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THE PRESIDENT’S MANAGEMENT AGENDA:
GETTING AGENCIES FROM RED TO GREEN

FRIDAY, FEBRUARY 15, 2002

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON GOVERNMENT EFFICIENCY, FINANCIAL
MANAGEMENT AND INTERGOVERNMENTAL RELATIONS,
COMMITTEE ON GOVERNMENT REFORM,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:30 a.m., in room
2154, Rayburn House Office Building, Hon. Stephen Horn (chair-
man of the subcommittee) presiding.

Present: Representatives Horn.

Staff present: J. Russell George, staff director and chief counsel,
Bonnie Heald, deputy staff director; Henry Wray, senior counsel,
Earl Pierce, professional staff member; Justin Paulhhamus, clerk;
Michael Sazonov, intern; David McMillen, minority professional
staff member; and Jean Gosa, minority clerk.

Mr. HORN. A quorum being present, the Subcommittee on Gov-
ernment Efficiency, Financial Management and Intergovernmental
Relations will come to order.

Improving the performance of the Federal Government is central
to the jurisdiction of this subcommittee. Making the Federal Gov-
ernment work more efficiently and effectively has taken on re-
newed importance in the wake of September 11th.

The Federal Government suffers from a host of seemingly intrac-
table management problems that undermine its ability to deliver
the performance that American taxpayers expect and deserve.
These problems affect virtually every area of the Federal Govern-
ment. They include critical computer security weaknesses, perva-
sive financial management woes, and the inability to demonstrate
what most Federal programs accomplish.

As a subcommittee chairman, I have spent the last 7 years exam-
ining these problems. What I find most frustrating is that the prob-
lems do not need to persist. For the most part, solving them does
not require new laws or major infusions of money; it does require
strong leadership at the highest levels of the government.

Such leadership must be coupled with sustained commitment to
focus on the problem and to hold people accountable until the job
is done. President Bush and his administration have demonstrated
an unprecedented commitment toward solving these deeply in-
grained governmentwide problems.

The President’s management agenda, which was unveiled last
August, targets five major areas that need well-focused attention:
hiring and retaining a skilled and motivated Federal workforce;
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eliminating the government’s pervasive inability to properly man-
age its money; ensuring that Federal programs achieve effective re-
sults from their massive investment of tax dollars; expanding elec-
tronic government; and the last of the five areas, increasing public-
private competition for commercial types of Federal functions.

The President’s new budget contains a scorecard showing how
Federal agencies rate in each of these five areas. The scorecard
uses a traffic light approach: green for success, yellow for mixed re-
sults, and red for unsatisfactory. Not surprisingly, the scorecard is
ablaze in red.

The budget also includes a roadmap of specific goals to help
agencies move from red to green.

The Office of Management and Budget did the scoring. We un-
derstand that the President personally discussed the scores with
agency leaders during their budget reviews. The Office of Manage-
ment and Budget will evaluate agencies every 6 months on their
progress toward improving their performance in each of the five
areas. A new round of scores is to be in each part of the budget
in the future.

In addition to the management scorecard, the President’s budget
includes specific assessments of the effectiveness of selected agency
programs and activities. Poor performers do not like scorecards.
However, after using scorecards extensively as an oversight tool, I
can attest they work. They focus attention on the problem, they
provide a framework for assessing progress, and they promote ac-
countability.

The budget scorecard follows the approach the subcommittee
used to focus the executive branch and agency attention on the
Y2K computer challenge. With sustained attention, the scorecard
can have similar success in resolving these important government-
wide problems.

I welcome today’s witnesses, and I look forward to working with
each of you to ensure the success of the President’s management
improvement agenda.

I am delighted to have as one of our Members today the gen-
tleman from Texas, Mr. Pete Sessions, who is the head—and began
it—of the Results Caucus. He has Members from both parties in
the House of Representatives, and it is wonderful to have him here
again. He was in this work for many years, and then he went to
the Rules Committee.

I am delighted to have Pete Sessions here, and if you would like
to %ive an opening statement, please do. I have read it, so it is
good.

STATEMENT OF HON. PETE SESSIONS, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF TEXAS

Mr. SESSIONS. Mr. Chairman, thank you so much. It is a great
honor not only to be with you today, but a cadre of people who are
assembled today for the purpose of not only having a better govern-
ment and living up to that, but also for accountability within the
U.S. Government.

It is no surprise to me that the people who are here today are
those that have been around for quite some time and have watched
not only your leadership but your skill at making sure, Mr. Chair-
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man, that this issue is in the forefront of not only the Members of
Congress’ minds, but also the administration.

This administration, I believe, has a focus not only upon the
things that this committee and this subcommittee have been at-
tempting to accomplish for quite some time, but they came into the
job with the knowledge that for our government to work effectively,
it is not about throwing money in it; it is about throwing results
and accountability, which will allow us the chance to have a gov-
ernment which, in the long run, works best when we need it.

As I have stated many times, Mr. Chairman, the goal of all of
this is for us to give every single dollar to the government that it
needs, but not a penny more. And when we go about marrying up
accountability with the budget process, then we will find that ac-
countability, in fact, happens.

Mr. Chairman, I do have an opening statement that I would like
to ask unanimous consent to enter into the record.

Mr. HOrN. Without objection.

Mr. SEssiONS. I would like to make several comments this morn-
ing about the nature of my participation.

OMB Director Mitch Daniels said that the budget should not be
merely how much but how well it accomplishes its goals. Results
are now going to be the focal point of the Bush administration. I
testify today in support of this portion of the administration’s budg-
et that offers a reform-based plan to ensure accountability to tax-
payers.

Now, more than ever, this government needs money to be spent
properly. Now, more than ever, we need to make sure that the
focus of the needs for that money go properly, and as we have seen
demonstrated as a result of September 11th, the need stretches all
across government. It is not just about FEMA, it is not just about
welfare or assistance programs that we have, it is not just about
making sure that our military has the things that they need to
combat terrorism, it is not just about a sharing of information to
ensure that our intelligence community is working properly, it is
about making sure that all of these are done effectively and effi-
ciently so that we are prepared to avoid the next problem; and cer-
tainly inefficiency by itself breeds inaction and the inability to be
prepared.

Mr. Chairman, I am sure you are aware of this, but there is a
new example of this Congress taking the initiative on behalf of ap-
propriators. In the House Appropriations Transportation Sub-
committee, Hal Rogers has already made sure that he became en-
gaged in this when he cut the bonus pool for fiscal year 2002 at
the Federal Aviation Administration by half and the bonus money
of the Department of Transportation by one-seventh because these
agencies failed to meet their target under the 1993 Government
Performance Results Act.

Mr. Chairman, this is how you marry up with getting results. If
we hold people accountable, if we give them the things they need
and they do not measure up to what we have asked them to do and
what they have committed to do, in fact there should be something
at risk, and certainly a bonus pool is a quick way to do that.

Mr. Chairman, as you know, our President has talked many
times about the need to make sure that government is efficient; but
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in particular, I believe this administration has gone as far—or
what I would say, further than perhaps what the roadmap would
have talked about.

Today we are going to hear a great deal of testimony about what
is called the red light, yellow light, green light. And I believe that
when you come into a job, any job, you should do an evaluation of
where you are to know where you are going to head.

In particular, I believe what is called the executive branch man-
agement scorecard is something that will offer us not just a red
light, green light, or yellow light as to their total success, but rath-
er to break it down into the categories that are necessary: human
capital, competitive sourcing, financial management, e-Govern-
ment, and performance and budget integration.

These are the areas which I believe President Bush has focused
on, and he will direct each of his Cabinet-level officers, and in fact
the entire government, to make sure that it is not just a matter
of living within the budget, it is not just a matter of looking at one
part of the business, but rather a bold initiative and a plan which
will offer his administration the ability to take resources, the mea-
ger resources, the humble resources, that come from the taxpayers,
and make sure they are turned into action.

I would like to quote the President because, by and large, this
is what the President has said as part of the initiative. President
Bush said, “It is a bold plan, and it is matched by a bold agenda
for government reform.”

Mr. Chairman, for the first time in a long time, I can tell you
that I believe that the Congress of the United States, much of it
through your leadership and the leadership of Chairman Dan Bur-
ton, has offered an opportunity for this administration to work
hand-in-hand so that this administration and every single govern-
ment employee will recognize that we value their jobs, we value the
time that they spend; but more importantly, that their time adds
up to be a value-add for the taxpayer and for the effort of the
American people.

I am one person who believes that America’s greatest days lie in
our future; I do not believe they are behind us. But if we do not
transform effectively and efficiently those things that we have, we
will find that people will look to other sources, other than the gov-
ernment, because it will be inefficient and sooner or later become
corrupt.

I believe that our President and the people of this administra-
tion, as well as your leadership, offer a vision of hope and a real
chance to say that if we continue down the path we are going, that
when it is our time to leave and the President’s time to leave, that
we can say we did a job that was well done. I think that is the ulti-
mate compliment and an ultimate goal which we should aim for.

Thank you for allowing me to be here today.

Mr. HorN. Without objection, we want you here and your state-
ment.

Mr. SEsSIONS. Thank you. I want you to be aware that your lead-
ership makes a huge difference, and I appreciate you very much.

[The prepared statement of Hon. Pete Sessions follows:]
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Testimony before the House Subcommittee on Government Efficiency,
Financial Munagement and Intergovernmental Relations
by
The Honorable Pete Sessions, R-TX
Chairman, Results Caucus
U.S. House of Representatives
February 15, 2002

Good morning. Iwould like to thank Chairman Homn for giving me the opportunity fo testify before this
Subcommittes on “the President’s Management Agenda: Getting Agencies from Red to Green.” As Chalrman
of the Resnlts Cancus, I am pleased to congratulate President Bush on his efforts to afford accountability in the
new budget. Spun out of the Government Performance Results Act of 1993, the Results Caucus is a coalition of
reform-minded members of Congress who share the common goal of addressing major management problerns
within the federal government.

Unfortunately long-standing management deflciencies continue to plague many of the federal government’s
programs and operations. While we have passed many reforms since 1993, this problema must be addressed ina
holistic way from both the executive and legislative branches.

1 am testifying in support of the portion of the Administration’s budget that offers a reform-based plan 1o ensure
accountability to taxpayers. For the first time ever, the presidential budget begins the process of tying together
budget items to performance and accountability. The Administration is cormitting itself to achieving
immediate, concrete, and measurable goals in the short-run,

By holding agencies accountable, we can prove that taxpayer money is being spent in a wise manner: We will
no longer focus on how much funding has increased over last year’s base level, but what it has actually
accomplished. OMB Director Mitch Daniels said that the budget “shouldn’t be merely how much, but how
well” it accomplishes its goals.' Results will now be the focal point of future budgets, not funding increases.

Departments and agencies are not solely responsible for problems that they encounter while serving the publie.
Sometimes Congress enacts laws that restrain agencies from managing in a more effective manner. But
Congress also has opportunities to eliminate these restrictions.

President Bush proposed the “Freedom to Manage Act” last year in order to make a commiiraent to reform the
federal government by eliminating obstaclss to efficient operation. Several pieces of legislation bave come out
of the act, including a bill that I introduced last summer, the Federal Asset Management Improvement Act (HR
2710).

FAMIA will aid the General Services Administration in its effort to more effectively manage its 3.2 billion
square feet of office buildings, military installations, housing, storage, hogpitals, schools, and other facilities and
millions of acres of land. Ihave been working closely with GSA in order to ensure that its property managers
are allowed to use the proper tools and flexibility to better ruanage federal programs and meet fiture challenges.

FAMIA will remove many of the restrictions which GSA Administrator Steve Perry faces in his attempt to

make GSA a more efficient operation. Innovations, such as public-private partnership authority and real estate

nanagement, are awarded to GSA. Our President and (GSA deserve this needed level of managerial flexibility
N—granted by Congress.
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Congressnran Hal Rogers represents the positive role that Congress has played by demanding accountability for
perférmance in his area of expertise. As chairman of the House Appropriations transportation subcommittee,
Chairman Rogers cut the bonus pool for FY 2002 at the Federal Aviation Administration by half and bonus
10ney at the National Highway Traffic Safety Administration by one-seventh because the agencies failed to
““meet their target under the 1993 Government Performance and Results Act. I would like unanimous consent to
submit a January 27, 2002 article from The Washington Post detailing Chairman Rogers’ actions to the
Congressional Record.

Unfortunately Congress alone canmot hold agencies and departments accountable for their performance. The
Administration understands this. They have created a simple “traffic light” grading system into the 2003
Budget. Often found in well-run private businesses, the grading system provides the agencies and departments
with target areas from which to improve. The management scorecard serves as a gauge of results and brings a
corporate efficiency to the federal government.

The abundance of red lights in the initial release reveals the poorly managed agencies and departments that this
Administration inherited. This system provides a map for management reform and I look forward to the day
that green lights outnumber red. President Bush has set the agenda for reforming the Budget and government
efficiency. Congress must share the responsibility.

Agencies and departments should not be excused from meeting certain conditions due to the fact that they are a
government entity. The federal government should be held to the same strict performance measures as private
sector businesses in order to achieve the highest results for its customers - in this case, the American people.

Reform-based presidential budget mitiatives in the past often faded away due to 2 lack of oversipht from
Congress. The myriad of items consuming Congress’ agenda this year should serve as no excuse to forget the
- ccountability measures in the 2003 Budget. By setiing high standards of demanding accountability from itself,
““the Administration will need full support from Congress. It is Congress’ obligation to mirror President Bush’s
high standards and offer assistance to the President for reaching accountability.

Qur President understands the need for accountability and efficiency in a budget. The results-ariented budget
model brings a sense of corporate efficiency to the federal bureaucracy. It brings a common sense element to
the 2003 Budget. Programs rated “effective” shounld see their budgets boosted. Programs that are not working
should be reinvented, redirected, or retired, in the words of OMB Director Mitch Daniels: “There are plenty of
places to reduce spending when you separate the effective programs from the ineffective programs. The budget
will take a long step toward governing with accountability,™

Now more than ever, we need strong leadership from the Executive level to end years of unaccountable
performance from agencies and departments. We know what needs to be done. We now have that strong

leadership at the Executive level and a Congress in place to hold the Administration acc ble for 44
goals.

As President Bush said: “It is a bold plan — and it is matched by a bold agenda for government reform.”™ ] ask
my colleagues to support President Bush’s plan to promote accountability for performance in the budgetary
process.

! “The Accountability Budget.” William D. Eggers. Wall Street Journal February 4,2002. Al6
L+ The Budget Message of the President.” Office of Management and Budget
«_dttp:/iwww. whitehouse.gov/omb/budget/fy2003/bud01.html
 “The Budget Message of the President.” Office of Management and Budget
Bttp: whitehouse gov/ormb/udget/fy2003/bud01 htral




Mr. HorN. Thank you.

I want to echo what you previsouly said and say that Hal Rogers
did an outstanding job. I have never seen an appropriator or any
authorizer—and when he got all of the airlines and different secu-
rity groups these last few months, he brought them in at 10 a.m.
and said, “We are not letting you out of here until 5 o’clock, and
we are going to find out what happens, and we want you to come
back a week or so later.” He did, and he went right down the line.

I told him, “I wish every authorizer and appropriator would do
exactly what you are doing,” because we finally got progress. Peo-
ple had to talk to each other. So that was very worthwhile, and he
ought to get a statue somewhere around this Capitol.

Now we are going to start with our fine witnesses here, and we,
as you know, are an investigative committee, so we give the oath
to our guests.

If you will raise your right hands, and any of your assistants
that are going to whisper in your ear, I want them under oath, too.

[Witnesses sworn.]

1\{[11". HorN. The clerk will note that all the witnesses affirmed the
oath.

Now we will begin with the Honorable Mark W. Everson, Con-
troller, Office of Federal Financial Management, Office of Manage-
ment and Budget. Mr. Everson has a very fine record, and we are
glad to have him before us. This is exactly what is needed.

The controller role in the Office of Federal Financial Manage-
ment within OMB is a statutory office, and the work he can do will
make a real difference in the executive branch.

He is also vice chairman of the President’s Management Council,
and prior to coming to the Bush administration in August, Mr.
Everson served as group vice president, Finance, of S.C. Inter-
national Services, Inc., which is a $2-billion, privately owned, Dal-
las-based food services company with leading market positions in
both airline catering and home meals solutions.

If you had stayed there and turned that into security, you would
probably be a billionaire. But that is one of our major problems. So
we are delighted to have you. If you could, we have read your text,
and if you could summarize it, we would appreciate it. A lot of peo-
ple have airplane trips and whatnot. So please proceed.

STATEMENTS OF MARK W. EVERSON, CONTROLLER, OFFICE
OF FEDERAL FINANCIAL MANAGEMENT, OFFICE OF MAN-
AGEMENT AND BUDGET; J. CHRISTOPHER MIHM, DIRECTOR,
STRATEGIC ISSUES, U.S. GENERAL ACCOUNTING OFFICE;
AND GASTON L. GIANNI, JR., INSPECTOR GENERAL, FED-
ERAL DEPOSIT INSURANCE CORP., VICE CHAIR, PRESI-
DENT’S COUNCIL ON INTEGRITY AND EFFICIENCY

Mr. EVERSON. Certainly. Thank you, Mr. Chairman, Congress-
man Sessions. I would note, I just learned since my moving up
here, he would have been my Congressman, I gather, shortly, with
the changes in Texas. But thank you both for your interest in this
subject.

