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LETTER OF TRANSMITTAL

HOUSE OF REPRESENTATIVES,
Washington, DC, July 27, 2000.

Hon. J. DENNIS HASTERT,
Speaker of the House of Representatives,
Washington, DC.

DEAR MR. SPEAKER: By direction of the Committee on Govern-
ment Reform, I submit herewith the committee’s fifth report to the
106th Congress. The committee’s report is based on a study con-
ducted by its Subcommittee on Government Management, Informa-
tion, and Technology.

DAN BURTON,
Chairman.
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the Union and ordered to be printed

Mr. BURTON, from the Committee on Government Reform
submitted the following

FIFTH REPORT

On June 29, 2000, the Committee on Government Reform ap-
proved and adopted a report entitled, ‘‘Making the Federal Govern-
ment Accountable: Enforcing the Mandate for Effective Financial
Management.’’ The chairman was directed to transmit a copy to the
Speaker of the House.

I. SUMMARY OF OVERSIGHT FINDINGS AND RECOMMENDATIONS

A. INTRODUCTION

The Committee on Government Reform (the ‘‘committee’’) has
primary legislative and oversight jurisdiction with respect to ‘‘Gov-
ernment management and accounting measures generally,’’ as well
as ‘‘overall economy, efficiency, and management of Government
operations and activities, including Federal procurement.’’ 1 The
committee also has the responsibility:

[T]o determine whether laws and programs addressing
subjects within the jurisdiction of [the] committee are
being implemented and carried out in accordance with the
intent of Congress and whether they should be continued,
curtailed, or eliminated, each standing committee (other
than the Committee on Appropriations) shall review and
study on a continuing basis the application, administra-
tion, execution, and effectiveness of laws and programs ad-
dressing subjects within its jurisdiction. [The committee
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2 Ibid., Clause 2(b)(1) (A) and (C).
3 The 24 Federal agencies covered by the requirements of the CFO Act are the following 14

Cabinet Departments: Agriculture, Commerce, Defense, Education, Energy, Health and Human
Services, Housing and Urban Development, Interior, Justice, Labor, State, Transportation,
Treasury, and Veterans Affairs; and the following 10 independent agencies: Environmental Pro-
tection, National Aeronautics and Space, International Development, Federal Emergency Man-

shall review and study] any conditions or circumstances
that may indicate the necessity or desirability of enacting
new or additional legislation addressing subjects within its
jurisdiction.2

Pursuant to this authority, the Committee on Government Re-
form’s Subcommittee on Government Management, Information,
and Technology (the ‘‘subcommittee’’) convened eight oversight
hearings to explore:

• the implementation of laws related to Federal financial man-
agement in executive departments and agencies and, in par-
ticular, the third year of full implementation of the Chief Fi-
nancial Officers Act of 1990 [CFO Act], as expanded by the
Government Management Reform Act of 1994 [GMRA] and as
amended by the Federal Financial Management Improvement
Act of 1996 [FFMIA];
• the extent to which Federal executive departments and agen-
cies have successfully complied with the requirements of these
laws;
• the need for congressional action to improve financial man-
agement in the Federal Government; and
• options for congressional actions that would effectively bring
about such improvement.

Billions of taxpayer-provided dollars are being lost each year to
fraud, waste, misuse, and mismanagement in hundreds of pro-
grams within the Federal Government. Audits continue to show
that most agencies have significant weaknesses in controls and sys-
tems. As a result of these weaknesses, Federal decisionmakers do
not have reliable and timely performance and financial information
to ensure adequate accountability, manage for results, and make
timely and well-informed decisions.

In the late 1980’s, Congress recognized that one of the root
causes of this loss was the Federal Government’s disarray of finan-
cial management policies, systems, and practices and lack of lead-
ership. Financial systems and practices were obsolete and ineffec-
tive. They failed to provide complete, consistent, reliable, and time-
ly information to congressional decisionmakers or agency manage-
ment.

In response, Congress passed a series of laws designed to im-
prove financial management practices and to ensure that tax dol-
lars would be spent for the purposes that Congress intended. These
laws included the Chief Financial Officers Act of 1990, Public Law
101–576, the Government Management Reform Act of 1994, Public
Law 103–356, and the Federal Financial Management Improve-
ment Act of 1996, Public Law 104–208. Each executive agency cov-
ered by the Chief Financial Officers Act—or specified by the Office
of Management and Budget [OMB]—is required to prepare and
have audited a financial statement covering all accounts and asso-
ciated activities of each office, bureau, and activity within the agen-
cy.3 Furthermore, consolidated governmentwide financial state-
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agement, General Services, National Science, Nuclear Regulatory Commission, Personnel Man-
agement, Small Business, and Social Security.

ments must be prepared and audited annually. In addition, Federal
agencies are required to conform to promulgated Federal Govern-
ment accounting and systems standards, and to use the Federal
standard general ledger.

Implementation of the financial management reforms established
by these laws is still underway. It is imperative that these reforms
are successfully achieved. Agencies must produce reliable, useful
and timely financial information. This information is essential for
financial management purposes as well as measuring program per-
formance under the Government Performance and Results Act of
1993 [GPRA], Public Law 103–62. Thus at a minimum, strong con-
gressional oversight is needed to achieve the primary goal of all
these laws: a Federal Government that is accountable to the Amer-
ican taxpayers.

B. FINDINGS

The fiscal year 1999 annual audit reports for the 24 Federal de-
partments and agencies (‘‘agencies’’), required under the CFO Act
as expanded by GMRA, were due to be filed with the Office of Man-
agement and Budget on March 1, 2000. On March 31, 2000, the
U.S. General Accounting Office [GAO] issued its third annual audit
report on the financial statements of the Federal Government.
Based on the investigation and oversight hearings conducted by the
subcommittee, and the results of agency and governmentwide fiscal
year 1999 financial statements audits, the committee finds as fol-
lows:

1. Agencies continue to miss the statutory reporting deadline for au-
dited financial statements

The Government Management Reform Act of 1994 required that
the head of each of the 24 CFO Act agencies submit audited finan-
cial statements to the Director of the OMB by March 1st of each
year. The OMB reported that the timeliness of financial reports im-
proved this year, increasing from 6 agencies that met the statutory
deadline in 1997 to 19 agencies in 2000. Of the five agencies that
failed to meet this deadline, the Department of the Interior failed
to file its report until May—nearly 8 months after the end of the
fiscal year. The Department of State had not produced its audited
financial statements by the time of this report’s publication. Fail-
ure to meet a statutory deadline is of serious concern to the com-
mittee. The Congress mandates deadlines with the intent that such
deadlines will be met.

2. Progress is being made, but obtaining ‘‘clean’’ audit opinions is
not the ‘‘end game’’

The OMB reported that the quality of agency financial state-
ments has improved and that agencies continue to make steady
progress in this area. For fiscal year 1996, only 6, or 25 percent,
of the agencies received unqualified or ‘‘clean’’ audit opinions on
their fiscal year 1996 financial statements compared to 14, or 58
percent, for fiscal year 1999, according to the OMB. The GAO also
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4 ‘‘Financial Audit: 1999 Financial Report of the United States Government,’’ GAO AIMD–00–
131, Mar. 31, 2000.

noted that the number of agencies receiving ‘‘clean’’ audit opinions
has steadily increased.

