Improving Financial Performance

The session opened with a presentation on managing costs in an era of growth by Mr. Russell Chew.  Mr. Chew is the Chief Operating Officer for the Air Traffic Organization, a performance based service organization within the Federal Aviation Administration (FAA), Department of Transportation.  One of the biggest challenges for his organization is finding the right balance between current services and future capacity.  In the private sector, success comes from knowing what the customer wants and filling that need at a price that the customer will pay.  In government, there is no “pricing” but we can develop a better understanding of our service costs.  Financial management is a fundamental component of success in both cases..  It is not enough to know how the money was spent; i.e., what costs were incurred.  The decision making process must also be informed by why the costs were incurred.

The demand for air travel services is expected to grow significantly over the next fifteen years.  Decisions must be made about who will be served in the future, and it will be essential to balance the needs of all aviation stakeholders – customers, employees, and owners.  As the demand grows, operating costs will begin to outpace revenue.  To effectively plan for that future, it will be important for industry and the FAA to work together to balance the expected operating costs and capital improvement programs against the estimated tax revenues.

Managing unit cost is at the core of cost management.  After the cost unit has been identified, activity value analysis must be conducted.  The analysis focuses on activities that are of value to the customer or owner, and that  affects tax revenues to the FAA.   FAA has already done extensive analysis and simulation to identify cost drivers and key factors that influence revenues.  The new air traffic organization is working toward building the budget from the ground up – i.e., from the field office inward to the home office. 

Remarks from Ms. Nina Hatfield, Deputy Assistant Secretary for Budget and Finance at the Department of the Interior, addressed the challenges faced by the Department of Interior.  She conceded that most of her program managers were concerned with program performance rather than with financial performance.  At Interior, the number of employees is down slightly and funding is fairly stable.  However, the workload demands are drastically increasing in all areas.  To meet this demand, Interior wants to build a culture of performance where performance and costs are compared across program areas.

Building an enterprise approach to management requires the melding of individual organizational cultures into a single department.  Some of the key components to improve financial management and reporting performance include (1) the incorporation of financial standards into the performance agreements of all members of Interior’s Senior Executive Service; (2) policy changes to standardize practices across the department; (3) addressing security weaknesses; and (4) establishing a departmental approach to intragovernmental eliminations.

While Interior did not make the 45-day financial reporting deadline, many significant financial management improvements were realized.  For example, security weaknesses are no longer material to the financial reporting process.  The next phase of transformation will focus on improving the accrual process, issuing quarterly reports, better management of the audit process, and a single year-end adjustment for each bureau within Interior.

Interior also initiated an activity based cost management program last year as part of its effort to integrate budget and performance information.  Work activities have been defined and a process has been defined for linking costs to work activities.  Interior is still trying to find the right balance between too much and too little information about work activities.

Ms. Lorna McAllister, Acting Director, Office of Financial Management at  the Environmental Protection Agency (EPA), gave a brief overview of EPA’s efforts to meet the accelerated deadline for the Performance and Accountability Report.  Ms. McAllister spoke of the challenges that EPA had met.  After overcoming denial from those who challenged the value of accelerated reporting, EPA moved forward with a plan to completely redo the reporting process.  The plan included an early start by the auditors and an expedited collection of performance information.

Key components of the successful strategy included top management commitment and frequent communications with all levels of the organization.  An early start in fieldwork by the Inspector General staff resulted in early identification and resolution of reporting issues.  The designation of a project manager was also crucial to EPA’s success.  The project manager worked part-time on the audit and part-time on non-audit responsibilities.

EPA will continue improvement efforts in the coming year.  A new strategic plan was put into place in November 2003, and the number of goals was reduced by half.  EPA must work to ensure that crosswalks are updated to support the net cost statement.  An aging financial system will continue to require resources to ensure adequate documentation for the audit process.  A review of all interfacing systems will shore up data quality, and EPA will continue to work with the auditors to identify and resolve issues early in the process.

David Zavada, Chief, Financial Standards and Grants Branch, Office of Management and Budget (OMB),  closed the session by pointing out the common themes that surfaced in each of the presentations – greater discipline in the process; greater focus on internal controls, and the definition of useful management information.