This is my first time before the Congress since I was confirmed,
and I am delighted that it is on this subject, because your leader-
ship, Mr. Chairman, on scorecarding, on accountability, is some-
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thing that we are trying to emulate and further in the work that
we are doing.

I will cover two principal subjects in my brief remarks, and one
third, on the particular initiative that I think merits some reflec-
tion.

You both have well articulated the President’s management
agenda. There are five governmentwide initiatives that were se-
lected to be focused upon because they are pervasive, they cut
across all of the departments in terms of a lot of work is left to be
done, no matter where you turn.

That does not mean that we are not focusing on additional areas.
As you know, there are nine additional initiatives that are depart-
ment-specific that we are looking at, that the President is tracking
as well. But the bulk of the commentary and the effort in the man-
agement scorecard that you have mentioned pertains to the five.
They are the strategic management of human capital, competitive
sourcing and improving financial management, expanding elec-
tronic government, and also budget and performance integration.

The scorecard itself, as you indicated—and we have it over
here—shows a lot of very poor marks. Eighty-five percent of the
initial evaluations which we conducted as of the end of September
2001, this last fiscal year, were red. That means that against
standards that we articulated, developed, and vetted with out-
siders—financial management, for instance, we took them to the
Comptroller General, to the Secretary of the Treasury, my boss,
Mitch Daniels—it was not just an OMB, effort, though—to make
sure that we did good, strong standards in each area.

The way the scorecard works, to get the green you have to meet
a whole series of what we call “core criteria” for well-managed en-
terprises, a private-sector-like standard, if you will, applied in the
government context. But on the other hand, you are red if you have
any one of a number of serious flaws.

Again, in financial management, my area, an example of that
would be if the auditor is unable to express an opinion on your fi-
nancial statements. So, unfortunately, in 85 percent of these meas-
ured categories, the government agencies and departments are red
as of the end of the last fiscal year.

I think there is a lot of opportunity for progress. We will be
tracking the progress side. Agencies are currently finalizing their
plans to get themselves out of the ditch, if you will. That is an ac-
tive and ongoing discussion between OMB and also OPM, which is
the leader in human capital, that initiative, and the departments
and agencies.

The second subject I would very briefly touch on is what you
talked about, performance and results. You will notice as you go
through this document—and I really do commend it to you, a whole
new approach—we are trying to tie together performance of pro-
grams.

As you know, GPRA had six principal objectives. One of them
was certainly performance. This document for the first time goes
through and highlights major programs, and not only those by any
means, and takes a shot at an honest evaluation of the effective-
ness of the program: Is the money getting the desired outcome that
the taxpayer can expect?
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It is a first effort, it has a long way to go, and we welcome the
input of the committee and other interested parties in helping us
develop a performance budget-based concept.

I want to close with just one particular—a plug for one particular
initiative. It is in the accounting area.

The budget has made a change in the accounting for certain of
the retirement costs. There was an inconsistency in law. The bulk
of the retirement costs under the first program in the military re-
tirement system is already charged directly to programs, but some
of the retirement costs for the older system, the predecessor sys-
tem, were still held centrally. We have taken a first step, which
was conceptually called for by the AIGA, the Association of Govern-
ment Accountants, and endorsed in principle by the Joint Financial
Management Improvement Program, which again includes the Sec-
retary of the Treasury and the Comptroller General, to change this
presentation so all the retirement costs for employees will actually
be charged in the budget against programs.

We think that is greater transparency, greater accountability,
anld an important first step in trying to marry up dollars and re-
sults.

Those are sort of the three points I would like to emphasize this
morning, Mr. Chairman.

[The prepared statement of Mr. Everson follows:]
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STATEMENT OF THE HONORABLE MARK W. EVERSON,
CONTROLLER, OFFICE OF FEDERAL FINANCIAL MANAGEMENT
OFFICE OF MANAGEMENT AND BUDGET
BEFORE THE
SUBCOMMITTEE ON GOVERNMENT EFFICIENCY, FINANCIAL MANAGEMENT AND
INTERGOVERNMENTAL RELATIONS

February 15, 2002

Mr. Chairman and Members of the Subcommittee:

Thank you for the opportunity to appear before the subcommittee to discuss the
Administration’s efforts to improve the management and performance of the federal government.
I would like to discuss two important components of this effort. - One is the President’s
Management Agenda and the Administration’s use of an Executive Branch Management
Scorecard to track improvements in the five government-wide problem areas targeted by the
President. The other is the manner in which the President’s Budget for 2003 seeks to foster
accountability in government — taking a first step toward performance-based budgeting. In
addition, I would like to briefly discuss a specific initiative to improve financial transparency — a
modest but important step to more closely align the federal government’s budgeting process with
its financial accounting and reporting.

The President’s Management Agenda and Scorecard

Since the beginning of his Administration, the President has called for better management
of the federal government. Beginning with his Budget Blueprint in February 2001, continning in
the FY 2002 Budget and in his Management Reforin Agenda released in August 2001, the
President has repeatedly spelled out a clear agenda for government reform.

Rather than pursue an endless and disconnected array of initiatives, the Administration has
elected to identify the government’s most glaring problems — and solve them. The President has
ordered the pursuit of five government-wide initiatives that together will help government achieve
better results.

The first initiative, Strategic Management of Human Capital, aims to attract talented and
imaginative people to the federal government in order to improve the service provided to our -
citizens. A second, Competitive Sourcing, exposes parts of government to competition so that
they may better focus on what customers want while controlling costs. A third project,
Improving Financial Performance, improves how government manages its money - reducing, for
instance, the billions in erroneous payments the government makes every year. A fourth project,
Expanded E-Government, harnesses the power of the Internet to make government more
productive. The fifth, Budget and Performance Integration, begins the process of linking resource
decisions with results — the underlying information needed to hold government accountable.

Good infentions and good beginnings are not the measure of success. What matiers in the
end is completion: performance and results. In order to ensure accountability for performance and
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results, the Administration is using an Executive Branch Management Scorecard. The scorecard
tracks how well departments and agencies are executing the President’s management initiatives,
and where they stand at a given point in time against overall standards for success.

The scorecard employs a simple “traffic light” grading system common today in well-run
businesses: green for success, yellow for mixed results, and red for unsatisfactory. Scores are
based on five standards for success defined by the President’s Management Council and discussed
with experts in government and academe, including individual fellows from the National
Academy of Public Administration.

The standards for financial management, for example, were reviewed by the Secretary of
the Treasury, the Comptroller General, and the Director of the Office of Management and Budget
(OMB). Under each of the five scts of standards, an agency is “green” if it meets all of the
standards for success, “yellow” if it has achieved some but not all of the criteria, and “red” if it
has even one of any number of serious flaws. For example, in financial management, an agency is
“red” if its books are in such poor condition that auditors cannot express an opinion on the
agency’s financial statements.

A 2001 baseline evaluation of departments and agencies against the standards for success
shows a lot of poor scores with 85% red and only one green, in financial management at the
National Science Foundation. This was to be expected since, as the President indicated when
selecting the Management Agenda items, the arcas are “targeted to address the most apparent
deficiencies where the opportunity to improve performance is the greatest.”

Performance-based Budgeting

The President’s Budget for 2003 takes the first step toward reporting to taxpayers on the
relgtive effectiveness of the thousands of programs on which their money is spent. It commences
the overdue process of seriously linking program performance to future spending levels. It asks
not merely “How much?”; it endeavors to explain “How well?”

These changes have been called for by good government advocates for decades. A 1949
commission headed by the 31st President, Herbert Hoover, first introduced the term
“performance-based budgeting.” Subsequent Presidents launched efforts to get betier results from
government. During the 1990s, the Congress passed several statutes aimed at enhancing
government’s attention to performance. As you know, the Government Performance and Results
Act (GPRA) in 1993 directed the executive branch to undertake the measurement of effectiveness
and to reflect the answers in budget choices. As Senator John Glenn said several years later, “The
ultimate goul of GPRA is to use program performance information to guide resource allocation
decisions.”

In an initial and admittedly exploratory way, the FY 2003 Budget responds to these
longstanding demands, proposing to reinforce provably strong programs, and to redirect funds in
many cases from programs that demonstrably fail, or cannot offer evidence of success. Eager to
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make government work better, the Administration used all of the performance information it
could gather in making decisions for this Budget. We seek to change the burden of proof, asking
agencies and advocates {o supply evidence of program effectiveness instoad of assuming
effectiveness in the absence of evidence to the contrary. OMB staff and agencies collected
evaluations, studies and performance documentation of all sorts from a variety of sources to assess
which programs were effectively improving desired outcomes.

Over time, the resulls of this performance-oriented process of policy development and
budget allocation will include:

o funding effective programs, which have demonstrated benefits greater than cost;

* shifting resources toward more effective programs from less effective ones that have
similar purposes;

* setting program targets and strategies based on understanding performance and cost
relationships;

o adding incentives to enhance program effectiveness; and

« improving efficiency in programs and support services.

The information on which program ratings are based is far from perfect, and some
conclusions may ultimately prove erroneous. The Administration invites a spirited discussion and
welcomes additional data, as well as suggestions about how to measure performance better
throughout the federal government.

Financial transparency

In closing, I would like to highlight a specific step which will improve financial
transparency. It is our belief that budget accounts should show the total resources required to
achieve program results. Currently this is not always the case.

Our proposal would assign employee costs, including those relating to retirement, as direct
charges to programs. For example, pensions for new employees and for military employees were
reformed in the mid-1980s, with employers paying their share of the accruing costs. Yet, costs for
employees hired earlier under the Civil Service Retirement System have been only partly charged
to programs.

This accounting change would be an important step in closing the gap between current
budgetary cost and uniform full operating cost so that cost and results can be compared to each
other and across government. Importantly, this change will not affect the “bottom line” of the
budget as a whole, or the basic budgetary concepts of budget authority, obligations, and outlays.

The need for financial transparency has been cited by both the American Institute of
Certified Public Accountants (AICPA), and the Association of Government Accountants (AGA).
In addition, the Jomnt Financial Management Improvement Program (JEMIP), whose principals
include the Comptroller General, the Secretary of the Treasury, the Director of the Office of

3
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Personnel Management, and the Director of OMB, has said, including the full costs of employees
“in data used for budgetary decision-making would enbance both the planning process and the
evaluation of the costs of operations. It would also provide for enhanced consistency and
transparency relating to presentation of this information and greater accountability for results.”

L E] E3

The steps the Administration is taking fo improve government management including
those in budget and performance integration and financial transparency are exciting and long
overdue. I look forward to working with the committee and I'll take any questions you may have
on these matters.
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Executive Branch Management Scorecard
2001 Baseline Evaluation

Human Competitive Financial E-Gov Budget/Perf.
Capital Sourcing Mgmt. Integration
AGRICULTURE L @ @ O ®
COMMERCE L ® @ O L]
DEFENSE ® @ @ L @
EDUCATION [ @ @ ® @
ENERGY L J L J @ L L
EPA L L L 2 C @)
HHS @ L J @ L ®
HUD @ @ L ® ®
INTERIOR @ L J L L @
JUSTICE @ @ L 2 ® L
LABOR O ® @ O ®
STATE ® @ @ e &
TRANSPORTATION L 2 L] ® ® O
TREASURY ® @ o L ®
VA @ @ L S @
AID @ @ ® L ®
CORPS OF ENGINEERS @ L L ] @ ®
FEMA ® @ L ® @
GSA L J @ O L J @
NASA L L J O @ L
NSF @ @ O L
omB @ L L L @
OPM O ® @ O ®
SBA ® @ O O O
SMITHSONIAN L L @ O @
SSA O L ] @ O L J
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EXECUTIVE OFFICE OF THE PRESIDENT
CFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, D, Q. 20503

OFFICE OF FEDERAL March 26, 2002

FINAMCIAL MANAGEMENT

The Honorable Stephen Horn

Chairman

Subcommittee on Government Efficiency,
Financial Management and
Intergovernmental Relations

United States House of Representatives
Washington, DC 20515

Dear Mr. Chairman:

Thank you for the recent opportunity to testify before the Subcommittee on Government
Efficiency, Financial Management and Intergovernmental Relations on the subject of the
President’s Management Agenda and the Management Scorecard. As I mentioned at the
hearing, the steps the Administration is taking to improve government management including
those in budget and performance integration and financial fransparency are long overdue. [
expect our efforts to enhance government operations in all areas.

Enclosed, please find responses to the written questions you submitted to me following
the hearing. Please let me know if you require further information.

Again, I appreciate your sustained interest and strong leadership in improving
management thronghout the Federal Government. 1 look forward to testifying before your
Subcomrmittee again on April 9, where I hope to present in further detail the actions that the
Administration is taking to improve financial menagement in the government.

Sincerely,
Gy —
Mark W, Everson

Controller
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We have reviewed the IG’s response to the questions, and
would offer the following additional information.

1. Based on the current state of your agency’s financial
management systems, how challenging will it be to
complete next year’s financial statement audit by
February 1?

We agree that completing and issuing the FY 2002
Department-wide audited financial statements by February 1,
2003 is a major challenge. We expect to achieve this
milestone. To make the February 1 date, the interim audit
work will commence soon. In addition, the Department will
issue interim financial statements for the period ending
March 31, 2002, by the OMB required date of May 31, 2002.

2. Were this year’s financial statements prepared from
data produced routinely by the agency’s financial
management systems?

The financial statements are prepared for the most part
(versus only to a limited extent) from data produced by the
financial management systems., It is true that data,
primarily for personal property, capital leases and certain
accounts payable, are developed from sources other than the
general ledger. However, these balances constitute a
minority portion of the Department’s total values presented
in the financial statements.

In addition to the installation of new Hyperion software to
improve the timeliness of financial reporting, the
Department is implementing the use of our existing Fixed
Assets Module for personal property in FY 2002. This will
further increase the amount of financial statement data
produced by the financial management systems.

3. Are the agency’s financial and performance management
systems integrated?

To improve planning, resource and financial management, key
resource management and planning activities with respect to
foreign assistance oversight (Function 150}, appropriations
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and financial services functions were consolidated into a
new bureau ~ Resource Management (RM). RM is headed by the
Assistant Secretary for Resource Management and Chief
Financial Officer, Christopher B. Burnham. This
reorganization significantly improves the coordination of
policy and resources, and enhances organizational
integration among our financial management (including
systems), strategic planning and performance, and budget
responsibilities.

5. Do the agency’s financial systems provide timely,
accurate, and useful data to support day-to-day
management and policy-making?

Please see our comments to Question 2.

6. Provide further insights on the financial management
systems.

The Department is in substantial compliance with applicable
Federal accounting standards and the U.8. Government
Standard General Ledger at the transacticn level. However,
the Department’s financial management systems do not comply
with Federal financial management systems reguirements, as
required by several laws and regulations. As required by
FFMIA, RM has developed a Remediation Plan (Plan) to
resolve this issue by the end of FY 2003. RM has completed
several phases of the Plan, and the remainder of the Plan
is on target and on schedule.

The Plan contains several major projects including the
installation of a Regional Financial Management System
(RFMS). RFMS will replace cur legacy overseas financial
systems and is on-schedule for implementation worldwide by
the end of FY 2003. RFMS is comprised of a custom
developed Disbursing System (REMS/D) and American
Management Systems’ off-the-shelf accounting systen.
Implementation activities began in June 2001, when the
RFMS/D module was brought on-line for Foreign Service
National pavroll disbursements to several countries in
Central and South America. On November 1, 2001, RFMS
became operational at our Charleston, South Carolina
Financial Service Center {FSC), with Embassy Lima as the
first serviced post offering the full range of financial
services under RFMS. As of April 1, 2002, nine countries
{posts) serviced at our Charleston FSC, and one country
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serviced by at our Bangkok FSC, have gone live with RFMS.
Based upon our success to date, we have increased our
initial conversion total for posts for FY 2002 from 31 to
36.

In conjunction with establishing a single worldwide
financial management system, the Department is also
establishing a consolidated financial service delivery
organization at our Charleston FSC. The Department plans
to consolidate financial operations and certain systems
functions from the FSCs in Paris, Bangkok, and Headguarters
(Washington Metropolitan area) to the Charleston FSC. The
consolidation action will streamline financial operations,
reduce the Department’s presence overseas, and convert
Foreign Service National jobs to American employee jobs.

The second building in Charleston will be occupied in April
2002. As Paris FS8C-serviced posts are converted to RFMS
during 2002 and 2003, financial servicing will concurrently
transition from Paris FSC to Charleston FSC and Bangkok
FSC. During 2002, the domestic American Payroll and
Foreign Service Pension functions will also be relocated to
the Charleston FSC. Following completion of the Paris FSC
consolidation, and renovation of a third building in
Charleston (scheduled for March 2004), some Bangkok FSC
operations will be conscolidated into Charleston. At that
time, the Charleston Financial Services Complex will serve
as the Department’s central financial servicing facility
for all overseas financial management activities. The
remaining portable domestic financial operations will be
relocated to Charleston FSC by September 2006, and use the
modern web-based, client-server Momentum® system. .