‘‘Clean’’ audit opinions are an important milestone. However, the
Comptroller General again emphasized that obtaining a ‘‘clean’’
audit opinion is not the ‘‘end game.’’ Such an opinion does not guar-
antee that agencies have systems in place that produce reliable,
useful, and timely financial information to support ongoing man-
agement and accountability. The Comptroller General further
noted that some agencies had obtained ‘‘clean’’ audit opinions only
through ‘‘heroic efforts,’’ which included using consultants, statis-
tical sampling, and other ad hoc procedures to obtain reliable num-
bers for one particular date—the end of the fiscal year.

Also emphasizing the need for greater focus on improving day-
to-day financial management practices, the Inspector General for
the Department of Housing and Urban Development stated, ‘‘Vir-
tually any entity, given enough time and resources, can get an un-
qualified opinion on its financial statements.’’

3. Material deficiencies in the Federal Government’s financial infor-
mation continue

Similar to the previous 2 years, the GAO was unable to render
an opinion on the reliability of the fiscal year 1999 financial state-
ments of the Federal Government. The GAO report 4 identified the
broad array of financial management problems faced by the Fed-
eral Government, which impair its ability to adequately safeguard
assets, properly record transactions, and comply with selected pro-
visions of laws and regulations related to financial reporting. Ac-
cording to the GAO, these problems affect the reliability of the fi-
nancial statements of the U.S. Government as well as the related
underlying financial information. More important, GAO noted that
these problems ‘‘. . . also affect the Government’s ability to accu-
rately measure the full cost and financial performance of certain
programs and effectively manage related operations.’’

4. Inconsistent reporting of certain Social Security and Medicare
(Part A) projections

For the second year, the Comptroller General reported that cer-
tain information concerning the Social Security and Medicare (Part
A) trust funds reported in the Federal Government’s financial re-
port was immediately outdated and, therefore, inconsistent with
the information reported by the Social Security and Medicare
Boards of Trustees. This information included projected contribu-
tions and expenditures, dates when expenditures were expected to
exceed contributions, and dates when such funds were expected to
be exhausted.

The Comptroller General stated that the Social Security and
Medicare Boards of Trustees issue their annual report on the sta-
tus of the Social Security and Medicare Programs, which includes
updated information on these Federal programs, one day after the
Government issues its financial report. As a result, the two docu-
ments, issued within one day of each other, have reported signifi-
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5 A material weakness, as defined by the American Institute of Certified Public Accountants
in its Statements of Auditing Standards and in the Comptroller General’s Government Auditing
Standards, is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that errors or irregularities in
amounts that would be material to the financial statements may occur and not be detected
promptly by employees in the normal course of performing their duties.

cantly different projections for the last 2 years, and may cause con-
fusion for Congress and the public.

The Comptroller General stated that given the importance of this
information, ‘‘steps should be taken in future years to assure that
the Government’s financial report contains up-to-date information
as of no earlier than the end of the most recent fiscal year in these
important Federal programs.’’ The Comptroller General noted that
while the Social Security and Medicare Boards of Trustees have a
statutory responsibility to report by April 1st, theoretically they
could provide this information earlier so that it could be included
in the Government’s financial report. Further, he suggested that
serious consideration should be given to auditing this information.

5. Material control weaknesses continue to exist
Auditors continued to identify material weaknesses in internal

controls throughout the CFO Act agencies. As of the date of publi-
cation, only 5 of the 23 CFO Act agencies that filed audit reports
for fiscal year 1999 were found to have no material weaknesses.5
Material weaknesses contribute to an agency’s inability to ensure
that (1) transactions are properly recorded, processed, and summa-
rized to permit the preparation of financial statements in accord-
ance with generally accepted accounting principles; (2) assets are
safeguarded against loss from unauthorized acquisition, use, or dis-
position; and (3) transactions are executed in accordance with the
laws governing the use of budget authority and with other laws
and regulations that could have a direct and material affect on the
financial statements.

In addition, the GAO noted that deficiencies related to the major
problems affecting the reliability of the Federal Government’s fi-
nancial statements identified above, also constitute material weak-
nesses in internal controls. Other related problems reported as a
result of inadequate internal controls, include the Federal Govern-
ment’s inability to develop strategies to reduce billions of dollars in
improper payments and to efficiently and effectively collect and ac-
count for tax revenues. Of additional alarm, virtually every agency
was reported as having computer security weaknesses. As a result,
the Federal Government’s financial and other sensitive information
is susceptible to inappropriate disclosure, destruction, modification,
and fraud.

6. Noncompliance with laws and regulations continue to exist
Noncompliance with selected provisions of laws and regulations

related to financial reporting continues to be a pervasive problem
among the 24 CFO Act agencies. Based on the fiscal year 1999
audit reports of 23 agencies that had filed reports as of publication
of this report, only 3 were reported as having no instances of mate-
rial noncompliance. Specifically, 20 of the agencies were not compli-
ant with the requirements of the Federal Financial Management
Improvement Act of 1996—a key financial management law en-
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6 ‘‘Auditing the Nation’s Finances: Fiscal Year 1999 Results Continue to Highlight Major
Issues Needing Resolution.’’ GAO/T–AIMD–00–137, Mar. 31, 2000.

acted to ensure that agencies’ financial management systems
produce timely and accurate financial information.

The GAO stated, ‘‘. . . continuing widespread noncompliance
with FFMIA is indicative of the overall long-standing poor condi-
tion of agency financial systems.’’ And for many agencies, ‘‘. . . the
preparation of financial statements requires considerable reliance
on ad hoc programming and analysis of data produced by inad-
equate financial systems that are not integrated, reconciled, and
often require significant adjustments.’’ 6

C. RECOMMENDATIONS

Based on the foregoing findings, the committee recommends the
following:

1. Continuation of regular congressional and Presidential oversight
Strong oversight is one of Congress’s most effective tools in the

effort to ensure that executive departments and agencies imple-
ment necessary reforms. To build upon this, Congress needs to
mandate formal oversight hearings to review the status of agencies’
progress toward financial accountability, including planned actions
to resolve related problems.

Each department and agency should provide a detailed, annual
status report on its financial management operations. When appro-
priate, each department or agency should be regularly reviewed by
its relevant oversight, authorization, and appropriations sub-
committees regarding its progress in reforming its financial man-
agement systems and processes. These hearings should be held an-
nually, semiannually, or quarterly, depending on the severity of the
financial problems within the department or agency. This would as-
sist Congress in effectively monitoring agency actions and taking
corrective actions as necessary.

2. Require top management attention to agencies’ financial manage-
ment systems remediation plans

The year 2000 computing problem was successful due to various
factors, including the priority placed on the issue by Congress, the
administration, and top management at each of the agencies. Such
attention facilitated ongoing progress and monitoring performance.
The establishment of governmentwide and agency-level plans, with
milestones for addressing major weaknesses, was a significant fac-
tor in achieving success.

As previously recommended, agency financial management sys-
tems remediation plans must provide a detailed description of
planned actions with clear and reasonable milestones, including
the names of staff members responsible for resolving particular
issues. To ensure top management attention, the plan should be
approved by the agency head and relevant agency officials, such as
the Chief Financial Officer, Chief Information Officer, and Inspec-
tor General. A draft of the approved plan should be sent to the
Comptroller General who would coordinate the agency’s actions
and related milestones in the remediation effort. These parties
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must meet regularly to monitor the agency’s progress in meeting
the objectives of the plan.

A draft of the plan should also be available to relevant congres-
sional committees. In addition, the congressional oversight hear-
ings recommended above should include a discussion of the agen-
cy’s plan and the progress being made toward resolving out-
standing financial management systems issues. This would assist
Congress in effectively monitoring agency actions and taking cor-
rective actions as necessary.

