. These included dependence on third-party data, having inadequate resources, allowing insufficient time for some activities, and interfacing with financial systems.

Third-Party Data. HHS relies extensively upon third parties for its data. Reliance on both public (Bureau of Public Debt, Office of Personnel Management, and Department of Labor) and private (grantee institutions and Medicare contractors) sources adds to the challenge of accelerating to November 15.

Resources. Several agencies had to compensate for retiring employees and juggle resources among competing initiatives. At VA, for example, the compressed timeline for meeting the November 15 deadline severely stressed the staff.

Time. Some agencies found that they had allowed insufficient time for certain activities, especially reconciling data and preparing final reports. As an example, ED had to make several last-minute changes to its overall report (formatting and data presentation); it also needed more time to review graphics.

Systems. A number of agencies experienced difficulties with their financial systems. For instance, while HHS is currently developing a new, integrated financial management and reporting system, it still must rely on an antiquated, distributed legacy system, requiring dependence on workarounds and manual processes. With the stronger edits provided in its new financial system, DOT surfaced longstanding process and reporting weaknesses not apparent in earlier audits. While the system initially caused some processing delays, DOT improved the quality of its management information.
How will agencies improve on last year’s process?

All of the agencies participating in the forum, including those who successfully met the November 15 deadline, expect to improve their processes for the FY 2004 reporting. They plan on using more estimates, starting audits earlier, and accelerating the quarterly reporting process.

Use more estimates. Agencies have found that using estimates is critical to meeting the accelerated reporting deadline. The keys to success include evaluating estimation approaches carefully and gaining concurrence from the auditors that the approaches are proven and closely approximate actual financial information. 

Start audits earlier. Many agencies are expecting to start their audits earlier for FY 2004. They will also develop detailed plans that address information requirements and timelines; financial management and auditor resource assignments; and coordinated efforts among all parties involved in the audit (auditors, financial managers, and affected program personnel).

Accelerate quarterly reporting process. Some agencies are accelerating their quarterly reporting process so they can capitalize on process efficiencies for year-end reporting. By auditing the third quarter data and rolling it forward to the fourth quarter, agencies will be able to perform much of the audit work earlier in the process, and thereby increase their ability to meet the November 15 deadline. ED has taken an additional step: a new financial system is allowing it to move toward closing its books monthly.

What are the challenges for FY 2004 reporting?

The challenges to financial acceleration continue for FY 2004, with three appearing to dominate: (1) reconciling intergovernmental activities, (2) relying on third-party data, and (3) supporting the new Treasury Closing Package process.

Reconciling intergovernmental activities. Implementing the Intergovernmental Transaction Exchange should help agencies improve their processes for reconciling intergovernmental activities. Several agencies see this initiative as both a challenge and an opportunity to improve information exchange with other agencies. 

Relying on third-party data. Many agencies will continue to rely on third-party data to complete their PARs. Although financial managers will pursue opportunities for accelerating the receipt of that data, they will continue to struggle to accommodate the third-party information deadlines outside their control.
Supporting closing package. Preparing for the new Treasury Closing Package process presents several new challenges. ED, for example, plans to respond by coordinating with the financial statement team, determining proper data accumulation processes, and implementing new procedures.

Update from Treasury Financial Management Service (FMS)
Treasury FMS gave an update on the status of implementing the Government-wide Financial Report System (GFRS) and the new account statement functionality. The account statement application is, in effect, an online FMS 6653, Undisbursed Appropriation Account Ledger. It is designed to run in parallel with Government Online Accounting Link System reporting, but eventually will replace it. The information is updated daily, and the application provides a query capability, which will enable agencies to reconcile in the same month they close.   

GFRS testing will be completed in May. Audit guidance on the closing package should be out in early March. Training sessions, lasting up to 2 days, will occur from June through midsummer. After the training, agencies will begin to enter their FY 2003 data, which will rollover to FY 2004 (in September). Other key milestones include: 

· Adjusted trial balances: November 18 for nonverifying agencies and end of November for verifying agencies

· Audited closing package: November 18

· Federal Agencies’ Centralized Trial-Balance System (FACTS) II: open no later than October 15 and closed no later than November 7.

Following the update from Treasury FMS, a representative from the National Science Foundation (NSF) described its experience as one of the agencies involved in the pilot of GFRS Closing Package. NSF participated in the GFRS Closing Package pilot, which started in December 2002. Overall, NSF considers it a good system. Individuals are able to use the system with little training. However, the system cannot receive financial data from other systems, so it must be manually inputted.
Based on post-forum surveys, most attendees found the session to be highly valuable as an information and idea exchange on accelerated reporting. The CFO Council’s Financial Acceleration Committee meets monthly to discuss a wide range of acceleration issues. 
*****

For more information about the forum, please see the forum report and agency presentations on the CFO Council web site: www.cfoc.gov.
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