As indicated in the responses by the IG, the Department has
improved the security of our mainframe and other
information systems. The Department’s Management Control
Steering Committee (MCSC), with the concurrence of the
Inspector General, approved the closure of the material
weakness for Information Systems Security for the Fiscal
Year (FY) 2000 Federal Managers’ Financial Integrity Act
(FMFIA) Report. This was based on the fact that the
processes, controls and administration of the security
program had been significantly enhanced since this problem
was identified.



24

Some of the many other IT security accomplishments to date
include:

¢ Developed a Systems Security Program Plan (SSPP) that
documents the Department’s security program in its
entirety,

& Adopted the National Security Telecommunications and
Information Systems Security Instruction (NSTISSI),
National Information Assurance Certification and
Accreditation Program (NIACAP},

® Developed a Certification and Accreditation Document that

establishes a standard process, set of activities,

general tasks, and a management structure to certify and
accredit systems,

Established a 24X7 computer incident response team,

Established an IT Configuration Control Board,

Established the Remediation Program Office,

Established antivirus program and processes, and

Implemented an ongoing penetration-testing program.
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Mr. HoOrN. I am glad you mentioned that. I have asked the staff
to take a look at the accounting practices of various regulatory au-
thorities within the executive branch to see if we are making some
mistakes here. You are apparently on top of that, and I am glad
to hear about that.

Mr. EVERSON. Thank you.

Mr. HORN. I might say, since all you Dallas people are here,
there is one important Dallas person that wanted to come here
very badly, but he had a longtime commitment. But he has been
with us from the very beginning on the GPRA, so-called, the per-
formance and results, and that is the majority leader of the House
of Representatives, Mr. Armey. He is retiring this year and I am
retiring this year, and we would like to get a lot of things done be-
fore all these things happen.

But he has been, from the very beginning, fighting for perform-
ance and results, so we are sorry he is not with us today. But Dal-
las seems to be doing good.

Mr. SESSIONS. I will second that, Mr. Chairman.

Mr. HORN. Gee, I thought you would. I have been in your fine
city.

Next is the gentleman from the General Accounting Office, our
right arm, and that is Christopher Mihm, the Director for Strategic
Issues in the U.S. General Accounting Office.

For those that do not know, that office has been in the legislative
branch since 1921, and the head of it is the Comptroller General
of the United States. They do excellent work, and at every hearing
we get into we try to give them a 6-month or 4-month lead, and
we always like to hear what they have to say on the issue at hand.

Mr. Mihm, welcome here again.

Mr. MiEM. Thank you, Mr. Chairman and Mr. Sessions. Once
again, it is always a great honor to appear before you. Of course,
I will take your guidance and just hit the highlights of my written
statement.

My major point this morning is that the administration’s plan to
use the scorecard to highlight the agencies’ progress in achieving
the goals embodied in the management agenda is a very promising
first step. As we have seen by your example, Mr. Chairman, grad-
ing agencies on their progress can be an effective incentive to im-
prove.

Mr. Sessions, as your efforts in leading the Results Caucus have
underscored, many of the challenges agencies face are longstanding
and complex, and will require some inspired and sustained atten-
tion. Therefore, as this subcommittee has emphasized by the topic
of this hearing, the value of the scorecard is not in the scoring, but
in the degree to which the scores lead to demonstrable improve-
ments.

As you mentioned in your opening statement, Mr. Chairman,
what we need now is leadership, hard work, and accountability
until the job is done. With that in mind, there are three points that
I just want to touch on very briefly.

First, the President’s five governmentwide initiatives cannot be
successfully addressed in an isolated or piecemeal fashion, separate
from one another or from other management challenges and in
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high-risk areas facing the agencies. The administration clearly ap-
preciates this, as their budget documents demonstrate.

We believe that the initiatives must be addressed in an inte-
grated way to ensure that they drive a broader transformation of
cultures within Federal agencies. At its essence, this cultural
transformation must seek to have Federal agencies become less
hierarchical, less process-oriented, less stovepiped and inwardly fo-
cused, and more flat, partnerial, results-oriented, integrated, and
externally focused.

This integrated thinking also needs to be applied to programs
and mission areas, as you pointed out, Mr. Sessions, in your com-
ments about government post-September 11th.

My second point this morning is that while agencies will have to
undertake the bulk of the effort in addressing their respective man-
agement weaknesses, the improvements needed have important im-
plications for the central management agencies as well. OMB,
OPM, the General Services Administration, the Department of the
Treasury will need to remain actively engaged throughout the plan-
ning and implementation of the President’s initiatives in order to
ensure that the agencies bring to bear the resources and capabili-
ties they need to make real progress.

The central management agencies, therefore, need to ensure that
they, too, have the capabilities in place to support and guide ef-
forts. These will be critical to help agencies identify root causes of
their management challenges, pinpointing specific actions, provid-
ing agencies with tools and additional support, including targeted
incentives where needed, to address shortcomings and assist agen-
cies in monitoring and reporting progress.

Third and finally, in implementing the President’s management
agenda, it will be important to ensure that improvement plans and
status information are made available so that Congress, other in-
terested parties, and the public can help identify solutions and as-
sess progress.

It can only be through the continued attention of Congress, the
administration and Federal agencies that progress can be sus-
tained and, more importantly, accelerated. Transparency, therefore,
will be crucial to making lasting and effective changes.

In summary, Mr. Chairman and Mr. Sessions, highlighting at-
tention to longstanding management weaknesses through the
President’s management agenda and the executive branch manage-
ment scorecards are certainly important steps in the right direc-
tion.

At the same time, it is well recognized that consistent progress
in implementing these initiatives will be key to making real im-
provements in performance and management across the Federal
Government.

We are pleased that this subcommittee and others in Congress
have turned to GAO for assistance on Federal management issues,
and of course, we look forward to continuing to assist Congress and
agencies in this regard, and would certainly be pleased to provide
any additional assistance that you may request.

I would be happy to take any questions that you may have.

Mr. HorN. Well, thank you very much.

[The prepared statement of Mr. Mihm follows:]
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Mr. Chairman and Members of the Subcommittee:

L am pleased to be here today to discuss the President’s Management
Agenda to improve the management and performance of the federal
government. The federal government is one of the largest, most complex,
and diverse organizations in the world, facing a wide range of challenges in
responding to a number of key trends, such as globalization, changing
secwrity threats, and demographic changes. Especially in light of the tragic
events of September 11, federal agencies will need to work better with
other governmental organizations, nongovernmental organizations, and the
private sector, both domestically and internationally, to achieve resuits.
Focusing on accountable, results-oriented management can help the
federal government use this network to deliver economical, efficient, and
effective programs and services to the American people.

My central pointtoday is that the administration’s plan to use the Executive
Branch Management Scorecard to highlight agencies’ progress in achieving
management and performance improvements embodied in the President’s
Management Agenda is a promising first step. Howevey, i is importaxt to
recognize that many of the challenges the federal government faces are
long-standing and complex, and will require sustained attention.
Therefore, as this subconmittee has emphasized by the topic of this
hearing, the value of the scorecards is not in the seoring, but in the degree
to which scores lead to sustained focus and demonstrable improvements,
This will depend or continuing efforts to assess progress and maintain
accountability to ensure that agencies are able to, in fact, improve their
performance,

As agreed with the sul ittee, my stat t today will:

* discuss the administration’s scorecard approach to addvess five
crosscutting management initiatives,

describe the key elements that our work suggests are particularly
important in implementing and sustaining management iraprovement
initiatives so that they genuinely take root and eventually solve the
problems they are intended to fix, and

highlight the need for transparency and congressional oversight to
provide the continuing atiention ded to improve and
performance across the federal government.

Page 1 GAD-02-4357
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The Administration’s
Scorecard Provides a
Starting Point for
Irmproving Federal
Management

The objective of the Executive Branch Management Scorecard is to provide
atool that can be used to track progress in achieving the President’s
Management Agenda. Using broad standards, the scorecards inthe
president’s budget grade agencies’ performance regarding five
governmentwide initiatives, which are:

strategic management of human capital,
competitive sourcing,

improved financial performance,
expanded electronic government, and
budget and performance integration.

e e 0

Central to effectively addressing the federal government’s management
problems is recognition that the five governmentwide initiatives cannot be
addressed in an isolated or piecemeal fashion separate from the other
major management challenges and high-risk areas facing federal agencies.*
As stated in the President’s Management Agenda, they are mutually
reinforcing. More generally, the initiatives must be addressed inan
integrated way to ensure that they drive a broader transformation of the
cultures of federal agencies. At its essence, this cultural transformation
must seek to have federal agencies become less hierarchical, process
oriented, stovepiped, and inwardly focused; and more flat, parinerial,
results oriented, integrated, and externally focused.

The focus that the administration’s scorecard approach brings to improving
management and performance is certainly a step in the right direction. As
we have seen by your example, Chairrnan Hom, in calling attention to
agencies’ financial management, the year 2000 computer concerns, and
computer security issnes by grading agencies on their progress, this
approach can create an incentive to improve management and
perforrance. Similarly, we have found that our high-risk list has provided
added emphasis on government programs and operations that warrant
urgent attention to enstre our government functions in the most
economical, efficient, and effective manner possible.

1U.8. General Accounting Office, DOD P tal Me agrated Approach,
Accountability, ard Incentives Arve Reys to Effective Reform, GAO-01-681T (Washington,
D.C: May 8, 200D,

Page GAO-02-438T
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The President’s Management Agenda focuses on iraportant challenges for
the federal goverranent. The iteras on the agenda are consistent n key
aspects with the federal government’s statutory framework of financial
management, information technology, and results-oriented management
reforms enacted during the 1990s, In crafting that framework, Congress
gought to provide a basis for improving the federal government’s
effectiveness, financial condition, and operating performance’ Moreover, I
believe it is worth noting the clear linkages between the five
governmentwide initiatives and the nine program-specific initiatives
identified by the administration, and the high-risk areas and major
management challenges that were covered in GAO's Januvary 2001
Performance and Accountability Series and High-Risk Update® For

caraple, we have dest 1 strategic human capital management as a
governmentwide high-risk arvea that p a pervasive chall
throughout the federal government, and this is also one of the p;endents
governmentwide initiatives. Our work has found strategic human copital
management challenges in four key areas, which are:

-

strategic human capital planning and organizational alt

Jeadership continuity and su ianni

= acquiring ard developing staffs whose size, skills, and deployment xest
agency needs; and

* creating results-oriented organizational cultures.

In the area of improved financial performance, we have continued to point
out that the federal government is a long way from successfully
implementing the statuiory reforms Congress enacted during the 1990s.
Widespread financial i systern weak , poor
recordkeeping and documentation, wesk internal controls, and the lack of
cost information have prevented the government from having the
information needed to effectively and efficiently manage operations or
accurately report a large portion of its assets, liakilities, and costs.
Agencies need to take steps to coniinuously improve internal control and
underlying financial and management information systems to ensure that

29, s General Accoun&m“ Office, Mmm.gmg for Results: The Statulory Framework for
tity, GAOMARGD/AIMD-08.52 (Washinglon,

DC Jan. 28, 1998)

*U.8, General Accounting Offics, Performonce and Accowndability Series, GAO01-241
through 262 (Washingten, D.C.: January 2601). 13.8. General A ing Office, High-Risk
Series: An Updete, GAO-DL.263 (Washington, D.C.c January 2001),

Page 8 GAD-02-439T
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managers and other decision makers have reliable, timely, and useful
financial information to ensure accountability; measure, control, and
manage costs; manage for results; and make timely and fully informed
decisions about allocating limited resources.

Another of the adrainistration’s initiatives is to integrate performance
review with budget decisions, with & long-term goal of using information
about program resulis in making decisions about which programs should
continue and which to terminate or reform. The Office of Management and
Budgei (OMB) has changed the presentation of the president’s budget to
provide added focus on whether programs are effective, and a management
focus is present throughout the budget document’s discussions of the
agencies. In our observations of agencies’ efforts to impl the
Govermment Performance and Results Act (GPRA) and the Chief Financial
Officers Act, more agencies were able to show a direct link between
expected performance, resowrces requested, and resources consumed.!
These linkages help promote agencywide performance management efforts
and increase the need for reliable budget and financial data. However, onr
work has also shown that additional effort is needed to clearly describe the
relationship between performance expectations, requested funding, and
consumed resources. The uneven extent and pace of development should
be seen in large measure as a reflection of the mission complexity and
variety of operating environments across federal agencies, Describing the
planned and actual use of resources in terms of measurable accurate
results remains an essential action that will continue to require time and
effort on the part of all agencies, working with OMB and Congress.

The administration has identified areas where it believes the opportunity to
improve performance is greater. However, as stated in the president’s
budget, “The marks that really matter will be those that record
improveraent, or lack of i, from these starting poirts.” The administration
has pledged to update the scores {wice a year and to issue a mid-year report
during the summer. Updates and future reports will be iraportant in
ensuring that progress continues as agencies atterpt to improve their
performance. It is key that rigorous criteria be applied o ensure that, in
fact, progress has been made.

*U.8. General dccounting Offics, Managing for Results: Agercy Progress in Linking
Performunce Plans With Budgets and Financiol Statements, GAQ-02-236 (Washington,
D.C: Jan. 4 2002).

Page 4 GAD-02-4397
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Key Elements in
Iraplementing and
Sustaining
Management Reforms

According to the administration, the President’s Management Agenda is a
starting point for managerment reform. As such, we have drawn upon our
wide-ranging work on federal management issues o identify elements that
are particularly important in implementing and sustaining managerent
improvement initiatives, These elements include: (1) demonstrate
leadership and accountability for chaage, {2) integraie management
improvement initiatives into programmatic decision making, (3) use
thoughtful and rigorous planning to guide decisions, (4) involve and
empower employees to build commitment and accountability, (5) align
organizations to streamline operations and clarify accountability, and (6}
maintain strong and continuing congressional involvement (which wiil be
covered in the next section).® These six elements have applicability for
individual federal agencies, and the central management agencies, each of
which plays a fund tal part in impl ting reforms and improving
federal government performance.

—{emonstrate Leadership
and Accountability For
Change

One of the most important elements of successful management
improvernent initiatives is the demonstrated, sustained coramitment of top
leaders to change. Top leadership involvement and clear lines of
accountability for making management improvements are critical to
ensuring that the difficult changes that need to be made are effectively
implemented throughout the organization. The unwavering commitment of
top leadership in the agencies will be especially important to overcoming
organizations’ natural resistance to change, marshalling the resources
needed in many cases to improve management, and building and
maintaining the organizationwide corumitment to new ways of doing
business.

Sustaining top leadership ¢ itment to impro t is particularly
challenging in the federal government because of the frequent tmrmover of
senior agency political officials. As a result, sustaining improvement
initiatives requires commitment by senior career executives, as well as
political leaders, Career executives can help provide the long-term focus
needed to institutionalize reforms that political executives’ often more
limited tenure does not permit.

5 U.8. General Accounting Office, Reform: of
Fmprovement Initiatives, GAO/T-GGD-00-26 {Washington, D.C.: Oct. 15, 1989).
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The Office of Personnel M nt’s (OPM) amended regulations that
place increased emphasis on holding senior executives accountable for
organizational goals provide an opportunity to reinforce leadership and
accountability for management improvement. Specifically, the amended
regulations require agencies to hold executives accountable for results;
appraise executive performance on those results balanced against other
dimensions, including customer satisfaction and employee perspectives;
and use those results as the basis for performance awards and other
personnel decisions. Agencies were to implement their policies for the
senior executives for the appraisal cycles that began in 2001,

Although the respective departments and agencies must have the primary
responsibility and accountability to address their own issues, leaders of the
central management agencies have the responsibility to keep everyone
focused on the big picture by identifying the key issues across the
government and ensuring that related efforts are complementary rather
than duplicative. The top leadership of OMB, OPM, the General Services
Administration (GSA), and the Department of the Treasury need to
continue to be involved in developing and directing reform efforts, and
helping to provide resources and expertise to further improve
performance.

Integrate Management
Improvement Initiatives into
Programmatic Decision
Making

To be successful, management improvernent initiatives must be part of
agencies' programs and day-to-day actions. Traditionally, the danger to any
management reform is that it can become a hollow, paper-driven exercise
where management improvernent initiatives are notf integrated into the day-
to-day activities of the organization. The administration has recognized
this danger and encouraged agency leaders to take responsibility for
improving the day-to-day management of the government. Integrating
management issues with budgeting is absolutely critical for progress in
government performance and management. Such integration is obviously
important to ensuring that management initiatives obtain the resource
commitments needed to be successful. More generally, however, the
budget process is the only annual process we have in government where
programs and activities come up for regular review and reexamination.
Integration also strengthens budget analysis by providing new tools to help
analysts review the relative merits of competing agency claims and
programs with the federal budget.