3. Provide incentives for implementing effective financial manage-
ment

It is clear that congressional oversight alone cannot effect the
necessary change in financial management practices at all depart-
ments and agencies. The committee again notes that incentives are
needed to prompt agencies to resolve their outstanding financial
management problems. If an agency is unable or unwilling to effect
these crucial changes, Congress has the authority to provide incen-
tives for change. These incentives include: (1) redirecting a percent-
age of the agency’s appropriated program or administrative funding
toward correcting financial management problems; (2) restricting a
percentage of the agency’s appropriated funds until the problems
are corrected; or (3) reducing various amounts of appropriated
funds until the agency has completed its correction efforts. Further,
reducing appropriated funds should be considered for all agencies
failing to comply with the March 1st statutory reporting deadline.

These actions are intended to encourage an agency to resolve its
financial management problems expeditiously while meeting the
March 1st statutory deadline.

4. Ensuring that the Federal Government’s financial report contains
current information related to Social Security and Medicare
(Part A) trust funds

In light of the importance of future funding projections related
to Social Security and Medicare (Part A) trust funds and the Comp-
troller General’s recommendation that steps be taken to ensure
that the Government’s annual financial report contains up-to-date
information, the subcommittee should request the GAO to conduct
a study on the feasibility of the Social Security and Medicare
Boards of Trustees releasing updated projections in a timeframe
that will allow them to be included in the Government’s annual fi-
nancial report. Such a study should consider whether the Social Se-
curity and Medicare Boards of Trustees’ statutory reporting dead-
line of April 1st should be changed to coordinate with the Govern-
ment’s financial report. Further, Congress should consider the need
for requiring that such information be independently verified. If de-
termined to be necessary, such a requirement should be legisla-
tively mandated.

5. Strengthen the ability of Inspectors General to carry out their fi-
nancial management oversight responsibilities

Inspectors General are responsible for conducting audits of agen-
cy and department programs and operations. Their audit function
in the executive branch is crucial. Agency audits provide informa-
tion to executive branch managers and Congress that is necessary
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to uncover and resolve problems that impede effective financial
management. To ensure that Inspectors General can provide qual-
ity audit services, it is imperative that Congress takes steps to en-
sure that Inspectors General are highly qualified and have the nec-
essary resources to oversee agency financial management.

The Office of the Inspector General must ensure that all can-
didates for Inspector General positions are qualified to perform fi-
nancial statement audits or specific segments of audits requiring
specific expertise. These qualifications should be determined
through a review by an external party and may be incorporated
into the peer-review process.

As the committee suggested last year, when appointments for the
Inspector General office are being considered, a board, which in-
cludes representatives of the President’s Council on Integrity and
Efficiency, should review the qualifications of the Inspector General
candidate before the nomination is forwarded to the Senate for con-
firmation.

6. Strengthen the President’s role as Chief Executive Officer of the
executive branch by establishing an Office of Management

Management of the executive branch of the Federal Government
should be a Presidential priority. Among the President’s many
roles is the responsibility to serve as Chief Executive Officer of the
Federal Government. Many broad objectives—including effectively
managing Federal Government finances—are intended to make the
Federal Government work better, but they depend on the commit-
ment of the President and his staff in the Executive Office of the
President. By approaching the Federal Government almost exclu-
sively from a budgetary or policy perspective, Presidents limit their
capacity to reform management within the Federal Government.

If the financial management function is to be strengthened, the
President needs management experts. That is also true of various
other management functions. In the past, the Subcommittee on
Government Management, Information, and Technology has rec-
ommended legislation that would form an Office of Management,
separate and distinct from the Office of the Budget. It continues to
recommend such an office. This office could help the President and
his Cabinet to focus on the critical management challenges facing
the Federal Government.

Cabinet officers are not always nominated for their managerial
skills. They need assistance. Congress has provided some of that
assistance by mandating the roles of Chief Financial Officer and
Chief Information Officer. However, in a number of departments
and agencies, these dual roles have been assigned to one person.
That is not what Congress intended. The financial and information
management functions are so complex that each position requires
the full-time attention of a senior management official.

II. REPORT ON THE COMMITTEE’S OVERSIGHT REVIEW

A. BACKGROUND

I think it an object of great importance . . . to simplify our
system of finance, and bring it within the comprehension
of every member of Congress . . . the whole system [has
been] involved in an impenetrable fog. There is a point
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7 Thomas Jefferson, in a letter to Secretary of the Treasury Albert Gallatin, Apr. 1, 1802, The
Writings of Thomas Jefferson, edited by Andrew A. Lipscomb (Washington, DC, 1905) vol. 10,
pps. 306–309.

. . . on which I should wish to keep my eye . . . a sim-
plification of the form of accounts . . . so as to bring every-
thing to a single centre[;] we might hope to see the fi-
nances of the Union as clear and intelligible as a mer-
chant’s books, so that every member of Congress, and
every man of any mind in the Union, should be able to
comprehend them to investigate abuses, and consequently
to control them.7 —Thomas Jefferson, April 1, 1802.

1. The need for effective Federal financial management
Nearly 200 years ago, President Thomas Jefferson recognized the

need for effective financial management in the Federal Govern-
ment. President Jefferson’s insight on this subject is equally rel-
evant today.

Federal financial management continues in a state of disarray.
Billions of taxpayers’ dollars are being lost each year to fraud,
waste, abuse, and mismanagement in hundreds of Federal pro-
grams. Financial systems and practices are obsolete and ineffective,
and do not provide complete, consistent, reliable, and timely infor-
mation to congressional decisionmakers and agency management.
The source of these losses could be identified and significantly re-
duced by improved financial management practices.

2. Federal financial management legislation
In response to this problem, Congress passed a series of laws de-

signed to ensure that agency management problems would be fixed.
The Chief Financial Officers Act, as expanded by the Government
Management Reform Act of 1994 and amended by the Federal Fi-
nancial Management Improvement Act of 1996, represents the
most comprehensive financial management reform legislation in
the last 40 years. Other significant legislation affecting Federal fi-
nancial management includes: the Budget and Accounting Proce-
dures Act of 1950; the Inspector General Act of 1978, as amended
by the Inspector General Act Amendments of 1988; the Federal
Managers’ Financial Integrity Act of 1982; the Debt Collection Act
of 1982, as amended, and the Debt Collection Improvement Act of
1996. The key financial management provisions of each of these
laws are described in detail in Appendix A of this report.

Audited financial statements
The Chief Financial Officers Act as amended by the Government

Management Reform Act, is intended to provide a more effective,
efficient, and responsive Government. To that end, it specifically
requires that each executive department and agency prepare and
have audited a financial statement covering all accounts and asso-
ciated activities of each office, bureau, and activity within the agen-
cy. These audited statements are to be sent to the Director of the
OMB no later than March 1st of the year following the fiscal year
for which the statements are prepared. In addition, GMRA also re-
quired that a set of consolidated governmentwide financial state-
ments be prepared by the Secretary of the Treasury in coordination
with the Director of the OMB. These financial statements of the
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Federal Government are to be audited by the Comptroller General
of the United States and forwarded to Congress by March 31st of
each year.

