A Joint Perspective  

This summer of 2004 Joint Perspective reflects on the Federal financial management scene as it has evolved in the 21st century and looks around the corner at likely issues that might be addressed in the second half of the first decade. The major trends of the first half decade of the 21st century include enhanced definition of financial management “success”, the efforts to exploit modern systems to support achieving success; and the evolving role of the audit process to independently attest to the validity of information.

Recent Trends

The JFMIP Principals broadened the definition of financial management success from achieving clean opinions on agency annual financial statements to a much more comprehensive set of measures.  The broadened definition of success, routinely assessed and reported through an executive score card process under the President’s Management Agenda, heightened visibility and sharpened accountability.   Agency leaders were required to expand financial reporting, both its scope and consistency of presentation (the flow of cash and accruals) and its speed and usefulness (audited financial statements produced in 6 weeks rather than 6 months; with quarterly reports and comparative reports required).  Reconstructed books no longer cut it.  Processes and systems had to substantially comply with law and regulations, including the Federal Financial Management Improvement Act, and have no major internal control weaknesses.  Agencies had to demonstrate that financial information can be produced upon demand and routinely used in decision-making.  This enhanced definition of financial management success incorporated key elements of reform legislation of the previous decade and focused CFO leadership accountability on achieving them. 

Meeting the goal of accelerated reporting by FY 2004 required changes in processes controlled by different stakeholders.  This led to new levels of collaboration, integrated planning, and cooperation among policy issuers (Office of Management and Budget (OMB), Department of the Treasury), preparers (e.g. the agency), data providers, (e.g. OMB, Treasury, Office of Personnel Management, Department of Labor) and the auditors.  The Chief Financial Officers (CFO) Council Committee on Financial Reporting Acceleration, led by Treasury Fiscal Assistant Secretary Don Hammond, provided a forum to identify barriers, to educate, and organize action.  The most recent forum, conducted in May, addressed information exchanges from OMB, Treasury Cash Reporting, a new Treasury closing package, and intergovernmental reconciliation requirements.  A summary of this forum is included in the JFMIP News.  In June, the President’s Council on Integrity and Efficiency (PCIE) and General Accounting Office (GAO) co-hosted a forum to address planning issues and best practices from the audit perspective to meet accelerated time lines.  Leadership awareness and commitment is coming from both sides of this process. 

To meet raised financial management expectations, systems must have internal controls that assure government funds are spent as authorized and appropriated by Congress, and produce information as required by the full set of accounting standards and executive branch mandates.  That includes full cost information for federal programs.  This requires unprecedented alignment and integration of business rules, data architectures, and enterprise system applications and services.  However, agency legacy system environments at the end of the 20th century had varying degrees of standardization of business rules, data, processes, and consolidation of applications. These ranged from the spectacularly diverse Department of Defense environment, with literally thousands of non-integrated systems, to highly standardized, controlled, but aging systems such as those at the Social Security Administration.  In general, systems relied upon process stovepipes, data hand-offs, and reconciliation.  The emergence of the internet to support integrated workflow, exponential increases in computing power (Moore’s law
), and the emergence of a robust information technology sector supporting financial and other administrative functions, provided unprecedented opportunities to modernize systems and processes.  The CFO Council, other stakeholders, and JFMIP worked to develop and communicate common federal functional system requirements.  This spring, JFMIP initiated the update of the core financial system requirements under the leadership of Mark Carney, Deputy CFO of the Department of Education.  A Property Management System Requirements exposure draft should be released this summer and an Insurance Requirements Project under the leadership of Federal Deposit Insurance Corporation’s Fred Carns is underway.  For core financial systems, the CFO community took an additional step, through the JFMIP test and qualification process, to quality assure that core financial management system vendor offerings supported federal requirements.  This summer, an incremental test of certified software is being conducted to address the Central Contractor Registry as well as other changed requirements.  The market place is responding with products better aligned to meet federal needs.  Nevertheless, successfully adopting modern, integrated systems takes enormous management commitment and skill, as well as money.  

E-government initiatives, including the recently announced financial management line of business, seek to leverage information technology investments through standardizing requirements, leveraging buying power, and requiring reliance on enterprise-wide shared solutions.  The challenge of relying on shared solutions increases with the scope of the defined enterprise—governmentwide or agency wide—and the complexity of the business processes being supported.  Successful reliance on common solutions requires unprecedented levels of governance, horizontal integration, and management of “systems of systems”.  

In May, the Private Sector Council, the CFO Council Systems/E-Government Committee, and JFMIP sponsored an executive forum to surface interoperability challenges, concerns from management, and perspectives of stakeholders in achieving integrated and interoperable business management systems.  Highlights are included in this newsletter and will be posted on the JFMIP website.  A key observation is that the inherent challenges of integration/interoperability of business management systems need to be better recognized and understood.  Problems exist in governance/accountability, organization, funding, communications, system management, technical areas, and data integrity with business rules.  Failure to recognize these issues results in unmet performance expectations, increased costs to integrate systems, and unanticipated risks.  