Page 6 GAC-02-439T
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The management issues in the president’s agenda have both
governmentwide and agency-specific components. Those aspects of the
problem that are governmentwide and cut across agency boundaries
demand crosscutting solutions as well. Inferagency councils such as the
President’s Management Council, Chief Financial Officers’ Council, the
Chief Information Officers’ Council, the Human Resources Management
Council, the President’s Council on Integrity and Efficiency, and the Joint
Financial Manageraent Improvement Program can play central roles in
addressing governmentwide managernent challenges. As [ have notedin a
previous testimony, interagency councils provide a means to help foster
<o ication across the e ive branch, build commiiment fo reform
efforts, tap talents that exist within agencies, focus attention on
management issues, and initiate improvements.®

Use Thoughtful and
Rigorous Planning to Guide
_ Jecisions

The magnitude of the challenges that many agencies face call for thoughtful
and rigorous planning to guide decisions about how to improve
performance. We have found, for example, that annual performance plans
that include precise and measurable goals for resolving mission-critical
management problems are important to ensuring that agencies have the
institutional capacity to achieve results-oriented programmatic goals. On
the basis of our long experience exarining agency-specific and
governmentwide improvement efforts, we believe the improvement plans
that agencies are to develop in conjunction with tracking their progress in
achieving the goals of the President’s Management Agenda should establish
{1} clear goals and objectives for the improvement initiative, (2) the
conerete management improvement steps that will be taken, (3) key
milestones that will be used to track the implementation status, and (4) the
cost and performance data that will be used to gauge overall progress in
addressing the identified weaknesses.

While agencies will have to undertake the bulk of the effort in addressing
their respective management weaknesses, the improvements needed have
important implications for the central managerent agencies as well, OMB,
OPM, GSA, and Treasury will need to remain actively engaged throughout
the planning and implementation of the president’s initiatives to ensure that
agencies bring to bear the resources and capabilities to make real progress.

5U.8. General Accounting Office, Government Management: Observations on OMB’s
Maragement Leadsrship Efforts, GAQ/T-GGI/AIMD-99-65 (Washington, D.C.: Feb. 4,
1999).

Page 7 GAO-02-439T
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These four agencies, therefore, need to ensure that they have the
capabilities in place to support and guide agencies’ improvement efforts.
These capabilities will be critical in helping agencies identify the root
causes of their management challenges and pinpointing specific
improvement actions, providing agencies with tools and additional
support—including targeted investments where needed-—to address
shortcomings, and assisting agencies in monitoring and reporting progress.
For example, OMB can assist agencies in developing and refining useful
performance measures and ensuring that performance information is used
in deliberations and key decisions regarding agencies’ programs. OPM can
provide tools for agencies to use in better gauging the extent to which
federal employees understand the link between their daily activities and
agencies’ results. In this regard, OPM has announced a major internal
restructuring effort driven in large part by the need to provide betier
support and resources to agencies,

nvolve and Empower
Employees to Build
Commitment and
Accountability

Agencies can improve their performance by the way that they treat and
manage their people, building commitment and accountability through
involving and empowering employees. All members of an organization
must understand the rationale for making organizational and cultural
changes because everyone has a stake In helping to shape and implement
initiatives as part of agencies’ efforts to meet current and future challenges.
Allowing employees to bring their expertise and judgment to bear in
meeting their responsibilities can help agencies capitalize on their
employees’ {alents, leading fo more effective and efficient operations and
improved customer service. However, our most recent survey of federal
managers found that at only one agency did more than half of the managers
report that to a great or very great extent they had the decision-making
authority they needed to help the agency accomplish ifs strategic goals.

Page 8 GAO-02-439T
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Effective changes can only be made and sustained through the cooperation
of leaders, union representatives, and employees throughout the
organization. We believe that agencies can improve their performance,
enhance emiployees’ morale and job satisfaction, and provide a working
environment where employees have a better understanding of the goals
and objectives of their organizations and how they are contributing to the
results that American cilizens want. In that regard, our work has identified
six practices that agencies can consider as they seek to improve their
operations and respond to the challenges they are facing, " These are:

demonstrating top leadership commitment;

engaging employee unions;

training employees to enhance their knowledge, skills, and abilities;
using emaployee teams to help accomplish agency missions;

involving emaployees in planning and sharing performance information;
and

* delegating authorities to front-line employees.

Align Organizations to
Streamline Operations and
Clarify Accountability

Successful management improvement efforts often entail organizational
realignment to better achieve results and clarify accountability. Agencies
will need to consider realigning their organizations in response to the
initiatives in the President’s Management Agenda. For example, as
competitive sourcing, e-government, financial management, or other
initiatives lead to changes in how an agency does business, agencies may
need to change how they are organized to achieve resulfs,

In recent years, Congress has shown an interest in restructuring
organizations to improve service delivery and program results and to
address long-standi weaknesses by providing authority and
sharpening accountability for management. Most recently, Congress
chartered the Transportation Security Administration in November 2001
and required:

s measurable goals to be outlined in a performance plan and their
progress to be reported annually;

7U.8. General Accounting Office, Hruman Capital: Practices That Empowered and
Frwotved GAGD1-1070 (Washi D.C: Sept. 14, 2001).
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* anundersecretary who is responsible for aviation security, subject to a
performance agreement, and entitled to a bonus based on performance;
and

* 2 performance management system that included goals for managers
and employees.

Transparency and
Congressional
Oversight Are
Necessary to Achieve
Results

In implementing the President’s Management Agenda, it will be important
to ensure that information is available so that Congress, other interested
parties, and the public can assess progress and help to identify solutions to
enhance improverent efforts. As stated in the president’s budget, “The
Administration cannot improve the federal government’s performance and
accountability on its own, It is a shared responsibility that must invelve the
Congress.” Therefore, transparency will be cucial in developing an
effective approach to making needed changes.

It will only be through the continued attention of Congress, the

3 ration, and federal agencies that progress can be sustained and,
more importantly, accelerated. Support from Congress has proven to be
critical in sustaining interest in management initiatives over time.
Congress has, in effect, served as the institutional champion for many of
these initiatives, providing a consistent focus for oversight and
reinforcement of important policies.

Making pertinent and reliable information available will be necessary for
Congress o be able to adequately assess agencies’ progress and fo ensure
accountability for resulis. Key information o start with includes the
agencies’ improvement plans that are being developed to address the
agencies’ scores. Congress can use these improvement plans to engage
agencies in discussions about progress that is being made, additional steps
that need to be taken, and what additional actions Congress can take to
help with improvement efforts.

More generally, effective congressional oversight can help improve federal
performance by examining the program structures agencies use to deliver
products and services to ensure that the best, most cost-effective mix of
strategies are in place to meet agency and national goals. As part of this
oversight, Congress can identify agencies and programs that address
similar missions and consider the associated policy, management, and
policy implications of these crosscutting programs. This will present
challenges to the traditional committee structures and processes. A
continuing issue for Congress o consider is how to best focus on common

Page 16 GAC-02.439T
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results when rmission areas and programs cutl across committes
Jjurisdictions.

Conclusions

in suramary, Mr. Chairman, serious and disciplined efforts are needed to
improve the management and performance of federsl agencies.
Highlighting attention through the President’s Management Agenda and the
Executive Branch M Scorecards are steps in the right direction,
At the same time, it is well recognized that consistent progress in
implementing these initiatives will be the key to achieving improved
performance across the federal government. In implementing the
President's Management Agenda, the elements highlighted during this
testimony should be considered and adapted as appropriate in view of the
fact that experience has shown that when these elements are in place
iasting management reforms are more likely to be implemented that

3 1y lead {0 impro Finally, Congress must play a crucial rele
in helping develop and oversee management improverment efforts
throvghout the executive branch. Congress has proven to be eritical in
sustaining management reforms by monitoring implementation and
providing the continuing attention necessary for management reforr
initiatives ta be carried through to their successful completion.

Mz. Chairman, we are pleased that you and your colleagues in Congress
have often turned to GAO for assistance on federal management issues and
we look forward to continuing o assist Congress and agencies in this
regard. We have issued a large body of reports, guides, and tools on issues
divectly relevant to the President’s Management Agenda, Wewill beissuing
additional such products in the future that should prove also helpful to
Congress and agencies in improving federal management and performance.

This concludes my prepared statement. I would be pleased to respond to
any questions that you or other members of the subcommittee may have.
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Mr. HORN. We have one more witness, and then we will go to
questions.

The Honorable Gaston L. Gianni is Inspector General, Federal
Deposit Insurance Corp., vice chair of the President’s Council on
Integrity and Efficiency. We are glad to have you here. Thank you.

Mr. GianNI. Thank you, Mr. Chairman, Mr. Sessions. It is a
pleasure to be here today to discuss the President’s management
agenda and the role of the Inspectors General community in accom-
plishing this agenda.

Specifically, this morning, I would like to share with you some
information about the community’s expertise, the views of the
agenda itself, and then our role in overseeing, as well as facilitat-
ing, the accomplishments and progress under this.

Almost 24 years ago, the Congress created the IG concept and
developed and enacted it into law. While the act has been amended
several times over the years and added new IGs and clarified re-
porting responsibilities, the basic tenets of the act’s intended mis-
sion have remained constant and strong.

The role of the IG is to protect the integrity of government pro-
grams through traditional audits and other reviews; improvement
of program effectiveness; and preventing fraud, waste, and abuse.

The Offices of Inspector General bring to bear a longstanding
historical perspective on the challenges and opportunities facing
our government. Offices of Inspector General offer stability and
broad-based knowledge and expertise on individual agencies and
the government as a whole.

In addition to our agency-specific reports, each OIG summarizes
its report semiannually to the Congress. The community recently
has provided assistance to the House Committee on Government
Reform, and played a significant role in advancing the implementa-
tion of the Government’s Performance and Results Act.

Many Offices of Inspector General have been providing independ-
ent assessments, as well as insights and advances, to help promote
this important legislation. We envision the implementation of the
management agenda to be quite similar to the GPRA effort, and be-
cause of past contributions, believe we are well qualified to offer
our assistance.

We recently put together a strategic framework which lays out
our mission and operations for the next 3 years, which will try to
be providing support to our agencies and leadership in government.
Our annual report to the President last year detailed the pivotal
role IGs have played in the area of information technology, GPRA,
financial management, and program integrity. Through our results,
we have uncovered potential savings of $9.5 billion, and identified
$5.5 billion as possible recoveries.

For the past 3 years, we have been summarizing the manage-
ment challenges facing our agencies and submitting that report to
the Congress. We are prepared to support and help the administra-
tion make progress on our agencies achieving results in the five
areas.

Members of the IG community believe that major management
challenges are not only for their respective entities, but also within
their own organizations. The theme of our recent Journal on Public
Integrity emphasizes the challenges for the government in the area
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of human capital. In the March 2001 management’s challenges
summary, 18 of 27 IGs cited human capital as their top agency
challenge, compared to 7 in the previous year. Many Offices of In-
spector General are addressing this.

In the competitive sourcing area, as the Federal Government in-
creases its competitive resource programs, oversight of agency con-
tract activities will take on added importance. As a note of caution,
the Federal Government has been lax in its contracting oversight.
Our annual report to the President lists example after example of
%)oor oversight. More than 27 IGs identified this as a major chal-
enge.

We note that appropriate internal controls and oversight in these
areas must be in place to ensure that the goods and services are
not only meeting the needs of the government and the public, but
that they are provided in the most cost-effective manner.

In the financial management area, since the 1990’s, we have
been working with our CFOs to help them get to a clean opinion.
Last year, 18 of the 28 CFOs reached a clean opinion status. We
are continuing to work with our CFOs and to assist them to move
to the green.

One area of caution: As the administration pushes and has setup
a goal for more timely financial statements, this is going to put on
an added burden and challenge for the government agencies. We
are working with the CFOs to think through these challenges and
how this goal might be accomplished.

In expanding electronic government, Offices of Inspector General
have a substantial amount of expertise in this area. Appropriate
controls, again, need to be in place to safeguard sensitive data and
critical systems of our government. All 27 IGs have identified this
as a major challenge.

We have helped the Congress with both the GPRA as well as the
Y2K, and we are positioned to help again to see that the manage-
ment agendas are initiated.

In the area of budget and performance, the IG community contin-
ues to consider GPRA implementation a significant agency chal-
lenge. Last year, we provided to Chairman Burton an analysis of
each of our agency’s management objectives under GPRA, and
whether those goals were quantifiable and how they might better
achieve them.

Overall, we believe the initiatives contained in the President’s
management agenda are a promising first step. Having said that,
success of these initiatives can only be achieved through updated,
integrated information systems. As such, agencies will need to in-
vest in updating their financial and program information systems
and ensure that these systems are developed and approved in ac-
cordance with standard system architect programs.

We are in a position to help. We stand ready. Our strategic
framework tasks us to be ready and responsive to our agencies and
their needs. We are working with the CFO community as it ad-
dresses the erroneous payments situation.

Individually, IGs build relationships with their agency heads and
strive to be influential forces in identifying vulnerabilities and fa-
cilitating excellence. Simply put, our job is to oversee operations
and recommend ways to make them better. We view ourselves as
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agents of positive change. An IG is clearly in a position to oversee
the progress an agency makes in moving from red to green on the
scorecard, and to offer them insights on opportunities to further ad-
vance the agency’s progress.

Depending on the need of the individual agency, an OIG can offer
feedback on the scorecard measures and verify and validate the
measures and processes. An OIG can target its audits to advance
the agenda that would be of the greatest help to its agencies.

While challenge and vulnerability and risks have affected the
focus of Offices of Inspector General’s work and priorities over the
year, we have adapted to these challenges and these changes and
remain relevant and on point. I believe that the management agen-
da offers us another opportunity to align our forces.

While I cannot speak for each IG or how they will approach their
work, I am confident that each IG is mindful of the importance of
the management agenda, and will develop strategies to provide the
most valuable input to their agencies.

In summary, IGs were given the authority to be independent
voices of economic efficiency and effectiveness within the Federal
Government. We take this authority and responsibility very seri-
ously as we are committed to promoting integrity, accountability,
and transparency within our respective agencies.

As always, Mr. Chairman, we appreciate your support of the IG
mission and the community, and look forward to a continuing dia-
log to maintain a constructive relationship with you and the com-
mittee.

Mr. HORN. Thank you very much. That is a very thorough state-
ment.

[The prepared statement of Mr. Gianni follows:]
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Mr. Chairman and Membets of the Subcommittee:

I am pleased to be here ioday to discuss the President’s Management Agenda and the role
of the Inspector General (IG) community in accomplishing this agenda. Specifically, I
would like to share some information on the community’s expertise, our views on the
Agenda itself, and our role in overseeing as well as facilifating this effort. But before [
begin, I would like to take this opportunity to briefly introduce myself and the community
Irepresent.

I am one of 29 presidentially appointed, Senate confirmed IGs, who are members of the
President’s Council on Integrity and Efficiency (PCIE). Created by Executive Order in
1981, the PCIE provides a forum for IGs, the Office of Management and Budget (OMB),
and other federal officials to work together and coordinate their professional activities.
Since May 1999, I have served as the Vice Chair of this Council. It is in the capacity of
the PCIE Vice Chair that I appear before this Subcommittee today.

How is the IG Community Positioned to Comment on the Management
Agenda?

Almost 24 years ago, the IG concept was developed and enacted into law. While the Act
has been amended several times over the years to add new IGs and clarify reporting
requirements, the basic tenets of the Act’s intended mission have remained constant and
strong. The Act charges IGs to independently (1) conduct and supervise audits and
investigations relating to the programs and operations of their agencies and review related
legislation and regulations; (2) provide leadership for activities designed to promote
economy, effectivencss, and efficiency and fight fraud, waste, abuse in their agencies; and
(3) keep agency heads and the Congress informed of problems. Simply put, the role of
the IG is to protect the integrity of government programs through traditional audits and
other reviews; improve program effectiveness; and prevent and detect fraud, waste, and
abuse.

The Offices of Inspector General (OIGs) bring to bear a long-standing historical
perspective on the challenges and opportunities facing our government. OIGs offer
stability and a broad base of knowledge and expertise on individual agencies and the
government as a whole. In addition fo our agency-specific audit, inspection, evaluation,
and investigation reports, each OIG summarizes its work in semiannual reports to the
Congress to communicate the most pressing issues facing their agencies.

Over the last several years, OIGs have assisted the Congress, and in particular the House
Committee on Government Reform, and played a significant role in advancing the
implementation of the Government Performance and Results Act (GPRA) of 1993,
GPRA calls for each agency to develop a strategic plan, an annual performance plan, and
measurable objectives for comparing planned efforts with actual results. Many OIGs
have been providing independent assessments as well as insight and advice to help
promote this important legislation. We envision the implementation of the Management
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Agenda to be quite similar to the GPRA effort and, because of past contributions, believe
we are well qualified to offer our assistance.