Federal accounting standards
The passage of the CFO Act in 1990 and its requirement for au-

dited financial statements focused attention on the accounting
standards to which Federal agencies were to be held. The Comp-
troller General of the United States, along with the Director of the
Office of Management and Budget and the Secretary of the Treas-
ury, agreed to establish an independent board that would rec-
ommend accounting principles. This board, known as the Federal
Accounting Standards Advisory Board, was established in October
1990 as a deliberative body to consider and recommend accounting
standards and principles, referred to as Statements of Federal Fi-
nancial Accounting Standards for the Federal Government.

The approved standards, as adopted by the board’s principals,
are then issued by the Comptroller General and the Director of
OMB as Statements of Federal Financial Accounting Standards.
These statements comprise the body of standards that constitutes
generally accepted accounting principles for the Federal Govern-
ment. In October 1999, the American Institute of Certified Public
Accountants recognized Federal accounting standards as a gen-
erally accepted basis of accounting. This recognition was deemed a
major milestone in improving public confidence in the reliability
and credibility of Federal financial information. Appendix B lists
the Statements of Federal Financial Accounting Standards and the
Statements of Federal Financial Accounting Concepts issued to
date.

The Director of the Office of Management and Budget is respon-
sible for setting the form and content of the financial statements
against which the auditor must measure an agency’s financial
statements. The guidance provided by the OMB incorporates the
standards recommended by the Federal Accounting Standards Ad-
visory Board.

3. The importance of effective internal control
Federal financial management legislation—the Federal Man-

agers’ Financial Integrity and Federal Financial Management Im-
provement Acts, in particular—placed great emphasis on the im-
portance of effective internal controls. Their importance cannot be
overstated, especially in the large, complex operating environment
of the executive branch of the Federal Government. Effective inter-
nal controls are the first line of defense against fraud, waste, mis-
use, and mismanagement of agency budgets, and help ensure that
an entity’s mission is achieved in the most effective and efficient
manner. The subject of internal controls generally surfaces—as has
been the case in subcommittee hearings—after improprieties or in-
efficiencies are found. However, good managers continually seek
new ways to improve their operations through effective internal
controls.

Internal controls can be simply defined as the methods by which
an organization governs its activities to accomplish its mission ef-
fectively and efficiently. More specifically, internal controls are con-
cerned with stewardship and accountability for the resources con-
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sumed in the process of accomplishing an entity’s mission with ef-
fective results.

Internal controls should not be looked upon as separate, special-
ized systems within an agency. Rather, they should be recognized
as an integral part of each system that management uses to regu-
late and guide its operations. Internal controls are synonymous
with management controls in that their broad objectives cover all
aspects of agency operations. Although ultimate responsibility for
good internal controls rests with management, all employees have
a role in the effective operation of internal controls set by manage-
ment.

The committee again stresses that it is important to recognize
that internal controls can be designed to provide reasonable, not
absolute, assurance that an organization’s activities are being ac-
complished in accordance with its objectives. The full cost of fraud,
waste, misuse, and mismanagement cannot always be known or
measured. If improper activities are allowed to continue, public
confidence is eroded in the Government’s ability to manage its pro-
grams effectively or honestly. Such erosion cannot be measured in
terms of dollars. The trust of the citizenry in its Government is a
priceless relationship.

B. RESULTS OF THE FISCAL YEAR 1999 GOVERNMENTWIDE FINANCIAL
STATEMENTS AUDIT AND RELATED AGENCY AUDITS

1. Oversight hearings held by the subcommittee

U.S. Governmentwide audit
At the subcommittee’s hearing on March 31, 2000, the Comp-

troller General of the United States released the results of the fis-
cal year 1999 audit of the financial statements of the Federal Gov-
ernment. For the third consecutive year, the Comptroller General
reported that ‘‘. . . because of serious deficiencies in the Govern-
ment’s systems, record-keeping, documentation, financial reporting,
and controls, amounts reported in the U.S. Government’s financial
statements and related notes may not provide a reliable source of
information for decisionmaking by the Government or the public.’’ 8

Specifically, the GAO was unable to form an opinion on the reli-
ability of the governmentwide financial statements because of the
Federal Government’s inability to:

• properly account for and report on billions of dollars worth
of property, equipment, materials, supplies and certain stew-
ardship assets, primarily at the Department of Defense;
• properly estimate the cost of certain major Federal credit
programs and related loans receivable, and loan guarantee li-
abilities, primarily at the Department of Agriculture;
• estimate and reliably report material amounts of environ-
mental and disposal liabilities, and their related costs, pri-
marily at the Department of Defense;
• determine the proper amount of various reported liabilities,
including post-retirement health benefits for military employ-
ees, and accounts payable and other liabilities for certain agen-
cies;
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• accurately report major portions of the net costs of Govern-
ment operations;
• ensure that all disbursements are properly recorded; and
• properly prepare the Federal Government’s financial state-
ments, including balancing statements, accounting for substan-
tial amounts of transactions between governmental entities,
properly and consistently compiling the information in the fi-
nancial statements, and reconciling the results of operations to
budget results.

The Comptroller General further noted that as of March 31,
2000, 19 of 22 major agencies’ financial systems did not comply
with the requirements of the Federal Financial Management Im-
provement Act of 1996 9 and that agency financial systems overall
are in poor condition and cannot provide reliable financial informa-
tion necessary for managing day-to-day Government operations.

The Office of Management and Budget recognized that necessary
financial management improvements are difficult and require a
great effort. That modernizing financial management and reporting
throughout the Federal Government is a long-term process that
will take years not months to correct. However, the OMB reported
that steady progress is being made—that the timeliness of financial
reports has improved and the number of agencies receiving ‘‘clean’’
audit opinions has risen. Nonetheless, the Comptroller General
cautioned that although clean audit opinions are essential to pro-
viding an annual public scorecard, the audits do not guarantee that
agencies have the financial systems needed to produce reliable fi-
nancial information. Modern financial management systems and
good controls are essential to reaching the goal of providing reliable
financial information necessary for managing Government oper-
ations on a day-to-day basis.

For the second year, the Comptroller General brought to the sub-
committee’s attention the fact that certain information in the Fed-
eral Government’s financial report concerning the Social Security
and Medicare (Part A) trust funds is outdated. This information in-
cludes projected contributions and expenditures, dates when ex-
penditures are expected to exceed contributions, and dates when
such funds are expected to be exhausted.

The Comptroller General noted that the day after the Federal
Government’s financial report is issued, the Social Security and
Medicare Boards of Trustees report more current information. ‘‘The
Government’s issuance of dated information in this financial report
at about the same time that it issues more current information
may cause confusion to the Congress and the public. . . . This can
serve to reduce confidence in and the credibility of the Govern-
ment’s annual financial report.’’ The Comptroller General further
said, ‘‘I think, frankly, it makes Government look foolish.’’ Given
the importance and magnitude of these numbers, he said that seri-
ous consideration should be given to whether the information pub-
lished by the Boards of Trustees should be audited.
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Internal Revenue Service [IRS]
The subcommittee held two hearings on the IRS. The first hear-

ing on February 29, 2000, focused on the financial management
challenges facing the IRS. This hearing highlighted the need for
continued involvement and commitment by IRS senior manage-
ment to ensure that the IRS successfully addresses its serious fi-
nancial management problems.

The IRS is responsible for collecting taxes, processing tax re-
turns, pursuing collection of amounts owed, and enforcing tax laws.
In fiscal year 1999, the IRS collected $1.9 trillion in Federal tax
revenues, disbursed $185 billion in tax refunds, and reported $21
billion in net taxes owed to the Federal Government.

