Federal Financial Management – Then, Now and the Future

by Dennis J. Fischer

Perhaps as a result of having been around federal financial management for four decades, I was asked to make a presentation at a May conference of the Federal Financial Managers Council. This article highlights some of the major points and hopefully adds some historical perspective to where Federal financial management has been, is now, and may go.

To address the time frames I have defined as “Then” the period up to the passage of the CFO Act in 1990; the “Now” period goes from the Act’s passage to today; and the “Future” period extends as far forward as my aged eyes can see. In particular I must caution the reader that while the statements about the “Then” and “Now” are based on one person’s experiences, the projections for the future are based on my admittedly imperfect predictive capacity.

There are many ways to define the essentials of federal financial management. I have chosen 3 topical areas:  Products/Services; Accounting Standards; and Financial Systems.

Products/Services (or what does the accounting office do?)

Then: The main focus was on paying the bills whether for contracts, purchases, grants, travel or payroll. Accounting was centered on recording obligations and their subsequent expenditures. Often, but not always, budget execution was part of the accounting process and there was a heavy emphasis on budget execution reporting.  Reporting was not particularly timely or of substantial interest to management. 

Now: The complete scope of accounting is done to include property, inventory, all liabilities and assets, budget execution and often budget formulation. A full set of Financial Statements is produced at the agency level and in some cases at subordinate entity levels. A balance sheet and statements of operations are routinely produced. Cost information is often produced either directly from the accounting process or by using other Activity Based Costing(ABC) tools. There has been a major acceleration in reporting timeliness. Performance and Accountability Reports are produced and are major statements by the entity to the Congress and public.

Future: Reporting will grow more frequent and timely. Management will actually use the information reported for management decisions. Management will seek and obtain more predictive information, using the accounting and performance data as a projection base. There will be a near complete link of accounting/cost information to performance information. Performance and Accountability Reports will continue to be refined with a trend to more condensed versions aimed at broader agency constituencies. Financial analysis and forecasting services will be provided to agency programs. There will be emphasis on the financial management office actually bringing in revenue to the agency through activities such as debt collection, recovery auditing and asset management.

Accounting Standards

Then:  Accounting Standards as we know them today did not really exist until recently. At the governmental level some standards were established through General Accounting Office (GAO) Title II, the Treasury Fiscal Requirements Manual, and Office of Management and Budget (OMB) reporting requirements. A few Departments had a complete set of standards which governed their accounting activities and systems; but many did not have any significant accounting standards. The U.S. Standard General Ledger (SGL) effort began in the late 1980’s and created many defacto standards. Most importantly, Federal financial leadership recognized the need for comprehensive accounting standards that resembled private sector standards and chartered the Federal Accounting Standards Advisory Board (FASAB) to create them.

Now:  The Federal government is, in my opinion, very fortunate to have a comprehensive set of accounting standards and a robust process for evolving them. This can be positively contrasted with the situation in the private sector. We have also seen the continuing evolution and expansion of the JFMIP systems standards and the significant benefits they have brought to the systems acquisition arena. Finally, we have seen the continued development of the SGL; however some concerns arise over the level of detail in the SGL vice the capabilities of modern systems to provide financial information in alternative ways. Coordination of all three aspects of standards is a continuing challenge and a potential problem for the future.

Future:  It is unclear what impact Sarbanes-Oxley will ultimately have on Federal accounting standards, but there will be some. There could be some political sentiment to apply all the standards coming from Sarbanes-Oxley to the Federal government under the rubric that what is good for the private sector must be good for government. To me it is reasonable to expect some closer congruence to private sector standards as they evolve; this should be substance based rather than a  political action. I would also envision a closer integration between the JFMIP systems standards and the SGL. There is a potential structural responsibility issue between JFMIP and Treasury; this needs to be explicitly addressed by leadership sooner rather than later. 

Financial Systems
Then:  Yes, there were automated accounting systems in the past. They were mostly focused on recording obligations, expenditures and cash transactions and some also recorded budget execution transactions. They included accounting data only (no performance data). Most transactions were recorded after the occurrence of the action from paper sent to an accounting office that entered the transaction into the system; there were only a few data feeds from non-accounting systems.  For the most part, payments were sent to Treasury via paper schedules.   Most of the systems were built at the bureau level and there were few Departmental-wide systems beyond payroll. Most such systems were custom built, although the shift to commercial off-the-shelf (COTS) systems was contemplated as the wave of the future.

Now:  More and more transactions are recorded at the time of occurrence and sent from feeder systems to the organization’s accounting system. Paper coming to the accounting office has been dramatically reduced although not fully eliminated. The systems have a more complete accounting focus with a comprehensive general ledger (driven by the SGL requirements). Cost is a significant focus of today’s systems as Activity Based Costing (ABC) is increasingly used.  Performance data is appearing in some systems, or accounting data is linked to performance information systems. The great majority of payments are sent to Treasury via automated feeds.  More Departments have implemented or are in developmental stages, for a single system for the entire Department.  Finally, there is increased outsourcing of some transactions processing such as payroll and grants payments.

Future:  There will be a continued push to consolidation with every major Department having a single system. The move towards a Government-wide system will accelerate and smaller organizations will be increasingly cross-serviced by larger ones.  Source data capture will be near 100%. Performance data will be more pervasive and cost/performance information will be a basic product of the accounting system. Government accounting systems will be more congruent to private sector systems in certain areas such as payroll and debt management.  There will be more outsourcing of transaction processing to centers of size and expertise; these will be both Federal government and private sector organizations. 

Conclusion

Someone once told me that the only human being that welcomed change was a wet baby. We all have seen change and I hope I have put some of the change in Federal financial management over the years in some kind of perspective. Certainly my predictions for the future portend change even if many are off base.  So my final word would be to accept that there will be continual change and strive to make the best of it at every step of the way. That is how Federal financial management will continue to grow and add more value for organizations and taxpayers.
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