As a community, OIGs have focused attention on good government for many years. In
May 2001, the PCIE, along with the Executive Council on Integrity and Efficiency
(ECIE), which serves a parallel mission as the PCIE for the 28 Designated Federal Entity
1Gs, adopted its Strategic Framework to memorialize this responsibility. The Strategic
Framework articulates the Councils’ mission, vision, goals, objectives, and strategics for
the next three years. I will talk more specifically about the framework later.

To guide its strategic direction and stay apprised of government-wide issues, the PCIE
has an Executive Council, six standing committees, and two roundtables. Ad hoc
committees and working groups are formed, as needed, to stay abreast of pertinent issues
and share best practices aimed at improving government programs and initiatives. We
promulgate standards for our community to ensure that our work is of the highest quality
and integrity and oversee a process to ensure that our work is done in accordance with
these and other professional standards.

Communication and coordination are basic tenets of the IG community. To convey and
share our ideas, knowledge, and experience, we employ a variety of publications, forums,
and working groups. At this time, I’d like to share with the Subcommittee some
examples...

Annual Progress Report

In our last progress report, the PCIE and ECIE highlighted the community’s many
accomplishments over a 12-month period and focussed attention on several initiatives and
management challenges that were of national interest. This report, 4 Progress Report fo
the President for Fiscal Year 2000, detailed the pivotal role the OIGs have assumed in
such areas as:

information technology

GPRA compliance and accountability
financial management, and

program integrity.

* & o

Through hundreds of independent and objective audits, evaluations, inspections, and
investigations of Federal programs and activities, OIGs uncovered potential savings of
$9.5 billion and identified recoveries of almost $5.5 billion. We look forward to issuing
our fiscal year 2001 annual report to the President later this spring.

Journal of Pablic Inquiry
For a number of years, the IG community has published its Journal of Public Inquiry to

offer professionals both inside and outside of the IG community and scholars an
opportunity to address issues of importance. In anticipation of the January 2001change in
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Administration, we issued a 2-part special edition of the Journal to focus attention on
programs and activities in broad, functional issue areas. The first part discussed how past
OIG efforts have contributed to government efficiency and effectiveness. The second
part highlighted important issues facing the next Administration from the OIG
perspective. In more recent editions, we have addressed other critical issues, such as
human capital and the integrity of international governments.

Management Challenges Report

Over the past 3 years, OIGs across government have examined their agencies’ programs
and operations and highlighted their agencies’ “top management challenges.” With their
focus toward activities that promote government-wide cfficiency and effoctivencss, the
Councils have compiled these challenges into a short report to attract high-level attention.
As we will discuss below, five of the eight challenges, which we highlighted in our
March 27, 2001 report to the Chairman and Ranking Member of the House Government
Reform Committee, are prominently featured in the President’s Management Agenda.
We anticipate that our next management challenges report, which we plan to issue by the
end of next month, will feature a number of the same initiatives.

As these activities attest, we are deeply commiited to the IG mission and ready to offer
our perspectives on the President’s Management Agenda, as you requested.

What Are the IG Community’s Perspectives on the President’s
Management Agenda?

The President’s Management Agenda was announced last August to “address the most
apparent deficiencies where the opportunity to improve performance is the greatest.” Its
goal was to establish a more responsible and responsive government that was citizen-
centered, results-oriented, and market-based.

The Administration stated that its focus was on five government-wide initiatives:

Human Capital Management
Competitive Sourcing

Financial Management Improvement
Expanded Electronic Government, and
Integration of Budget and Performance.

. o 5 ¢ 0

To show where the government stands on these initiatives and the progress agencies are
making, the Administration is using an Executive Branch Management Scorecard. This
scorecard applies the “traffic light” approach for each of the five initiatives to gauge
progress by 26 agencies, including OMB. Red represents unsatisfactory performance in
any one condition, yellow is for mixed results, and green means that all the standards for
success have been met. The scores are based on standards for success as developed by
the President’s Management Council in consultation with others such as OMB, the
General Accounting Office (GAO), and other experts from government and academia.
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Mr. Chairman, the issues raised in these initiatives are not new to us, At this time, I
would like to offer the JG community’s perspective on each of the five government-wide
initiatives, Twill also describe some of the work that we as individual OIGs or as a
community have done in these areas, including items that may need further consideration,

1. Human Capital Management

Human capital management has recently been receiving increased attention throughout
government. The GAO was one of the first agencies to highlight this area as a “high risk”
factor for the federal government. The wave of expected retirements, recruitment and
retention obstacles, inadequate evaluation and reward systems, and outdated training and
education methods are areas that need immediate attention. The goal of the
Administration is for each agency to develop a viable human resource strategy to attract
and retain the right people, in the right places, and at the right time to enable the agency
to be a high performance organization that delivers high quality services to the American
public.

Members of the IG community believe this area is a major management challenge not
only for their respective entities but also within their own organizations. The theme of a
recent issue of our Journal of Public Inquiry emphasized the challenges government
agencies and the IG community are facing with these human capital issues. This
publication contained articles on:

Evaluating the Efficacy of Agency Human Capital Systems
Recruitment Strategies to Attain a High Quality and Diverse Workforce
Building an Organization for Higher Performance

Succession Planning and Training Needs

Telecommuting and Offsite Workplaces

¢ 5 & &

In the March 2001 management challenges summary that I mentioned earlier, 18 of 27
OIGs also cited human capital as a top agency challenge compared to 7 OIGs the year
before. Many OIGs are addressing this area through workforce analyses and other
activities in their respective agencies. The PCIE has also aligned its committee structure
by establishing a Human Resources Commiittee to create and implement innovative and
effective human resource management programs within the community.

2. Competitive Sourcing

This initiative is intended to increase public-private competition for improved
performance and cost savings, As part of the Federal Activities Inventory Reform (FAIR)
Act, agencies and departments as well as the OIGs have been identifying functions that
could be performed by the private sector. As the federal government increases its
competitive resource programs, oversight of agency contracting activities will take on
added importance.
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As anote of caution, the federal government has been lax in its contractor oversight. Our
annual reporis to the President are full of examples where poor contractor oversight
resulted in excessive and unnecessary costs to the taxpayer and, even more alarming,
fraudulent billing schemes.

Last year, 20 of 27 OIGs identified procurement and grant management as a major
management challenge. We noted that appropriate internal controls and oversight of
these areas must be in place to ensure that the goods or services are not only meeting the
needs of the government and the public, but that they are provided in the most cost-
effective and efficient manner. OIGs are continuing to look at how entities have been
facilitating competition and providing oversight of confractors.

3. Financial Management Improvement

The Administration is aggressively seeking to improve the timeliness, usefulness, and
reliability of financial information to enable sound decision making and safeguard the
government’s assets. Since the enactment of key legislation during the 1990s to improve
federal financial management, OIGs have worked closely with federal entities to address
financial management and accounting system weaknesses. As a result, 18 of 24 Chief
Financial Officer (CFO) agencies received unqualified or “clean” opinions on their Fiscal
Year 2000 financial statements.

Nevertheless, much more needs to be done to improve the quality, timeliness, and
usefulness of financial information and enhance financial information systems. In our
last annual report to the President, we mentioned that for some agencies, attainment of a
clean opinion is a fragile and somewhat artificial achievement because it results from
extraordinary end-of-year efforts rather than a more constarnt accounting operation. The
Administration’s ernphasis on accelerating the reporting requirements over the next few
years to eventually require an audited financial statement within 45 days after the end of
the fiscal year could further complicate this effort. The CFO and IG community will be
working together to address this emerging issue.

Agencies will need to further streamline their processes and/or upgrade their financial
information systems to achieve this goal. The IG community has developed a “best
practices” guide for performing financial statement audits. Together with the GAO, we
have revised the Financial Audit Manual that provides auditors with a single reference for
auditing agency financial statements.

Last year, 21 of 27 OIGs considered financial management as a continuing management
challenge. One arca where the IG community identified a government-wide problem in
financial management and provided recommendations was on the federal collection of
non-tax delinquent debt that amounted to over $46 billion. Currently, the IG community
and CFOs are also conducting a joint project to determine the extent of erroneous
payments and identify ways for addressing this $20 billion problem. The OIGs are
continuing to devote considerable resources not only by conducting an assessment of
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these types of financial-related problems but also offering their expertise in evaluating
accounting operations and financial information systems.

4. Expanded Electronic Government

According to OMB, the federal government is the world’s largest consumer of
information technology, et the federal government has “only scratched the surface” of
what is available to the public. The President’s budget states that there are more than 31
million federal web pages on 22,000 web sites. The Administration has selected over 20
E-Government initiatives to accelerate and streamline service delivery to the public.

Again, OIGs agree that electronic technology can be used to effectively and efficiently
improve services to the government taxpayer and others. However, appropriate controls
need to be in place to safeguard the sensitive data and critical systems of the government.
All 27 OIGs reporting last year identified information techuology, security, and critical
infrastructure protection as the top management challenge facing their agency. Following
the events of September 11, there has been an increased focus on security and critical
infrastructure protection.

The IG community has demonstrated its expertise in addressing the risks to the
government’s automated information infrastructure during the successful Year 2000
(Y2K) effort. Currently, we are continuing to assess the government’s IT risks through
the review of the government’s effort to protect physical and cyber-based systems under
the Homeland Security Plan. We are also conducting annual independent evaluations of
the agencies’ information security programs and practices as part of the Government
Information Security Reform Act (GISRA). Our Information Technology (IT)
Roundtable is working with the OIGs in addressing GISRA requirements through fornms
and training sessions with groups such as the Chief Information Officers (CIO) Council,
OMB, GAQ, and other organizations.

5. Budget and Performance Integration

The Administration’s focus on program results through this integration of budget and
performance initiative appears to be grounded in GPRA. As mentioned earlier, GPRA
established requirements for agencies to develop strategic plans and performance targets,
and to report annually on the progress of achieving their goals. According to a recent
GAO report issued to the Senate Committee on Governmental Affairs, Managing for
Results— Agency Progress in Linking Performance Plans with Budgets and Financial
Statements, GAO-02-236, dated January 4, 2002, agencies have made some progress in
linking expected performance and program activity funding. However, GAO states that
additional effort is needed to clearly describe the relationship between performance
expectations, requested funding, and consumed resources.

The IG community continues to consider GPRA implementation and accountability as a
significant agency challenge. Last year we responded to a request from Chairman Burton
on the OIGs’ assessment of the most significant performance measures contained in their
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agencies’ performance reports and the extent to which the data or information underlying
the measures was valid and accurate. Many of the OIGs have made the assessment of
GPRA-related performance measures a standard part of their work. Additionally, the IG
community has an active GPRA Roundtable working group to address the challenge of
achieving the GPRA intent within the IG community and respective agencies,

Overall, we believe that the initiatives contained in the President” Management Agenda
arc a promising first step. Having said that, the success of these initiatives can only be
achieved through updated, integrated information systems. As such, agencies will need fo
invest in updating their financial and program information systems and ensure that these

" systems are developed and approved in accordance with standard system architecture
platforms.

How Does the IG Community View Its Role?

Mr. Chairman, the IG community is clearly poised and committed to continue its
contribution toward good government. As I have just discussed, collectively and
individually, the IG community has been offering recommendations and advice to help
agencies address their management challenges for the past several years. As charged by
the IG Act, individual OIGs will continue to direct their work toward examining agency
programs and operations with the goal of promoting program efficiency and effectiveness
and protecting govermment integrity. Our job is to independently identify government
vulnerabilities, facilitate solutions, and leverage our resources o promote integrity,
accountability, and excellence in governance.

The PCIE is organizationally structured to respond to the requests of its shareholders as
well as the needs of its community. In particular, our Audit and Inspection and
Evaluation Committees have been involved in a number of the endeavors I just
mentioned. In addition, our commiitees promote and share best practices and ensure that
our standards are current and appropriate. Our two active Roundtables regularly meet to
address information technology and GPRA issues. We have established working
relationships with the CFO, CIO, and Procurement Executive Councils, whereby we
attend their meetings and coordinate on issues needing an OIG perspective. As a
community, we are actively involved and keenly aware of the significant issues facing our
Nation.

As evidence of our commitment, the PCIE and ECIE Strategic Framework states as its
first goal the community’s ever-present desire to “Improve Federal Programs and
Operations,” This goal calls for the community to continue its identification of
management challenges and exert its leadership in government-wide activities to address
common challenges. In addition to the areas of focus I discussed earlier, we are currently
engaged in a variety of ongoing initiatives and conversations with several different
organizations to discuss best practices and consider alternatives for addressing areas of
weakness. Let me share with you a few of these:
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% The IG community is teaming up with the CFO commuuity, as I referenced earlier, to
form a working group to examine the existing problem with improper or erroneous
payments and offer possible solutions to get this problem under control. AnIGand a
CFO are co-chairing the working group.

> A project team of OIGs is examining the erosion of controls over the use of Social
Security Numbers within the federal government and how this contributes to the
developing identity theft crisis in the Nation.

» 1Gs are participating in a GAQ-led effort to involve federal, state, and local
representatives in a discussion of domestic issues, such as education, transportation,
health care, and food safety.

> The IT Roundtable is working with GAQ and state and local audit organizations fo
address the growing gap between emerging needs and existing competencies in the
information system security andit arena.

Individually, IGs build relationships with their agency heads and strive to be influential
forces in identifying vulnerabilitics in the agency’s programs and operations and
facilitating excellence by recommending improvements. Simply put, our job is to oversee
operations and recommend ways to make them better. We view ourselves as “agents of
positive change.” An IG is clearly in a position to oversee the progress an agency is
making in moving from “red to green” on the scorecard and to offer insights on
opportunities to further advance the agency’s progress.

Depending on the needs of the individual agency, an OIG can offer feedback on the
scorecard measures and verify and validate the measures and processes. As I stated
earlier, the OIGs have performed the latter role in the implementation of GPRA. An OIG
can target its audit and review planning to examine operations and programs where the
opportunity for advancing the agenda would be the greatest. While changes in
vulnerability and risk have affected the focus of the OIGs’” work and priorities over the
years, we have adapted to these changes in order to remain relevant and on point. I
believe that the Management Agenda offers us yet another opportunity to align our focus,
While I cannot speak for how each OIG will approach its work within their agency, I am
confident that each IG is mindful of the importance of this agenda and will develop a
strategy to provide the most valuable input.

Closing

Mr. Chairman, this concludes my prepared statement. In closing, I would like to
summarize the value-added we provide to the constant focus of improving government
operations and enhancing service to the public—IGs were given authority to be
independent voices for economy, efficiency, and effectiveness within the federal
government. We take this authority and responsibility very seriously as we are committed
to promoting integrity, accountability, and transparency within our respective agencies.
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I again appreciate the opportunity to share this information and hope you find our
perspectives useful. As always, we appreciate your support of the IG mission and
community and look forward to continuing this dialogue and maintaining a constructive
relationship with you. At this time, we would be happy to respond to any questions that
you or other Members of the Subcommittee may have,
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Mr. HorN. We'll now go to questions. The questioning will be by
my colleague, the gentleman from Texas, Mr. Sessions.

Mr. SeEssiONS. Thank you, Mr. Chairman. I will remind this
group, and I hate to do this, I do have a plane to catch. Unfortu-
nately or fortunately, I chose to spend the night, but my son has
a campout this afternoon, and I promised to help him pack. Boy,
that road to being an Eagle Scout is a long one, and it does take
parents to be involved.

My questions have now been provided to Mr. Everson. I would
like to run through those very quickly. I am going to leave, but will
be interested and will read this testimony.

First of all, I would like to say that when you walked in today,
you were preceded by a staff that is second to none. The oppor-
tunity that you have to come from Dallas, TX, from the private sec-
tor is an incredible opportunity for the President of the United
States to take your expertise directly from where efficiency and the
models of success come from.

But your ability to transform the laws that have been passed,
and the intent of this Congress for the last few years, the flavor
and spirit of which we are attempting to accomplish, is embodied
directly by each of your staff members. I know many of them per-
sonally and have worked with them, and they are men and women
of high caliber.

It is my hope that when we have some time in the near future,
I will have a chance to sit down with you, now that you have got-
ten your feet on the ground.

The essence of my three questions that I would like to have you
at least ponder—and if you would like to provide written feedback
later, I'm sure the chairman would be pleased to include that in
the record.

Mr. HORN. Without objection.

Mr. SEssIONS. Thank you, Mr. Chairman.

They are boiled down to three points.

No. 1, I would like to know what your evaluation schedule is on
yellow, green, and red-light. What do I mean by this? You are tak-
ing this as an initiative that does not override the laws of the U.S.
Congress. This is the Bush administration’s plan about how they
are going to offer their own initiative to get them on track to then
gompc)lly with GPRA and other laws that the Congress has man-

ated.

But I am interested in hearing from you something that we then
will put as a marker in our file to get back with you, to find out
what you have done. We do not want you to trudge along this path
without two things, No. 1, a mark that you have set. You are here
today establishing not only a precedent about where the Bush ad-
ministration will be, but also a roadmap for us. We don’t want you
to trudge a mile in your own sandals, we want to help you along,
so that evaluation period would help us.