The IRS prepares financial statements on its custodial oper-
ations—revenues collected, refunds paid, and related taxes receiv-
able and payable—and its administrative activities associated with
over $8 billion of appropriated funds. During the fiscal year 1999
audit, the GAO found that ‘‘the agency continues to experience per-
vasive material weaknesses in the design and operation of its auto-
mated financial management and related operational systems, ac-
counting procedures, documentation, record-keeping, and internal
controls, including computer security controls.’’ 10

Such problems prevented the IRS from reliably reporting on the
results of its fiscal year 1999 administrative activities. However,
for the third consecutive year, the IRS was able to reliably report
on its financial activity covering the collection and refunds of taxes
for fiscal year 1999. As in previous years, this achievement was ac-
complished through extensive, costly, and time-consuming ad hoc
procedures needed to overcome pervasive internal control and sys-
tems weaknesses. Major problems identified during the hearing in-
cluded deficiencies in controls over unpaid tax assessments and tax
refunds. Such a lack of controls could result in both an increased
burden on taxpayers and the potential loss of billions of dollars in
revenue and improper refunds.

The second hearing held on April 10, 2000, focused on the
progress and challenges the IRS faces in re-engineering its busi-
ness practices and technology to meet the requirements of the IRS
Restructuring and Reform Act of 1998. As noted by the GAO, the
‘‘IRS has taken important steps over the last year; however, some
of its most important and difficult work lies ahead.’’ 11

The IRS has been the subject of many studies and much criti-
cism. The studies have identified a long list of problems, including
inadequate technology and the failure of technology modernization
programs, poor service to taxpayers, and violations of taxpayer
rights. On July 22, 1998, the IRS Restructuring and Reform Act of
1998 was signed into law.12

This law included many provisions to enhance taxpayer rights
and to deal with specific organizational aspects of the IRS. The
Commissioner of the IRS noted that as a result of the act, ‘‘the IRS
continues to plan and implement the most significant changes to
its organization, technology, and the way it serves taxpayers in al-
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most a half-century.’’ 13 According to the Commissioner, progress is
being made on both the agency’s short- and long-term goals and
mandates set forth by the Restructuring and Reform Act. And with
Congress’s continued support, the IRS will be able to make the
changes the American taxpayers expect and deserve.

The GAO warned, however, ‘‘. . . the magnitude of this mod-
ernization effort makes it a high-risk venture that will take years
to fully implement.’’ 14

At both IRS hearings, witnesses testified that the ability of the
IRS to collect taxes in an effective and efficient manner continues
to be hindered by significant long-standing financial management
and operational problems. These problems will take years to correct
and will require continuous commitment from senior management.

Health Care Financing Administration [HCFA]
The Health Care Financing Administration accounts for nearly

18 percent of all Federal outlays and pays for one-third of the
health care costs throughout the United States. It is the largest
single purchaser of health care in the world.

The subcommittee’s hearing on March 15, 2000, focused on ac-
tions HCFA is taking to resolve its financial management problems
as well as the financial management challenges associated with ad-
ministering the Medicare program. The Inspector General reported
that she was ‘‘. . . encouraged by HCFA’s sustained success in re-
ducing Medicare payment errors and by the important progress
made in resolving prior years’ financial reporting problems.’’ How-
ever, the Inspector General said, ‘‘We remain concerned . . . that
inadequate internal controls over accounts receivable leave the
Medicare program vulnerable to potential loss or misstatement. As
HCFA begins a lengthy process to integrate its accounting system
with the Medicare contractor systems, internal controls must be
strengthened to ensure that debt is accurately recorded, an ade-
quate debt-collection process is in place, and information is prop-
erly reflected on the financial statements.’’ 15 The GAO further
noted that ‘‘shortcomings in HCFA’s financial operations mean that
it could not adequately ensure the reliability of data that the agen-
cy and Congress use to track the cost of the Medicare program and
to help make informed decisions about future funding.’’ 16

In fiscal year 1999, $200 billion in Medicare benefit claims were
administered by more than 50 Medicare contractors, and $110 bil-
lion in Medicaid benefit payments were administered by 57 States
and territories. HCFA finances more than 860 million Medicare
benefits claims annually to nearly 40 million seniors and disabled
Americans and provides States with matching funds for Medicaid
health care services for approximately 33 million low-income indi-
viduals.
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For fiscal year 1999, the Department of Health and Human Serv-
ices Inspector General issued the first unqualified audit opinion on
HCFA’s financial statements. However, HCFA continues to have
internal control weaknesses that hamper its ability to safeguard
the fiscal integrity of the Medicare and Medicaid programs. As of
September 30, 1999, HCFA estimated that its improper payments
in Medicare fee-for-service claims totaled approximately $13.5 bil-
lion, or 8 percent, of the $169.5 billion fee-for-service program.
Auditors reported that no methodology exists for estimating the
range of improper Medicaid payments on a national level and that
since Medicaid is a grant program, any estimating methodology
would need to be done in conjunction with the States.

HCFA is currently working with the States to apply a common
methodology of calculating error rates in the Medicaid program.

HCFA reported that several initiatives are underway to bring the
Medicare claims payment error rate down, and that it is aggres-
sively addressing financial management issues. Top management’s
continued support of these initiatives and sustained actions will be
key to HCFA’s success in resolving its financial management prob-
lems.

Department of Agriculture [USDA]
The Department of Agriculture’s mission has evolved beyond ag-

ricultural programs to include programs in such diverse areas as
economic development; food assistance; food safety; international
trade and marketing; and land management. Today the Depart-
ment of Agriculture is responsible for major programs that boost
farm production and exports; promote small community and rural
development; ensure a safe food supply for the Nation; manage nat-
ural resources; and improve the nutrition of families and individ-
uals with low incomes. Its vast resources include more than $118
billion in assets.

At the subcommittee’s hearing on March 21, 2000, the Inspector
General reported that ‘‘Financial information in USDA is, on the
whole, not reliable.’’ And because of serious internal control weak-
nesses, ‘‘. . . managers of the programs and operations may be re-
lying on highly questionable information.’’17 USDA’s Chief Finan-
cial Officer acknowledged the problems facing the department, its
progress made to date, and the various initiatives underway to re-
solve them. However, the GAO concluded that many of the depart-
ment’s problems are deeply rooted and will take time, substantial
resources, and sustained commitment from top management to cor-
rect.

Since fiscal year 1992, the department’s financial statements
have been unauditable, and the department continues to have seri-
ous financial management problems. One of the more significant
problems preventing the department from reporting reliable infor-
mation is its inability to reasonably estimate its cost of extending
or guaranteeing $93 billion of credit. As the largest direct lender
in the Federal Government, the department’s inability to account
properly for the costs of its loan programs continues to impact the
reliability of the U.S. Government’s financial statements. In addi-
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tion, this lack of reliable cost estimates prevents Congress from
making decisions about whether to scale back or increase the loan
programs.

Department of Housing and Urban Development [HUD]
The Department of Housing and Urban Development was estab-

lished to promote adequate and affordable housing, economic op-
portunity, and a suitable living environment, free from discrimina-
tion. Its major functions include insuring mortgages for single-fam-
ily and multifamily dwellings; channeling funds from investors into
the mortgage industry; making direct loans for construction or re-
habilitation of housing projects for the elderly and handicapped;
providing Federal housing subsidies for low- and moderate-income
families; providing grants to States and communities for commu-
nity development activities; and promoting and enforcing fair hous-
ing and equal housing opportunity.