As part of the core financial systems requirements update process, JFMIP conducts due diligence regarding the impact of requirements and testing efforts.  Recent meetings with over 30 agencies and bureaus implementing core financial plus other system components underscores both the progress in software available to meet core federal financial functionality, and the fact that there is a lot more to it than availability of robust software.  Some key observations are that there is huge diversity in scope, scale, and complexity of projects. The size of agency and bureau budgets ranged from less than $1 Billion to over half a trillion.  Transactions supported ranged from 77 thousand to 650 million.  The number of interfaces to core financial systems ranged from half a dozen to close to 70.  While core financial system functionality was a component of all projects reviewed, most included at least on other function such as procurement, asset management, budget formulation, and travel.  Project cost ranged from $4 million to $500 million, with software accounting for only 10 percent of overall cost.  Eighty percent of cost involved integration, configuration, change management, data conversion, testing and training.  In addition to transaction volume, other major cost drivers included the level of standardization and consolidation of the legacy environment, standardization of data, business rules, and the number and standardization of interfaces.  

Agency feedback on these projects underscores that functionality of core commercial off the shelf software improved significantly over the last 5 years.  However, there are still some functionality gaps that need to addressed through improved requirements and testing.  While software improvements significantly benefit federal agencies, the challenges of successfully implementing these new tools remain daunting.  

Executive leadership and governance, data clean up and conversion (especially in organizations that have been reorganized or have multi-year contracts), configuration management, acceptance testing, and change management are critical and problematic.   Version to version management must be addressed.  A common observation is the depth of federal financial functional knowledge by system integrators was frequently less than necessary to successfully meet federal requirements.  Transparency of configuration used to pass the JFMIP test is important.  Configuration management is key.  

Finally change management is underestimated.  Moreover, what feels like failure is often success.  Enhanced system controls require complete information at transaction initiation.  This new discipline “feels” burdensome to the users who were used to lesser standards and weaker internal controls.  Also, requiring accurate and complete data at the point of a transaction shifts the workload to those who enter the data, which may be in a logistics or procurement office.  This is culture shock!

The JFMIP data collection and analysis process will be complete by the end of the summer.  This data will be incorporated in the 2005 requirements and 2006 core testing process.  We also plan to share the lessons learned through the JFMIP website.  The bottom line is that there is more to successful implementation of new systems than upgraded software.  

Looking Around The Corner  

The trends of the last five years will undoubtedly carry into the next five years.  Successful integration of automated business systems will remain a major challenge.  Common definition of business rules, and data standards, and their interaction in an environment of limited governance across entities will continue to be problematic and generate many “cure” efforts over time.  The “bar” on financial accountability and reporting will continue to be raised. 

What may be different?  One prediction is that the increasing transparency of accrual based financial information will have greater impact on budget options.  Two factors will contribute to this.  One, starting this December, the U. S. Financial Statement will be published prior to the submission of the President’s Budget.  Second, the future costs of social insurance and medical benefits will become more visible as FASAB revises social insurance accounting standards to require greater disclosure.  The annual publicity  regarding the U. S financial statement publication will likely transition from “disclaimer” to a discussion of whether the President’s Budget is recognizing and addressing the gap between the “promises” and the available financing.  

A second prediction is that there will be enhanced demand for budget and performance reporting alignment based on consistent “unit of analysis” that includes a common definition of “program.”  Right now there is more that separates the PAR from the PART than a “T”.  Factors that will support the alignment of budget formulation and budget execution “unit of analysis” include continued pressure for full cost transparency in an era of budget deficits.  A second factor is that fully one third of agencies are currently trying to acquire systems to integrate budget formulation and budget execution, so that actual execution data is the foundation for budget formulation.  

A third prediction is that financial management human capital will be a much greater issue in the next five years that it was in the previous five.  The financial management human capital “crisis” did not manifest itself during the last decade largely because key personnel postponed retirement.  However, this was a temporary stay.  The supply side of the accounting profession declined over the last decade.  The capacity of American colleges and universities to educate accountants and auditors in general, and governmental accounting in particular, also declined.  The size of the professional Accounting and Auditing federal work force remained relatively constant over the last five years—about 12,300 accountants and 11,500 auditors.  However, the percentage of those work forces over 50 years old continues to creep up, with 42 percent of accountants and 40 percent of auditors in 2003.  Close to 25 percent of current incumbents are over 55 years old—about double the proportion in 1999. 

The demand side for accounting and auditing professionals will increase as the result of legislated reforms under the Sarbanes Oxley Act which covers public companies, but is likely to impact all other companies, non profits and government financial reporting and auditing requirements.  This will occur at the same time as demand for private sector auditing capacity to support federal financial reporting increases.  Federal government accounting and auditing professionals are expected to transition from transaction processing focus to higher value analysis of financial information.  In summary, the Federal government will be seeking to replace a significant percentage of its financial management human capital during the next decade in an environment made much more difficult by declining supply coming from colleges and universities and enhanced demand to meet the requirements of legislated reforms of the profession.  

� Moore’s Law:  The observation made in 1965 by Gordon Moore, co-founder of � HYPERLINK "http://www.webopedia.com/TERM/M/Intel.html" �Intel�, that the number of � HYPERLINK "http://www.webopedia.com/TERM/M/transistor.html" �transistors� per square inch on � HYPERLINK "http://www.webopedia.com/TERM/M/integrated_circuit_IC.html" �integrated circuits� had doubled every year since the integrated circuit was invented. Moore predicted that this trend would continue for the foreseeable future. In subsequent years, the pace slowed down a bit, but data density has doubled approximately every 18 months, and this is the current definition of Moore's Law, which Moore himself has blessed. Most experts, including Moore himself, expect Moore's Law to hold for at least another two decades.