No. 2, I am interested in the feedback to GAO that is the arm
of the U.S. Congress on being held accountable on your plan. How
should we look at you? How are we going to evaluate you? It is one
thing for you to come up here and to talk about the administration,
but I believe we should hold you accountable for your words and
your expectations, also.
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I believe Mr. Mihm is very astute at not only carefully under-
standing this, but establishing something where we might have a
working relationship.

I would like for you, too, to establish what those goals and objec-
tives will be, because you will be before us, hopefully, many times
to offer that. And unfortunately, in this offer and evaluation, Mr.
Mihm is our scorekeeper. I trust him, and I think it is fair to estab-
lish that goal up front: once again, feedback to the GAO on how
you want to be held accountable on your plan, the President’s plan.

Last, for quite some time I have been concerned about the inte-
gration of Inspectors General into the overall management of an or-
ganization. There are certainly, over the years, opportunities where
there are success models, and there are opportunities where there
have been unsuccessful role models.

I am interested in hearing from you, even if it is in written testi-
mony to follow this up, on your plan, the administration’s plan,
about the use of IGs. Their role which is as defined in law is some-
thing you will have to deal with. I am interested in an open and
honest evaluation, how they can become value-added in a new role,
not in a different way, but in a new way for them to become more
integrated, so that this administration can accomplish those goals.

I will tell you that the three of you who are on this panel before
us are honest people who are not only well-intended, but who I ex-
pect to be very successful. So I say this with a sense of hope and
]([))ptimism, not with a sense of reluctance or a challenge that cannot

e met.

But I encourage you to make sure, Mr. Everson, that we are
hearing from you as the President’s lead initiative person on how
we are going to hold you not only accountable, but to work through
this.

And last, please tell us what we can do to help you out, because
it would be insincere of me to say “Go get them” without me saying
that we are here to help, also.

With that said, Mr. Chairman, unfortunately I am going to leave.
I have teed up three or four issues and provided them to Mr.
Everson in writing, scratched out on a pad, but I believe that he
has a good sense of the spirit of what I am asking.

I want to thank you, Mr. Chairman, for allowing me the oppor-
tunity to be in front of this subcommittee today. I want to thank
Henry Wray, who is the gentleman to my right, who is a kind and
caring gentleman who has a long background in government effi-
ciency. I am delighted that he is with this subcommittee today.

Mr. HORN. Thank you. We are delighted, and may you have a
good trip.

We are now going to go to some questions.

One of the things that interests me is, I put a non-tax-delinquent
debt situation in the public laws about 4 or 5 years ago, and I no-
tice on your page 5, at the bottom, Mr. Gianni, it says that “Last
year, 21 of 27 Inspectors General considered financial management
as a continuing management challenge,” and I am delighted to see
that.

One area where the IG community identified a governmentwide
problem in financial management and provided recommendations
was on the Federal collection of the non-tax-delinquent debt that
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amounted to over $46 billion. Now, does that pretty well—that did
come back into the Treasury?

Mr. GianNI. Mr. Chairman, that money has not yet come back
into the Treasury. There are a variety of reasons. We identified
some of the reasons in our initial study, and made some rec-
ommendations to the respective agencies as to how they could im-
prove the overall collections of those.

We still have some agencies that have yet to take a hard look
at how the debt is being collected, but I go back to the President’s
management reform on erroneous debt. They are focusing on trying
to figure out a methodology of estimating that debt, and then once
that methodology is arrived at and agreed upon, agencies will then
determine how they can best go back collecting that debt.

So we are taking a more thoughtful process, and the IGs are
working with the CFOs on this Presidential initiative.

Mr. HORN. One of the things that I have tried to get when I was
looking at this from the IRS view, which is the tax debt—and what
got me into this was when I saw one pile of money, $100 billion,
that they had not collected. The then-Commissioner said, “Well, I
have $60 billion that maybe we could collect.” I said, “Did you ever
think about private collectors?” “Oh, my heavens, it is privacy.”

Well, it isn’t privacy. Give them the address, tell them what the
IRS says they owe, and if they have some objection to how they did
it, then fine, get the IRS personnel there to do that. But we need
to pick it up, and it is just crazy to have all of the rest of us in
the United States pay our taxes and these people get away with
it.

I have never seen any executive branch suggestion with us on
the tax debt. I would hope that the President, since we need to
scrape around here for a little money for all the things we have
got—a war in Afghanistan, $40 billion to try and help the city of
New York, and so on and so on and so on—now we ought to be
going after that tax debt.

Commissioner Rossotti is a very fine person, and I was delighted
that the administration kept him over, because we asked President
Clinton to look for somebody who really knew what they were talk-
ing about in computers and taxation and so forth. He has been
that. But what we have to do is collect that tax debt, and that is
what has not been done. I would hope President Bush and OMB
would zero in on it.

In terms of the non-tax debt, Secretary Rubin was the one that
helped us the most. He got the executive branch, under President
Clinton, and we had some pick-ups of money to the tune of billions.
I have not talked to the Secretary of the Treasury, but I think he
would be of the same view, to tell his colleagues in Education, in
Agriculture, in HUD, all of those where there is a lot of defaulting,
that we need to do something about it.

What is your feeling on that? Maybe you have not had a chance
to look at it, Mr. Everson.

Mr. EVERSON. I think you are raising important issues that go
to the heart of financial management, and those are at the core of
what obviously are two thrusts in the improved financial manage-
ment initiative. One is accurate and timely information that you
use for financial purposes and operating purposes to make deci-
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sions about what you are doing and whether you are going to spend
money on A or B, but the second is clearly just controlling the
funds. Debt recovery is a very real element of this.

We have not yet focused on that specific element to the degree
that I believe we will down the road. We are starting with the erro-
neous payments component of this, which is the current generation
of overexpenditures in programs, or in some cases, underexpendi-
tures where a beneficiary is not receiving the moneys that they are
entitled to.

As my panel colleague indicated, we have moved forward and I
think sort of—it gets to Congressman Sessions’ question in a col-
laborative manner where OMB asked the CFO counsel to work
jointly on erroneous payments with the PCIE. I am not sure, Gas-
ton, that has been done too often in the past in a very deliberate,
joint committee structure, but that is an important initiative, just
to start on that process.

We are going to—we have over 53 programs where we are track-
ing the error rates, and we have plans that have been developed.
We are going to work with the agencies to see how they improve
the controls over the expenditure of funds and drive down those
error rates.

Going to the debt recovery itself is another element that is cov-
ered in one instance in the specific initiative of the Education De-
partment on the student loans, where recovery is something we are
working for. You are suggesting it be broadened, and I think we
should consider that.

Mr. HORN. Mr. Gianni, do you have any thoughts on that? You
are involved with the President’s Council on Integrity and Effi-
ciency, and I just wondered, what is your look at that in terms of
both tax debt and non-tax debt?

Mr. GIANNI. Certainly, Mr. Chairman, I think all my colleagues
would be interested in ensuring that their agencies have active pro-
grams to collect the debt that is owed them. Interestingly enough,
at the Federal Deposit Insurance Corp., we do have a substantial
amount of debt and restitutions that have been ordered to be paid
to the corporation. The Corporation does have a program that con-
tinuously is seeking to try to collect those funds.

In addition to that, we partner with the Corporation, my inves-
tigative staff—in those instances where individuals for some reason
happen to be misleading the Corporation about the size of their
funds, the locations of their funds, and lie to the Federal Govern-
ment, my investigative staff have been successful in working with
the Corporation in identifying these revenues and bringing addi-
tional revenues back to the Corporation.

So I think it is possible for more to be done, and I certainly will
take your concerns back to my colleagues at the IRS and make
known your concerns about the tax debt that needs to be collected.

Mr. HORN. Yes. We used to have a sort of 6-month review of the
IRS, and Commissioner Rossotti has been very supportive. And Fi-
nance in the Senate, Ways and Means, the House, Government Re-
form, Government Relations, and so forth, we would get to this and
put a little heat on it once in a while; and I have not seen that
happen in the last few months. They seem to be just drifting off
and letting all these things go right and left.
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But I am delighted that the IGs are involved, and I think that
certainly is something that is just sad. If they are not involved and
are not getting results out of the bureaucracy, then I think that is
something that ought to be going to the Comptroller General, going
to Congress and the authorizers as well as the appropriators, and
say, hey, get with it. So I am glad the IGs are doing this.

And again, the private collectors need to be involved. There is no
reason they cannot be used. I think it was 1994-1995, and the IRS
at that time, much before Mr. Rossotti, they had a hokey little op-
eration, when they said, we will give them that little teeny-weeny
bundle and they can go out and collect it. What they gave them
was a b5-year-old debt, and they didn’t do anything about it. They
hadn’t received letters, and all the rest.

Of course, if you do not get after the debt, pretty soon everybody
says, “Gee, that was a good grant they gave me.”

We can do better than that. We have to do better. We have bal-
anced the budget, but we have got a lot of expenditures that have
not been met, and we need to get at this when we have people who
are going into bankruptcy and everything else.

I want to help the farmer who has a problem with bankruptcy.
I grew up on a farm, and I cry when people in South Dakota, North
Dakota and Iowa have problems. But I do not cry when these jok-
ers come and milk the Federal Government, milk the taxpayers,
and they just—it is wrong. I would hope this administration will
be vigorous on that and tax scofflaws, I guess. When I was in Ban-
gladesh, that is what they used to call a lot of these people. Any-
how, we ought to work at that.

Let me ask you about another area that this subcommittee has
been very active on, and that is computer security. What is the sit-
uation with the IGs on that? Because we had a number of major
agencies and independent departments and all that, and we could
do better than that. So what are we getting at under the rubric of
financial management? How about computer security, because a lot
of that relates to how do you manage something, where you keep
hackers out and all the rest of it? What can you tell us about
OMB’s thinking in this area?

Mr. EVERSON. I think you are probably familiar, Mr. Chairman,
that one of the first things that Mitch Daniels did when he came
in was he wanted to provide greater attention to IT in general, and
computer security is certainly a central element of that. He ap-
pointed Mark Foreman Associate Director for Information Tech-
nology.

Clearly, one of the major thrusts of what Mark has been doing,
as we organized that area, is to build on the work that you have
done in the past, and others, in this important area—it is another
area—as in those that we have already discussed this morning,
where we are very deficient across the government. The stakes are
clearly higher now because of recent events, and I think there is
more of an understanding and more of an impetus to have true
change.

I can only tell you that as we go through on the e-Government
piece in each of our discussions with the agencies, an adequate se-
curity plan is a central piece of what we are requiring. So it is a
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subject that is being aggressively attacked even on the President’s
Management Council.

We have scheduled for our April meeting a forum on this very
topic so that the Chief Operating Officers, the Deputy Secretaries,
if you will, focus on what their proper role is from a managerial
point of view. It’s not going to be presentations on the technical
issues, of course, but just how do you make sure that they have the
proper information to assess the management of this critical area.

So we are clearly attentive to it, Mr. Chairman.

Mr. HOrRN. Well, I am delighted to hear that. So you have obvi-
ously made an impact.

Mr. EVERSON. We haven’t made an impact yet. We're going to
make an impact.

Mr. HORN. The Deputy Secretaries are the ones that really have
to be responsible for this, but it doesn’t bother me having an IG
looking over their shoulders.

Mr. GIANNI. Mr. Chairman, I might just add that last year Con-
gress did pass the Government Reform Information Security Re-
form Act, which required all of the IGs to put together with their
chief information officer a report on their government computer se-
curity. We've completed the first round of reports, provided that in-
formation to OMB. OMB has recently issued a consolidated report
on government security, the condition of our security within the
government agencies, and the IGs are in the process right now of
working on the second round of reports that will come out later
this year.

Mr. MigM. Mr. Chairman, I guess what you can add onto that
is that one of the things that the administration committed to in
the report that came out earlier this week on information security
was to better inform security concerns within the President’s score-
card. It’s kind of implicitly covered both in the e-Government and
certainly in the financial management areas, but now it will be an
explicit mention as—at least as I read the report that came out.

Mr. HORN. Was that a blue book that you gentlemen

Mr. MiHM. This was an OMB report.

Mr. EVERSON. Yes. It just indicated it—what it does is, it pulls
together a lot of Gaston’s colleagues and some of our own internal
assessments and it runs through the major agencies.

Mr. HorN. Well, can we get copies of that for those of us that
have an interest in this?

Mr. EVERSON. I certainly think we can get those copies to you,
yes, sir.

Mr. HornN. OK.

Now, how can we be sure that the Federal Government is not
vulnerable to some of these so-called “potential Enron situations?”
For example, what are the safeguards that protect against evalua-
tion and accounting gimmicks in agencies’ financial statements?

Mr. EVERSON. I want to tread carefully here. Enron is obviously
a subject that is subject to very intense scrutiny at this time. I
think it’s important, that we on the government side, who are look-
ing at the financial management of the government, draw back and
reflect very carefully before trying to make a comparison between
what happened there and our own situation.
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First, I would say that the most important thing that is happen-
ing there right now—and it started even before these recent
events—was a new and strengthened focus on financial manage-
ment. This is due in part, I would say, largely, to the players them-
selves; and I must commend here the leadership of General Walker
who, as the chairman of the Joint Financial Management Improve-
ment Program, pretty well insisted that a group that had been, if
you will, dormant for decades but was in—established in statute in
the 1950’s, consisting of the Secretary of the Treasury, the Director
of OMB, and the head of GAO, get together and start to tackle
these issues.

So the first thing that will avoid an Enron-like situation is com-
mitment from the top that financial management matters.

I think we have that now; so I think that all the parties would
agree that—and we’ve met, I would say to you, three times just
since my arrival. There was a meeting in August and a meeting in
October and a meeting just 3 weeks ago where we have developed
a long laundry list of things to tackle. It’s preliminary, but an ex-
ample of this was the decision that was taken that the Comptroller
General mentioned recently in principle to explore audit commit-
tees for departments and agencies. This is another pressure point
to hold people like Gaston and myself accountable.

The question came from Congressman Sessions, how do you hold
OMB accountable? Well, one way you do it is to have independent
parties not tied either to the Department or the people who are au-
diting the Department or the people who are monitoring the De-
partment, meaning folks such as myself, take a fresh look and say,
well, do the books and records and does the conduct of the audit—
does this make sense to those independent parties?

We are going to move toward that model, and we’re going to do
other things as well to make sure that the disclosures are ade-
quate. And, clearly, one of the problems whether you believe that
the accounting was correct in terms of off-balance-sheet, the disclo-
sures clearly were inadequate if the financial community couldn’t
understand the financial information. I think that we don’t have
that problem as much in government.

The accounting and the integration, as we spoke before, on the
retirees’ side is one small example. We want to make progress
there, but I do believe that the issue of Enron itself is not an exact
parallel because we have good disclosure here; the issues are
known with the watchdogs that we have sitting beside me, their—
and CBO also from your side of the government, looking at these
issues.

So I think we’ve got a lot more tools. They just have to be pulled
together in some of the ways I mentioned.

Mr. GIANNI. Mr. Chairman, I might add, one other thought is
that the General Accounting Office recently issued standards. They
issued the standards for auditing in the Federal Government and
the Comptroller General took a stand and issued a stronger stand-
ard on independence and the mixing of auditing and other services.
So I think the government is out in front on this particular issue
and has a rather stronger concept and approach to ensuring that
the difficulties won’t arise. You have the GAO, you have the IGs,
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you have OMB, as well as the oversight from the Congress, which
apparently isn’t as strong in the private sector.

Mr. HORN. The group of us that care about management up here
and care about any type of honesty and all, we look toward those
IGs that you are representing here. That was about 20, 22 years
ago, the bipartisan basis, then the Chief Financial Officers, then
the Chief Information Officers, so forth and so on; and I was de-
lighted when last year I was told that the Comptroller General and
the Secretary of the Treasury and the Director of OMB get together
and talk about these things. That hasn’t happened for 50 years.

We've had a few people of the old type in GAO with Mr. McCarl
and others in the 1940’s. We don’t want to go back to that, but
when Congress put programmatic reviews, Mr. Rayburn wasn’t
happy with that and Mr. Cannon, head of Appropriations, wasn’t
happy with that. But after they died, things changed, and the GAO
has done an outstanding job.

I couldn’t think of a better person than Dave Walker to be Comp-
troller General of the United States. He’s a straight-shooter, and
he does things that probably upset a few people, but that is the
way it is, and that’s the way the Congress created GAO. And so
we thank you all for the GAO work that you have done.

As I said earlier, I'm interested in seeing what the Federal Gov-
ernment has to do with accounting and if they brought it up to
date and——

Mr. EVERSON. If I could just mention one other thing that I ne-
glected to indicate that is pertinent to this, one of the decisions we
took in August and formalized it in this last January meeting after
discussion to change the composition of something called a Federal
Accounting Standards Advisory Board from a government-domi-
nated majority of 6-3, to flip that so that the private sector mem-
bership would be in the majority, 6 to 3. It’s toward this same end
of having a greater independence and a clearer integrity in the
process so that it isn’t just a spat between GAO and OMB on what
the proper accounting, or CBO, that there is an independent frame
of reference that is addressing all of these issues. And that is the
starting point on the technical side, and if we marry it up with the
change in the audit committees, I think we can go through and ad-
dress the issues you’re getting at.