At the subcommittee’s hearing on March 22, 2000, HUD’s Inspec-
tor General noted that the same material weaknesses and report-
able conditions that have been reported in previous years were es-
sentially unchanged. However, the Inspector General stated that
the department ‘‘has recognized its areas of systemic weakness to
a degree that it never did before, and that in each of these areas
it has plans in place and activities underway to address the prob-
lems.’’

For fiscal year 1999, the Inspector General was unable to express
an opinion on HUD’s financial statements in time to meet the stat-
utory deadline of March 1, 2000, because of problems related to
HUD’s conversion to a new accounting system. The Inspector Gen-
eral’s report stated ‘‘. . . material internal control weaknesses with
HUD’s core financial management system and the U.S. Govern-
ment Standard General Ledger adversely affected HUD’s ability to
prepare auditable financial statements and related disclosures in a
timely manner.’’ 18

In addressing its financial management problems, the Deputy
Secretary stated that HUD has ‘‘. . . dedicated resources to ad-
dress each and every material weakness and reportable condition
cited in the audit.’’ 19 He further stated that HUD’s goal is to ob-
tain unqualified opinions year after year and that with the final
implementation of HUD’s 2020 Management Reform Plan, each re-
maining material concern will be addressed.

Although achieving an unqualified opinion is important, the de-
partment must continue to strive to achieve the goal of the finan-
cial management legislation passed by Congress: to ensure that
agencies maintain financial systems that allow them to produce ac-
curate, reliable financial information on a day-to-day basis.

Department of Defense [DOD]
The subcommittee’s hearing on May 9, 2000, focused on the sta-

tus of financial management at the Department of Defense and the
importance of reliable financial information to the Army, Air Force,
and Navy’s logistical operations.
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The Department of Defense is the largest of the 14 Cabinet-level
departments. Fiscal year 1999 represented the fourth year that the
Department of Defense had prepared audited, agencywide financial
statements. For fiscal year 1999, the department reported total as-
sets of $599 billion and total net cost of operations of $378 billion.

Once again, the Department of Defense Inspector General dis-
claimed an opinion on the department’s financial statements, citing
ongoing internal control weaknesses, compilation problems, and fi-
nancial management system deficiencies. The audit report noted
that the department’s internal controls did not ensure that ac-
counting entries impacting financial data were fully supported and
that assets, liabilities, costs, and budget resources were properly
accounted for and reported. The report also identified noncompli-
ance issues related to the Federal Financial Management Improve-
ment Act of 1996, the Chief Financial Officers Act of 1990, and the
Government Performance and Results Act of 1993.

According to the Assistant Inspector General for Auditing, ‘‘De-
spite commendable progress, the DOD remains far from CFO Act
compliance and aggressive measures will be needed over the next
few years to achieve success. . . . Sustained involvement by senior
managers and the Congress are vital ingredients for progress.’’ 20

The GAO also stated, ‘‘DOD continues to make incremental im-
provements to its financial management systems and operations.
At the same time, the department has a long way to go to address
the remaining problems. Overhauling DOD’s financial systems,
processes, and controls and ensuring that personnel throughout the
department share the common goal of improving DOD financial
management, will require sustained commitment from the highest
levels of DOD leadership—a commitment that must extend to the
next administration.’’ 21

One panel of witnesses at this hearing discussed how the depart-
ment’s financial management affects military logistics. Rep-
resenting the U.S. Air Force, Army, and Navy, two generals and
one vice admiral stressed the importance of having reliable finan-
cial information to assist them in making accurate and timely deci-
sions to ensure the military readiness of our Nation.

Federal Financial Management Improvement Act of 1996
[FFMIA]

Historically, Federal agencies have struggled with reporting com-
plete, reliable, and useful financial information. The lack of such
information has hindered managers from efficiently handling their
operations on a day-to-day basis. It has also prevented Congress
from making fully informed decisions in allocating limited re-
sources. Recognizing the important role that financial management
systems play in providing timely and reliable financial information,
Congress passed the Federal Financial Management Improvement
Act of 1996 (Public Law 104–208).

On June 6, 2000, the subcommittee held its first oversight hear-
ing on the status of the 24 CFO Act agencies in implementing the
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FFMIA. The hearing focused on the progress agencies have made
in complying with the law as well as the significant challenges that
are preventing many agencies from having management systems
that provide reliable financial information on a day-to-day basis.

Hearing witnesses from both the OMB and the GAO noted that
many agencies continue to struggle with complying with FFMIA
because of the overall, long-standing poor condition of agency finan-
cial systems. These systems were designed to track cash outlays
under budget appropriations law, not accrual-based financial ac-
counting. Specifically, the GAO noted five primary reasons that
agencies are not complying with the law. (1) Agency financial man-
agement systems are not integrated; (2) agencies have inadequate
reconciliation procedures; (3) agency financial systems are not com-
pliant with the Federal Government Standard General Ledger; (4)
agencies do not adhere to Federal accounting standards, and (5)
agencies have weak security over their information systems.

The GAO noted one especially significant fact. Even though more
agencies received unqualified or ‘‘clean’’ audit opinions, their ongo-
ing noncompliance with FFMIA’s requirements prevent these same
agencies from meeting the intent of the financial management re-
form legislation: to report complete, reliable, and useful financial
information. As of publication of this report, 20 of 23 CFO Act
agencies did not have financial management systems that comply
with FFMIA, even though 14 of the 23 agencies received ‘‘clean’’
audit opinions. According to the GAO, these ‘‘clean’’ audit opinions
are attained only by using costly, heroic efforts that go outside of
the agencies’ financial systems.

Meeting the requirements of FFMIA presents long-standing sig-
nificant challenges that will be attained only through time, invest-
ment, and sustained emphasis. The subcommittee learned at this
hearing that, similar to the Government’s year 2000 conversion ef-
forts, success in complying with FFMIA is dependent on strong
commitment from top agency management. As noted by the GAO,
‘‘consistent and persistent top management attention is essential to
solving any intractable problem.’’ 22 That type of management com-
mitment must be clearly demonstrated if the goals of FFMIA are
to be met.

2. Federal department and agency financial management grades
On March 31, 2000, the subcommittee released its third annual

report card measuring the effectiveness of financial management in
the 24 CFO Act agencies required to produce audited financial
statements. The grades were based on the results of the audit re-
ports prepared by the agencies’ Inspectors General, independent
public accountants, and the U.S. General Accounting Office.

The report card is a gauge for Congress to see where attention
is needed to prod agencies toward getting their financial affairs in
order. Again, this year, the grades are dominated by ‘‘D’s’’ and
‘‘F’s.’’ This year, for the first time, the subcommittee determined
that the Federal Government as a whole earned a ‘‘D plus.’’

The report card that follows is updated to reflect audit reports
received as of June 29, 2000.
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The National Aeronautics and Space Administration and the Na-
tional Science Foundation again demonstrated they could effec-
tively manage their finances. Both agencies received ‘‘A’s.’’

The Social Security Administration, General Services Adminis-
tration, Department of Labor, and the Department of Energy all
earned commendable ‘‘B’s.’’

Six agencies—the Agency for International Development, the De-
partment of Agriculture, the Department of Defense, Department
of Housing and Urban Development, Department of State, and the
Office of Personnel Management—could not pass muster. Each
earned a failing grade of ‘‘F.’’ At publication of this report, the De-
partment of State had not yet issued its audit report.

Although 14 agencies received ‘‘clean’’ audit opinions, significant
financial management problems continue to prevent these agencies
from achieving the ultimate goal of maintaining financial systems
that allow them to produce accurate, reliable financial information
on a day-to-day basis.

Five of the 24 agencies failed to meet the March 1st deadline for
filing their financial statements. Two agencies, the Department of
the Interior and the Department of State, still had not filed their
reports when the subcommittee held its March 31st hearing—1
month after the statutory deadline and 6 months after the close of
the Government’s fiscal year. The Department of the Interior sub-
mitted its financial statements in May 2000—8 months after the
end of the fiscal year. At publication of this report, the Department
of State had not submitted its audited financial statements.
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III. CONCLUSIONS

Poor financial management has been a long-recognized problem
within the Federal Government. Congress has developed a strong
legislative framework that if properly implemented, would signifi-
cantly improve the Government’s financial management. This, in
turn, would lead to more efficient and effective Government oper-
ations, and more informed decisionmaking. Despite these efforts,
however, many executive branch departments and agencies con-
tinue to struggle with improving long-standing financial manage-
ment problems.

Although steady progress continues to be made in financial ac-
countability and meeting related legislative objectives, much re-
mains to be done. Most Federal agencies still cannot account for
billions of dollars in Federal spending in an accurate and timely
manner.

Subcommittee hearings held over the last 5 months and the fis-
cal year 1999 financial statements audit reports continue to raise
serious questions about the soundness of the Government’s finan-
cial information. To make informed decisions, Congress, the Presi-
dent, and the President’s Cabinet must have reliable data on a
timely basis. Without such information, both the quality of Govern-
ment services and the fiscal health of this Nation are at risk.

The Federal Government must continue to work at getting its fi-
nancial house in order. To ensure that this occurs, the President
needs the appropriate staff to focus on management problems with-
in the executive branch of the Government. An Office of Manage-
ment whose Director reports to the President would enable the
President, his Cabinet officers, and agency administrators to focus
on improved financial management, as well as improved general
management and information management.

Without such a governmentwide management structure, depart-
ments and agencies will not learn from past management failures,
such as the computer debacles of the early 1990’s. The Federal
Aviation Administration’s $4 billion was matched by a similar fail-
ure when the Internal Revenue Service sought to improve its infor-
mation systems. Together, these programs cost taxpayers nearly $8
billion before they were stopped.

Congress and the President must ensure that Federal depart-
ments and agencies place adequate attention to their financial
management. The framework is in place for these Federal depart-
ments and agencies to step up to their fundamental responsibility:
to be financially accountable to the American taxpayer.
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APPENDIX A—MAJOR FEDERAL FINANCIAL MANAGEMENT
LEGISLATION

Public Law Key Financial Management Provisions 1

Budget and Account-
ing Procedures Act
of 1950

(Chapter 946, 64
Stat. 832)

• The Budget and Accounting Procedures Act of 1950 pro-
vided that the maintenance of accounting systems and
producing of financial reports with respect to the oper-
ations of executive agencies be the responsibility of the
executive branch and that the auditing for the Govern-
ment be conducted by the Comptroller General to deter-
mine the extent to which accounting and related finan-
cial reporting fulfill the purposes specified, financial
transactions have been consummated in accordance
with laws, regulations, or other requirements, and ade-
quate internal financial control over operations is exer-
cised.

• The Comptroller General was given the responsibility of
prescribing accounting and auditing principles and
standards to be followed in the preparation of financial
reports by executive agencies and by the GAO in the
audit of the financial transactions of each executive,
legislative, and judicial agency.

Inspector General Act
of 1978, as
amended by the
Inspector General
Act Amendments
of 1988

(Public Laws 95–452
and 100–504)

• The Inspector General Act (IG Act) requires that Inspec-
tors General perform audits in accordance with generally
accepted government auditing standards.

• The Chief Financial Officers Act of 1990, as expanded by
the Government Management Reform Act, and amended
by the Federal Financial Management Improvement Act,
has demanded shifts in the focus of the Inspectors’
General work.
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Public Law Key Financial Management Provisions 1

Federal Managers’ Fi-
nancial Integrity
Act of 1982

(Public Law 97–255)

• The Federal Managers’ Financial Integrity Act of 1982
[FMFIA] required that internal accounting and adminis-
trative controls of each executive agency be established
in accordance with standards prescribed by the Comp-
troller General, and shall provide reasonable assurance
that: obligations and costs are in compliance with ap-
plicable law; assets are safeguarded from waste, loss,
unauthorized use, or misappropriation; and revenues and
expenditures applicable to agency operations are prop-
erly recorded and accounted for.

• The head of each agency is required to report to the
President and Congress whether the agency’s systems of
internal accounting and administrative control fully
comply with the Comptroller General’s requirements. For
all material weaknesses, the agency head must describe
in the report the plan and schedule for correcting any
such weaknesses.

Debt Collection Act of
1982, as amended,
and Debt Collec-
tion Improvement
Act of 1996

(Public Laws 97–365
and 104–134, sec.
31001)

• The Debt Collection Act, as amended, provides greater
powers to Federal agencies in collecting debts owed to
the Federal Government including: reporting a delinquent
debtor to a consumer reporting agency; offsetting the
salary of Federal employees who are delinquent in the
payment of debts; disclosing to a Federal lending agen-
cy that an applicant has a tax delinquency and deny
such individual credit; disclosing a taxpayer’s address
to an agency to use for purposes of collecting delin-
quent debt; administratively offsetting all Federal pay-
ments, including tax refunds; garnishing wages; and
charging of interest and penalties on any debt.

• Agencies are required to report to the Director of the Of-
fice of Management and Budget and the Secretary of
the Treasury at least once a year information regarding
its debt collection activities. Further, the Secretary of
the Treasury must report that information to Congress
annually and provide a one-time report, not later than
April 1999, to Congress on the collection services pro-
vided by it and other entities collecting on behalf of
Federal agencies.
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Public Law Key Financial Management Provisions 1

• Agencies are required to make Federal payments to indi-
viduals by electronic fund transfer, except for tax re-
funds.

• Agencies, except for the IRS, can contract with a collec-
tion service to pursue outstanding debts of the agency
or to sell debt over 90 days delinquent.

• Agencies are required to collect the taxpayer identifica-
tion number of any individual or entity doing business
with the Government.

Chief Financial Offi-
cers Act of 1990

(Public Law 101–576)

• The Chief Financial Officers Act of 1990 (CFO Act) cre-
ates a new leadership structure for Federal financial
management, including the creation of a Deputy Director
of Management, a Controller who advises the Deputy Di-
rector, and an Office of Federal Financial Management
within the Office of Management and Budget. The Dep-
uty Director is responsible for providing financial man-
agement leadership including the establishment and
oversight of Federal financial policies and practices.

• The Office of Management and Budget is required by the
CFO Act to prepare and submit to Congress a govern-
mentwide 5-year financial management plan. The plan
describes the planned activities of OMB and agency’s
CFO over the next 5 years to improve financial manage-
ment.

• The CFO Act also requires that 24 agencies have Chief
Financial Officers and Deputy Chief Financial Officers
and lays out their authorities and functions. It also stip-
ulates the qualifications and responsibilities for each of
the positions.

Government Manage-
ment Reform Act
of 1994

(Public Law 103–
356) 2

• The Government Management Reform Act of 1994
[GMRA] expands requirements for executive branch
agencies contained in section 303(a) of the CFO Act.