Mr. HORN. Yes. I haven’t spent any time on the Enron thing ex-
cept for my own constituents, but we've got committees all over
this place that do that.

But here’s one that certainly relates to good management and
bad management: What safeguards protect against conflicts of in-
terest by outside firms that both audit agency books and provide
consulting services to those agencies? What do you feel? Is there a
feel on this?

Mr. MiHM. The Comptroller General recently issued an amend-
ment to the yellow book standards, which are the generally accept-
ed standards for government auditing. This amendment had been
in the works for 3 years or so, and there had been extensive public
comments. Basically, it requires much more independence, stronger
firewalls between the auditing sides of organizations and the side
providing consulting services.
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In essence, audit agencies are not to be, first, engaged in man-
agement decisions; and second, they're not to be providing consult-
ing services on things that are within the scope of their audit. We
are allowed to make available our information to audited entities,
but we are not to be consulting with them. So this greater degree
of independence was recently underscored by the new require-
ments.

Mr. HORN. And you didn’t have to put a 60-day look at it?

Mr. MiaM. No, sir. I mean, it did go through extensive comment,
including some push-back from the private sector, but the Comp-
troller General held firm on this. I mean

Mr. HorN. Good.

Mr. MIHM [continuing]. He does not believe that firms should be
providing management consulting services on the issues that are
directly the subject of their audits.

Mr. GIANNI. Mr. Chairman, I was on the advisory board, the
Comptroller General’s advisory board that worked on those inde-
pendent standards for the past 3 years. My term is up. I put in my
3 years on the advisory board. I'm just happy that we were able
to get those standards on the street.

But they did go through a process that exposed them prelimi-
narily to the public, considered the comments, reexposed it to the
public, and then recently came out with the final revision.

What this does is that it prevents auditing firms in a substantial
and a material way of having consulting-type activities, and it sets-
up a process, a criteria that the firms must meet if they’re going
to do any of this type work. And if it does hit the materiality stand-
point and they’re also doing the financial statements, they just—
it’s prevented, it’s prohibited under the new standards.

Mr. HORN. Let me ask just a couple more questions and—you
have done such a good job with your statements that we’re very
proud to see them.

The General Accounting Office reviewed the criteria for success
in improving financial management that are used in the budget
scorecard. Now, did GAO review the criteria for the President’s
other four governmentwide initiatives, and what do you think of
these criteria?

Mr. MiuM. We've looked generally at the criteria across the
board, and we were very pleased that OMB had a staff level turned
to us when they were in draft and asked for our input and took
some of our input. Of course they had to make their own judgments
about what worked and what didn’t work.

Clearly, our guidance and products, the OMB scorecard, other
messages that the agencies are seeing from Congress; the impor-
tant thing is that they’re all pulling agencies in the same and simi-
lar directions, and that’s the important issue as far as we’re con-
cerned.

For example, in the human capital area, the issues that OMB
lays out on the need for integration between people considerations
and program decisionmaking is exactly a point the Comptroller
General has been making for some time.

You and Mr. Sessions mentioned in your opening statements
about the need for greater accountability and instilling a greater
performance culture within agencies. That’s in the President’s
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scorecard. That’s certainly something that we spend a great deal of
time looking at.

In summary, we've looked at the scorecard criteria in a broad
sense and they’re certainly consistent with where we’ve been tak-
ing our message and where we're urging agencies to move.

Mr. HORN. I've got a personal interest here where about 2 years
ago I put in a bill—and it is law now—the Chief Financial Officer
in the Executive part of the Presidency; and that individual, I
think, has been appointed now.

I don’t know if you can, but the question would be if you have
a CFO in the Executive Office of the President, will that CFO be
involved with the other CFOs, or will they be looked at in the Pres-
idency to be the person that would have a lot of things to say about
CFOs? Usually in control agency kinds of things like OMB, that
certainly goes on the CFO agenda, and I am just curious if any-
thing has occurred so far.

Mr. EVERSON. I think you probably know, Mr. Chairman, one of
the things the administration is trying to do is to draw together the
Executive Office of the President, and that is one of the budget pro-
posals that be a specific—one account or a lot of—simplified, so
that it can be pulled together and you can get just that kind of pro-
fessional approach to it where you have a Chief Financial Officer—
as you say, one has been appointed—and to pull that all together
and make that kind of good, smooth operation happen.

And obviously, in my capacity as the acting Chair of the CFO
Council, the input of that person is certainly something that is de-
sirable and should be done; and I will make sure that they partici-
pate fully in what we are doing governmentwide to support the
management agenda and to help share best practices and to attack
all of these areas that we've been talking about this morning.

Mr. HORN. We had, as you know, a lot of different investigations,
like the Travel Office and all that

Mr. EVERSON. Yeah.

Mr. HORN [continuing]. And it sure was simple that we needed
some people to really get the accounts down there and make some
sense.

Mr. EVERSON. Yes.

Mr. HORN. And so the Clinton administration said, we won’t
have any—we don’t want a CFO. And I said, well, how about the
next President? Oh, sure, he can do that.

So that is one way we get things done around here, to put it off
and the time is here.

Mr. EVERSON. Well, this is an administration—you mentioned
earlier that the President himself has been using these scorecards.
That is correct. I was at a meeting of all senior appointees earlier
this week and he mentioned them again. So you have an adminis-
tration that is entirely in line with accountability, strong support
of the functions that are represented on this panel with me to just
try and bring a spotlight on these issues.

Mr. HorN. Along this line, will you provide the scores of progress
assessments and agency improvement plans to the Congress and
the public?

Mr. EVERSON. Yes. We're going to be working with this tool on
a quarterly basis, and our expectation is that twice a year we will
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actually make the evaluations public, probably at the midsession
review, which will take place this summer.

An important point that I'd like to make is that just as we did
in the budget document, where the management agenda is
imbedded in the text itself, the midsession review takes a look at
how you're doing in terms of your financial projections. That’s the
right time to do it again.

We want to emphasize again and again to everybody that this
management focus is closely aligned to program delivery. If you
don’t improve the efficiency of the government, you’re not going to
be able to sustain program delivery. So you're going to see these
things linked each time.

So I imagine we’ll be seeing where we stand publicly and asking
for your help on—maybe if there are any laggards out there, come
this summer.

Mr. HoORrN. I'll tell you, when we were in the Y2K bit—and it took
us 2 years to get the President then, Mr. Clinton, to finally face
up to it, and so we did have these scorecards; and one Cabinet
member of his, who was a good friend of mine, he said, “Steve, put
as many as you can in that score.” He said, “I am banging mine
on my door, and every single member of this particular department
when they go through to see me, they’re going to see we got an F,
and what are they going to do about it?”

So they used this to beat a few of these people over the head and
think about it.

So we’re obviously glad to help, and Dr. Raines was very support-
ive of all this in OMB; and I said, hey, it’s your job to do that in-
ventory. We've been doing it; if you do it, we’ll look at it. And he
did, and we had regular quarterly reports that way.

And, you know, trying to keep ahead of hackers on computer se-
curity is a real problem.

Mr. EVERSON. Yes.

Mr. HORN. And I hope, gentlemen, that you look at the CIA oper-
ation. We can’t get them to respond. We’ve got five subcommittees
here that are hurt by their lack of respect for the Congress, and
I think that ought to upset a few people down there; because if
they feel that way about Congress, I wonder what they feel about
the Presidency. So that bothers me.

And Chairman Burton isn’t happy, and about three or four of the
subcommittee chairs, including me, are not happy about this com-
puter bit. We don’t know what they’re doing.

But some of the services are doing terrific jobs in the Department
of Defense. The Air Force has done a marvelous job over the years,
and especially on Y2K they really—when Defense was going down
the drain, the Air Force was getting A’s.

And so we’d like to have your thoughts on what we can do to be
helpful, and if you have any other points you want to make now
and like to get on the record, we're glad to have it, and we’ll wrap
it up.

Mr. EVERSON. I really have nothing to add from what’s already
been stated very eloquently by yourself and Congressman Sessions
and then what we said as a panel. I think they’ll say, “Well begun
is half done.” I'd to think that’s where we are right now.
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For the first time, rather than just responding to GAO watch
lists and congressional investigations, the executive branch is ar-
ticulating standards that should govern the way we manage our
business. That’s the first step.

We have fostered a climate of accountability. That is coming from
the top, from the President himself. That’s the second step. The
rest is just mechanics. Now, that is a lot of mechanics, obviously,
but the pieces of this are starting to engage. I see it because I go
around in my capacity as vice chair of the President’s Management
Council and speak at the Department of Education to all the senior
appointees, they’re using the scorecard and more detailed score-
cards on all of their management initiatives.

So this is starting to happen, and with your help and the help
of my colleagues on the panel, putting the spotlight on it, I don’t
think that this will slip. The reason I suggest that is because, look
what happened 5 months ago in September. That was a watershed
point. This initiative, this agenda, could have died in the delivery
room, but it didn’t. It gathered steam because of the events of Sep-
tember and because people recognized we have to manage our-
selves better to be able to do all the things that are so central for
our government.

So I'm optimistic, and I thank you.

Mr. HornN. Well, I thank you because that is exactly what Con-
gress wants, which is, keep at it in terms of management. We have
to. We can’t—it isn’t something that we can just say, oh, well, push
it aside. And I’'m delighted to hear your eloquent statement that
you didn’t push it aside, and the President is deeply involved in it.

Mr. Mihm.

Mr. MiHM. I think, Mr. Chairman, there’ve been, interestingly,
three broad themes that have been coming out of here this morn-
ing, that we’re all in agreement on; and I think that you touched
on them right in your opening statement.

And that is leadership, and that we’ve got to be serious and keep
going forward with this and keeping drilling into agencies how seri-
ous we are about this.

Second, it’s going to take plenty of hard work and that there are
roles for certainly the agencies, the central management agencies,
Congress, GAO and the IG community to play constructively, rec-
ognizing that we have different institutional arrangements, but
these are issues that we can work together on.

I think third and most important, as you underscored, is the im-
portance of accountability, that we need to start making clear that
there are consequences of success and there are consequences of
failure on this. People who are making progress and organizations
making progress will be rewarded appropriately. There are new
regulations within the last year or so that the Office of Personnel
Management has issued for performance appraisals for senior ex-
ecutives which are, as I mentioned in my written statement, a
ready-made vehicle for taking the President’s scorecard and drilling
them right into organizations and drilling them into the contracts
that we have for our senior executives.

And as you mentioned, Chairman Rogers is interested——

Mr. HorN. Well, on that point, I think every single executive in
the executive branch, when they go out to make a speech some-
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where on their program, they ought to go to a community college
or a college, private and public, and say, we have need for talent,
we have a

Mr. MiHM. Absolutely.

Mr. HORN [continuing]. Lot of people that are retiring, and you
have great opportunities to serve your country, be it in uniform or
be it in civilian clothes.

The military groups have done this for the last 50 years to in-
crease the talents of their people, and that is getting them into
schools to get them a Master’s degree, or Ph.D. We have generals
all over the place that have a Ph.D., and the reason is, they know
that if you don’t improve your human capital, then you can’t get
this agency to do what needs to be done.

So we ought to be doing that. I am going to try to do it every-
where I am holding a hearing, and I am holding a number of them
across the country. So I would hope that your people could get out
there and put themselves in, just let young people say, well, gee,
you know, I didn’t know the Federal Government had these good
opportunities. They’re marvelous. They’re marvelous.

Any thoughts, Mr. Gianni?

Mr. GIANNI. I would agree with you, Mr. Chairman, from the
standpoint of, I have an optimistic view on the youth of America.
I think if we present the mission of the government to the youth
of America, they will come and they will serve just like I did and
just like my colleagues did, to step forward to serve our country.

I think if we present the government and the important respon-
sibilities of our government in providing services to the public—it’s
a mission; it’s a noble mission—they will step up to the challenge.

Unfortunately, for too long, the Federal Government hasn’t done
a lot of hiring, and we’ve lost touch with our colleges and univer-
sities. But as the workforce has matured, we now find that we are
in this crisis situation, and I think we’ll start getting back to the
colleges and campuses to educate our youth on the important mis-
sion and service that they can provide to our country.

I just want to thank you, Mr. Chairman, for inviting me here
today and let you know that the IG community stands ready to
serve; and we’ll continue our individual license and help the agen-
cies make progress in this important area.

Mr. HORN. We ought to have OMB have different little booklets
that they can give to one of the senior civil servants when they’re
out doing this work, so we sing from the same hymnal; and I would
think that they’ve got a printing press down there in OMB.

So I want to thank you all for coming. It’s been very useful.

And I want to thank my staff that put this together and put ev-
erything together. J. Russell George, staff director and chief coun-
sel; Bonnie Heald, deputy staff director, right next to help; and you
all know Henry Wray. And Pete certainly did; he helped him a lot
in the Results Caucus. And Henry Wray is the senior counsel here
and he has been great help over the years in the executive branch
and the Senate committee. We're delighted to have him here, and
we’re delighted he put this together.

Earl Pierce, professional staff—where is Earl? He isn’t around
today. And Justin Paulhamus, the majority clerk; and Michael
Sazonov, intern. They’re back working.
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Minority staff, David McMillen, he’s a regular and we count on
him for a lot of help and work. We thank you for being there; and
Jean Gosa, the minority clerk, is also very helpful to us.

And our court reporters today are Leanne Dotson and Lori
Chetakian. So thank you very much, and with that, we are ad-
journed.

[Whereupon, at 11:58 a.m., the subcommittee was adjourned.]

[Additional information submitted for the hearing record follows:]
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Towards a New Definition of Good Financial Management

Dr. Dale R. Geiger
Cal State San Marcos
George Washington University

The purpose of these remarks is to highlight the need for a new definition of
good financial management consistent with the increasingly important need
for efficiency in government operations. Current financial management
practice emphasizes budget management and budget acquisition instead of
resource management and productivity improvement and does not meet this
goal.

Existing accounting systems and management paradigms satisfy the needs of
address a management environment where the definition of good financial
manageroent is “spending 99.9% of the budget.” Spending more violates the
Anti-Deficiency Act. Spending less proves that resource needs are less than
requested and that smaller budgets are needed: something no government
organization at any level of the hierarchy wants to admit., The
understandable, but undesirable, effect results in little effort being spent on
efficiency gains, continuous improvement, and cost reduction.

Budget acquisition dominates the financial management agenda in
government operations: consuming enormous efforts and resources itself.
Documenting, defending, and ultimately denying budget “needs” receives
considerably more attention than reducing “needs’: the essence of efficiency
improvement.

The Purpose and Value of Financial Management

Much of the emerging thinking about financial management emphasizes the
need for financial reporting and record keeping. It seeks unqualified audit
opinions, integrated financial systems, and accurate financial information.
Such precursors should not be confused with financial management and are
better labeled “financial reporting.”
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While perhaps necessary, these are not sufficient evidence of good financial
management. After all, even Enron had good audit opinions. Chapter 1
(pages 7-9) from Winning the Cost War: Applying Battlefield Management
Doctring to the Management of Government (Geiger, 2000, iUniverse.com)
describes and differentiates the traditional and management-based views of
relationship between budget and program output:

“As shown in Figure 1-1 below, if Congress wants more program,
more budget is provided. The converse of the above is that when
budget is not appropriated, the programs and missions of the agency
decline. This paradigm ignores how government organizations use
resources and assumes that output is solely a function of budget levels
received.

Traditional View of Budget

Figure 1-1 illustrates the traditional view that more budget is
required if more program is to be accomplished.

“The Anti-Efficiency Culture that evolved during two generations of
plenty has infected the organization with a mentality of spending,
rather than conserving. Good financial management within the
executive branch has come to mean spending 99.9% of the budget.
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“Efforts to protect or expand the mission have become grounded in
continuously secking additional budget. Busy and hardworking
executives make enormous efforts to justify and defend budget
requests. This is perceived as the way to improve operations.
Relatively little effort is made in managing resources efficiently for
continuous improvement of productivity. One often hears statements
like “why should we reduce cost?”

“Few would argue that most government organizations have done
much to improve their productivity. The question of why they haven’t
changed is better asked as “why should they have changed?” It is
proposed here that government organizations have not managed cost
well simply because they didn’t have to manage cost well.

“Relatively large levels of fimding removed the stimulus of necessity
and its progeny: efficiency. When resources are plentiful, managing
the spending process is easy. Few tough decisions must be made.
Marginal personnel can be retained. Efforts for efficiency
improvement are not needed or rewarded.

New View of Budget
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Figure 1-2 illustrates that management generates efficiencies
that represent a new source of funding when reprogrammed in
accordance with Congressional intent.

“Necessity theory says that concern for the organization mission and
survival increases the need for greater efficiency when budgets fall. It
also suggests that abundant funding reduces the need for efficiency.
Imagine winning the lottery tonight. Would you have the same
personal financial concerns that you have today?”

Budgeting Doesn’t Provide Planning Needed for Financial Management

Effective financial management starts with planning processes that provide
guidance in implementing the mission, a standard for evaluating execution
of the mission, and learning opportunities for improving the efficiency of the
mission. Chapter 4 (pages 51-53) points out that the current budget-based
financial management process fails to meet these goals:

“Budgeting does not provide guidance in implementation of the
mission as it 1s more concerned with the acquisition of resources
rather than their effective and efficient use. In government,
tremendous energy goes into the budgeting process as organizations
strive to defend and increase their resources.

“This is not to say that budgeting is an unimportant process.
Commanders must have troops and equipment. But having troops and
equipment is not enough to accomplish the mission. Troops and
equipment must be employed in a managed fashion and this is where
planning becomes essential.

“Cost planning is concerned with how to best “employ” the acquired
resources. Having military forces, while a prerequisite to battle, does
not guarantee that those forces are well used. Having a budget
likewise says nothing about how resources will be used.

“Results oriented comimanders concentrate the majority of their efforts
on deploying and employing forces because that is where they have

the greatest personal impact and because they recognize this as part of
their job responsibility. In the past practice permitted in pre-Cost War
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days, Government managers at all levels in the chain of command too
often spent much more time defending current budgets and seeking
more resources than they spent managing what they had.

“Governmental budgeting does not provide a useful tool for mission
evaluation. Instead, it could be thought of as setting the casualty
(spending) level for a yearlong campaign. Note: the budget isn’t an
upper limit to spending. It is a mandated level of spending. Imagine
the battlefield commander who is obligated to take a certain (and
perhaps avoidable) level of casualties, while under the threat of going
to jail if he violates the Anti-Deficiency Act and has one too many.

“The budgeting process in government does not provide learning
about how to improve mission execution. Two things are
responsible. First, the budget process does not provide timely
feedback. Typically, eighteen months elapse from budget submittal
until actual spending results are available. Furthermore, the next
budget is already law and the following budget has been submitted.
Learning from experience cannot even be factored into a budget until
the following year.

“Second, and worse, there is no learning possible because results
don’t differ from budget as managers invariably spend the entire
budget. Everything appears to be under control because no area over
or under spent. Good financial management in government has come
to mean spending 99.9% of the budget. Spending more is illegal.
Spending less risks a potentially lower budget next year.”

Financial Management’s Goal Should be Reducing, Not Funding, Needs

Efficiency improvement inherently means doing more with less. Success
means needs should be reduced. The tremendous efforts currently spent on
expressing and defending needs overemphasizes funding, rather than
reducing, needs. Chapter 9 (pages 119-120) addresses this issue:

“Imagine if workers were paid according to their “needs.” There
would be no incentive for improvement in skill, education, or
productivity. Instead workers would likely spend energy and time
expanding needs, documenting needs, and arguing needs. The Soviet
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Union ostensibly tried this by implementing Karl Marx’s philosophy
of “from each according to his ability; to each according to his needs.’
It didn’t work.

s

“Ironically, this is how government currently operates. I was recently
disappointed to find that a senior leader at one of the pilot sites was
still focused on “needs.” He felt that Cost Based Management would
help him to better “prove” his needs for funding.

“This thinking is an unfortunate legacy of the cold war mentality
where obtained needed funding was the key job of management.
Subordinate organizations spent considerable effort to calculate needs
and argue for funding. Commanding organizations spent equally
large efforts to rationalize funding cuts.

“Obtaining funds will still be essential in agency interactions with
legisiative bodies. However, it represents a waste of time for the vast
majority of operations within the agency. Subordinate organizations
should simply be told that reducing needs is their priority.”

Conclusion: Financial Management’s Geal Should be Mission Success

Motivating the cultural changes necessary to truly improve financial
management is not easy. It seems clear that aligning improved financial
management with the accomplishment of the organizations mission is
important. Chapter 9 (page 123-124) discusses the payoff of good financial
management:

“Organizations that win the Cost War will enhance their ability to
deliver mission output. They will do so at higher levels of output per
dollar. The alternative is to continue in the mode of reaction: reaction
to budget cuts, reaction to A-76 outsourcing threats, reaction to head
count limitations. Victory in the Cost War means the nation and
future generations of citizens will enjoy more services and security
from government, lower taxes, or both.”
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, D. €, 20503

QFFICE OF FEDERAL March 26, 2002

FINANCIAL MANAGENENT

The Honorable Stephen Horn

Chairman

Subcommittee on Government Efficiency,
Financial Management and
Intergovernmental Relations

United States House of Representatives
‘Washington, DC 20515

Dear Mr. Chairman:

Thank you for the recent opportunity to testify before the Subcommittee on Government
Efficiency, Financial Management and Intergovernmental Relations on the subject of the
President’s Management Agenda and the Management Scorecard. As I mentioned at the
hearing, the steps the Administration is taking to improve government management including
those in budget and performance integration and financial fransparency are long overdue. I
expect our efforts to enhance government operations in all areas.

Enclosed, please find responses to the written questions you submitted to me following
the hearing. Please let me know if you require further information.

Again, 1 appreciate your sustained interest and strong leadership in improving
management throughout the Federal Government. I look forward to testifying before your
Subcommittee again on April 9, where I hope to present in further detail the actions that the
Administration is taking to improve financial management in the government.

Sincerely,
Mark W, Everson
Controller
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Answers to written guestions from Congressman Stephen Horn to the Honorable Mark W.
Everson, Controller, OMB

1

The Office of Management and Budget (OMB) report to Congress on Federal
Government Information Security Reform, which was issued last week, states that
information security “will be incorperated into the [Executive Branch management]
scorecard.” How will this be done?

As you know, the President has charged OMB with overseeing the implementation of his
Management Agenda through the use of an Executive Branch Management Scorecard.
The Scorecard tracks agency improvement in five government-wide problem areas and
assigns a red, yellow, or green score. Under one of these areas, expanding electronic
government, we are in the process of modifying the scorecard to clarify the importance of
the IT security element as a core criterion in the e-government standards for success.

Clearly, information security is one of the Federal Government’s most glaring
problems. Last year, I gave 16 major agencies and the Government as a whole failing
grades on this subject. Likewise, the General Accounting Office has designated
information security a government-wide “high-risk” problem, and information security
tops Inspector General lists of the most serious management problems facing their
agencies. In light of this, should information seeurity be designated as a separate
government-wide priority initiative in the President’s Management Agenda and the
scorecard?

A separate score is not anticipated at this time. Howevey, clarification of IT security as a
core element of the e-government standards will hold agencies accountable to address
security. 1f agencies fail to adequately address IT security, they will remain “red” against
the standards for success in Expanding E-government. 1 would also note that IT security
will be the primary focus of the April meeting of the President’s Management Council,
giving further emphasis to its imporance. .

Please briefly describe the process by which progress assessments under the scorecard
will be done. Specifically:

a. Will OMB issue objective criteria for judging the quality of agency plans and
improvement efforts, as it did for the scorecard itself?

Each OMB branch has been working with OPM and OMB’s statutory offices to
assess department and agency plans and measure progress based on the particular
circumstances of each department.

b. How will OMB ensure that the measurement and evaluation process is fair and
consistent across agencies?

The Administration leads for each initiative are meeting weekly to coordinate the
agenda. In addition, we are holding quarterly discussions with each of OMB’s
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resource management offices to assure consistency and fairness of OMB’s
assessments.

4. You testified that making real progress on the President’s Management Agenda and the
scorecard is a shared responsibility between the Executive Branch and Congress. I
could not agree more. In this regard, what information will OMB be sharing with
Congress to assist Congress in its oversight?

a. Specifically, will OMB provide the Congress its criteria for assessing progress
under the scorecard?

OMB will assess agency progress against the deliverables and timelines
established for the five initiatives that are agreed upon with each agency. Agency
plans will vary and would probably be best assessed by Congress on a case by
case basis. We will assess progress as follows:

Green: Implementation is proceeding according to plans agreed upon with the
agencies;

Yellow: Some slippage or other issues requiring adjustment by agency in order to
achieve initiative on a timely basis; and

Red:  Initiative in serious jeopardy. Unlikely to realize objectives absent
significant management intervention.

b. Will OMB provide Congress the improvement plans and supporting
documentation that individual agencies are to develop to get from “red” to
“green” in each scorecard category?

Yes, but the approach that the Administration is taking to implement the
President’s Management Agenda stresses the ownership of the initiatives by the
agency management teams. Probably the best way for Congress to monitor steps
by individual agencies is for them to be agsessed through the existing oversight
practices employed by their congressional authorizing commitiees. I believe this
will help reinforce the agency’s ownership of initiative implementation and stress
congressional interest more effectively than if all plans are collected centrally in
OMB and provided to Congress.

¢. What additional information exists to document how OMB made its judgements
about the initial scores, and what additional information will be used to
document the progress assessments?

Qver 80% of the baseline evaluations were red. In many cases there were
multiple conditions leading to this assessment. Assessments were made by OMB
resource management office branches in consultation with the agencies
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themselves. The President’s Budget provides a summary of the key factors. As
scores improve, we will note the basis for the improvement

d. ‘Will this information be made available to Congress?

The Budget summarizes the basis for each evaluation. We would be happy to
respond to any requests for more detailed information on a case by case basis.

5. You testified that the budget’s scoring system is “common today in well-run
businesses.” Could you provide some examples of businesses that use this system and
how it has worked for them? '

1 used a similar system at my last employer, LSG Sky Chefs. A simplified ‘dashboard’
set of indicators has many variants. No two systems are exactly the same, but many
private sector managers establish, track, and drive their organizations through simplified
key indicators.

6. It makes sense to target a limited number of problems for priority attention, as the
President’s Management Agenda does. However, what are you doing to ensure that
agencies do not neglect the many other core management and performance problems
they face?

The President, while crafting his Management Agenda, selected five problem areas to
“address the most apparent deficiencies where the opportunity to improve performance is
greatest.” Tt also includes nine agency-specific initiatives, We are confident that after the
building blocks of management reform are laid the departments and agencies will be able
to tackle the additional problems that are ripe for reform. As the President’s
Management Agenda is implemented and performance baged budgeting begins to be used
in the planning stages of each budget, departments and agencies will employ better
management practices throughout the entire budget process to address shortcomings and
rectify them. ’

7. The agencies clearly have plenty of work ahead of them if they are to improve their
scores and get to “green.” What are OMB and the other central management agencies
doing to help the agencies?

OMB and the Office of Personnel Management (OPM) have met with each agency to
review their implementation plans. OMB and OPM will monitor and assist agencies
wherever possible to implement the President’s Managerment Agenda. We will also work
to foster the sharing of “best practices” across agencies. The staff will meet with agencies
quarterly to monitor progress, adjust plans and offer advice to get to “green.”

8. Are staff resources at OMB and the other central management agencies adequate to
provide hands-on assistance to agencies? Specifically, do these agencies have staff with
the right mix of knowledge, skills, and abilities? If not, where are agencies expected to
go for this assistance?



77

OMB and the OPM have been working cooperatively on the President’s Human Capital
initiative since its inception, at both the executive and staff levels. This new, more
cooperative relationship has enhanced the capability of both agencies. In addition, since
OPM assumed full leadership responsibility for the Human Capital initiative, it has
implemented a number of actions to ensure that agencies receive the assistance they need
to achieve the objectives of the initiative. For example:

o OPM established a new Human Capital Initiative team, composed of some of OPM’s
most experienced policy and operations staff, to provide immediate leadership for this
initiative. The team members have been meeting with each agency, along with OMB
budget examining staff, to review their workforce analyses and human capital action
plans, discuss specific recommendations for improving these plans, and set common
expectations for results. The team members have access to the full range of expertise
in all parts of OPM, and tap directly into those resources to handle the reviews and
recommendations, and to arrange specific assistance when needed.

e OPM also uses this matrix team approach to provide quick, top-quality help to
agencies that requested special assistance. These “strike forces” are sent into an
agency to solve a particular problem, and they stay as long as needed. For example,
OPM sent a strike force to the new Transportation Security Agency to quickly set up
the human resources systems and processes needed to hire and manage a totally new
staff.

OMB’s resource management and statutory offices are supporting direction and
coordination of the other initiatives. In addition, OMB has recently formed a
“Performance Evaluation Team” to serve as a dedicated resource to support the budget
and performance integration initiative. Departments and agencies, however, are in some
instances making either organizational changes or hiring outside consultants to develop
and implement the initiatives. OMB can monitor, guide, and direct the initiatives. It is
not structured to provide extensive implementation consulting to the agencies.

9. How is OMB ensuring that agencies reinforce accountability for improvements within
their organizations? Are Senior Executive Service performance appraisals being used
for this purpose? If so, how?

We have discussed and stressed at the President’s Management Council the need to link
the management agenda to performance evaluations.



78

19. What resource-allocation and other consequences exist for good performance {“green”)
and poor performance (“red”)?

The President has indicated to his Administration the importance he attaches to
implementing the agenda. However, we have not developed a set of automatic
consequences tied to a particular score.

11. Will the new performance measures exist only at the agency/department level or will
they be embedded throughout the management hierarchy?

Performance measures will be tied to specific programs in order to foster accountability. k

12. Since many measures of performance require an element of cost measurement, will you
be proposing significant improvement of cost accounting and analysis capabilities?

Cost is a critical piece of information necessary to assess performance. As I said in my
testimony, it is the Administration’s belief that budget accounts should show the fotal
resources required to achieve program results. Currently this is not always the case. As
an example, provisions in the Administration’s proposed Managerial Flexibility Act
would assign employee costs, including those relating to retirement, as direct charges to
programs. This change will provide a more complete cost of program activities, so that
we can determine whether our programs are as efficient and effective as they can be. If
we achieve our goal of better allocation of costs to programs, we will not only be better
able to determine the full cost of the results we achieve, but we will also have a better
sense of how that performance will be affected by different fimding levels.

Clearly, budget and performance integration cannot be achieved until we know what
specific activities cost so we can evaluate performance. Timely and reliable cost
information is also a fundamental building block for each of the other President’s
Management Agenda initiatives. Gauging performance requires us to know what things
cost. Consider some of the cost implications for the other four Government-wide
initiatives:

» Strategic Management of Human Capital-- we need to know the employee costs we
will incur if we change the composition of the workforce and encourage managers to
use existing and proposed personnel flexibilities.

» Competitive Sourcing-valid comparisons are impossible without accurate cost data.

« Improved Financial Performance—erroneous payments must be identified and tracked
before we can measure reductions. Clean audits equate to accountability; we need to
obtain them and move on to real financial management.

s Expanded Electronic Government-- what are the real cost savings we will achieve
through the various E-Government projects, and what is the cost benefit of a
papetless environment?
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All of these requirements argue for better cost accounting and analytical capabilities,
which we support.

13. What criteria and data did you use to determine the budget’s effectiveness ratings for
the selected agency programs and activities highlighted in the budget?

In an initial and admittedly exploratory way, the FY 2003 Budget responds to
longstanding demands for greater measurement of program performance, proposing to
reinforce strong programs, and to redirect funds in many cases from programs that
demonsirably fail or cannot offer evidence of success. That is why we issued guidance
early in the FY 2003 Budget process to improve the alignment of performance
information and budget resources. It was difficult in some cases to gather performance
information that actually shed light on program accomplishments. Nonetheless, OMB
staff and agencies collected evaluations, studies and performance documentation from a
variety of sources to assess which programs were effectively achieving desired outcomes.
The Administration used all of the performance information it could gather for the
selected programs in making decisions for this Budget.

14. How do these effectiveness rafings relate to agency plans and reports under the
Government Performance and Results Act (Results Act)? Specifically, are they based
on, or are they at least consistent with, Results Act performance goals and reports?

Some relate; some do not. OMB examiners arrived at the program performance ratings
using material from various sources, including but not limited to GPRA reports and
plans. For example, these studies included 1G reports, program evaluations, GAO reports
and studies and assessments from outside third parties. The information on which
program ratings are based is not perfect and some conclusions may prove erronecus over
time. The Administration invites a spirited discussion and welcomes additional data, as
well as suggestions about how to improve the criteria to be used in assessing future
effectiveness

15. The Results Act requires that the anpual budget include a government-wide
performance plan. How does the President’s Fiscal Year 2003 Budget address this
requirement?

Rather than simply aggregate the individual performance objectives of a muititude of
programs, it establishes government-wide performance expectations in three critical
areas: Protecting the Homeland; Winning the War on Terrorism Abroad; and Returning
to Beonomic Vitality. It also addresses many of the most important performance
objectives of major departments and agencies.

The FY 2003 Budget places an unprecedented emphasis on past and current performance
and the use of performance information in evaluating programs and making budget
decisions. The Administration is committed to presenting a stronger and more detailed
array of future performance and target levels in the FY 2004 Budget.
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1 sat through each of the Director’s 2003 Budget Reviews, where we focused a significant
amount of attention on performance. And I would be the first to admit that we have
along way to go and would like work with the Committee to see that improvements are
made in the future to strengthen the use of performance information not only within the
Administration, but also by the Congress.

16. How have you involved agency program managers in the scorecard and the
effectiveness assessments? How have you involved agency field offices?

We shared the scorecard and program evaluations with agency managers prior to
finalization, but do not know whether they were in turn shared with other agency field
offices.
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