• GMRA requires all 24 agencies covered under the CFO
Act to have agencywide audited financial statements,
beginning with fiscal year 1996. Those statements, due
March 1, 1997, and each year thereafter, must cover all
accounts and associated activities.
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Public Law Key Financial Management Provisions 1

• GMRA provides that, for each audited financial state-
ment required from the agency, the auditor (the Inspec-
tor General, independent public accountant, or the GAO)
must submit a report on the audit to the head of the
agency. This report is to be prepared in accordance with
generally accepted Government auditing standards.

• GMRA requires that a consolidated financial statement
for all accounts and associated activities of the execu-
tive branch be prepared by the Secretary of the Treas-
ury, in coordination with the Director of the Office of
Management and Budget, for fiscal year 1997 and each
year thereafter. Such statements are to be audited by
the Comptroller General. The audited financial state-
ments must be submitted to the President and Congress
by March 31, 1998.

Federal Financial
Management Im-
provement Act of
1996

(Title VIII of Public
Law 104–208)

• The Federal Financial Management Improvement Act of
1996 [FFMIA] requires that agencies conform to promul-
gated Federal Government accounting and systems
standards, and use the U.S. Government Standard Gen-
eral Ledger.

• FFMIA requires auditors performing financial audits to
report whether agencies’ financial management systems
comply substantially with Federal accounting standards,
financial systems requirements, and the Government’s
Standard General Ledger at the transaction level.

• For agencies that are not in material compliance with
the standards described above, the head of the agency,
in consultation with the Director of the Office of Man-
agement and Budget, must prepare a remediation plan
that addresses the problems. This plan shall include re-
sources, remedies, and intermediate target dates nec-
essary to bring the agency’s financial management sys-
tems into substantial compliance. The remediation plan
shall bring the agency’s financial management systems
into substantial compliance within 3 years after the
date a determination is made by the auditors that the
agency is not in compliance.
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Public Law Key Financial Management Provisions 1

• The Director of the Office of Management and Budget is
required to report to Congress, not later than March 31
of each year, regarding implementation of FFMIA.

• The Comptroller General is required to report to Con-
gress, no later than October 1 of each year, concerning
compliance with the requirements of FFMIA and the ade-
quacy of applicable accounting standards of the Federal
Government.

1 These laws, except FFMIA, are compiled in Laws Related to Federal Financial Management, House Re-
port 104–745. FFMIA is included in Appendix D to this report.

2 The section of GMRA that deals with financial management is also referred to as the ‘‘Federal Fi-
nancial Management Act of 1994.’’
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APPENDIX B—FEDERAL ACCOUNTING CONCEPTS AND STANDARDS
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APPENDIX C—BASIS FOR AGENCY FINANCIAL MANAGEMENT
GRADES

The grades for each of the 24 departments and agencies are
based on the results of the financial statement audits. These audits
were performed by the agency’s Inspector General, independent
public accounting firms, and the General Accounting Office. All
auditors were required to follow generally accepted Government
auditing standards. These standards incorporate the American In-
stitute of Certified Public Accountant’s Statements on Auditing
Standards, the same standards required for audits of private sector
entities. However, Generally Accepted Government Auditing Stand-
ards [GAGAS] adds certain requirements beyond the Statements
on Auditing Standards. Most notably, GAGAS has additional re-
porting requirements beyond an opinion on the financial state-
ments.

Three reports are required at the completion of each audit of
Government entities under GAGAS and as incorporated in OMB
Bulletin 98–08, Audit Requirements for Federal Financial State-
ments. These reports are an opinion of the financial statements, a
report on internal controls, and a report on compliance with laws
and regulations.

The opinion provides the auditor’s assessment of the reliability
of the information contained in the financial statements. There are
four types of opinions that the auditor can render—Unqualified,
Qualified, Adverse, or Disclaimer. An unqualified opinion signifies
that the information in the financial statements was reliable in all
material respects. A qualified opinion signifies that, except for
specified information in the financial statements, the information
is reliable. An adverse opinion means the statements are not reli-
able. Last, a disclaimer of opinion signifies that the auditor was
unable to determine if material information in the statements was
reliable.

The report on internal control provides an assessment by the
auditors of the effectiveness of internal controls. The report is re-
quired to identify any instances of material weaknesses or report-
able conditions in internal controls that surfaced during the course
of the audit. The American Institute of Certified Public Account-
ants defines a material weakness in internal controls as ‘‘. . . a
condition in which the design or operation of one or more of the in-
ternal control components does not reduce to a relatively low level
the risk that errors or irregularities in amounts that would be ma-
terial in relation to the financial statements being audited may
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23 Codification of Statements on Auditing Standards (Including Statements on Standards for
Attestation Engagements). No.s 1 to 82, American Institute of Certified Public Accountants, as
of Jan. 1, 1997; AU sec. 325.15.

occur and not be detected within a timely period by employees in
the normal course of performing assigned functions.’’ 23

The report on compliance with the laws and regulations provides
the auditor’s assessment of instances in which the agency did not
follow or conform materially to requirements of the laws and regu-
lations deemed material to the financial operations of that agency.
The Office of Management and Budget also provides guidance to
the auditors in OMB Bulletin 98–08 regarding which general laws
and regulations need to be considered during the audit.

Starting with fiscal year 1997, an agency’s adherence to FFMIA
must be assessed in the report on compliance with laws and regula-
tions, in accordance with OMB guidance. FFMIA specifically re-
quires that agencies conform to promulgated Federal Government
accounting and systems standards, and use the Government stand-
ard general ledger. Many agencies did not materially conform to
the requirements of FFMIA.

The subcommittee reviewed each financial report on an absolute
scale and assessed grades on a 4 point scale with ‘‘A’’ = 4, ‘‘B’’ =
3, ‘‘C’’ = 2, ‘‘D’’ = 1, and ‘‘F’’ = 0. In the financial information cat-
egory, when an unqualified opinion was rendered by the auditor,
an ‘‘A’’ (4 points) was given; a qualified opinion received a ‘‘C’’ (2
points) and a disclaimer received an ‘‘F’’ (0 points). There were no
adverse opinions rendered in fiscal years 1996, 1997, 1998, or 1999,
however, an adverse opinion would have also received an ‘‘F.’’

If no material weaknesses in internal controls were reported, the
agency received an ‘‘A’’ (4 points). Conversely, if material weak-
nesses were reported, the agency received an ‘‘F’’ (0 points) in this
category.

Similarly, if the auditor reported that the agency had no known
instances of non-compliance with laws and regulations an ‘‘A’’ (4
points) was awarded. If material non-compliances were reported,
an ‘‘F’’ (0 points) was given.

These grades were then averaged (with equal weight) to deter-
mine the overall grade for the agency.

If no report was completed or provided prior to March 31, 2000,
the agency was given an ‘‘F.’’ When reports became available, the
agency’s grade was reassessed, as stated above. The grades in-
cluded in this report are based on audit reports issued as of the
publication of this report.
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APPENDIX D—PUBLIC LAW 104–208, TITLE VIII—FEDERAL
FINANCIAL MANAGEMENT IMPROVEMENT ACT

TITLE VIII—FEDERAL FINANCIAL MANAGEMENT
IMPROVEMENT

SEC. 801. SHORT TITLE.
This title may be cited as the ‘‘Federal Financial Management

Improvement Act of 1996.’’
SEC. 802. FINDINGS AND PURPOSES.

(a) FINDINGS.—The Congress finds the following:
(1) Much effort has been devoted to strengthening Federal

internal accounting controls in the past. Although progress has
been made in recent years, Federal accounting standards have
not been uniformly implemented in financial management sys-
tems for agencies.

(2) Federal financial management continues to be seriously
deficient, and Federal financial management and fiscal prac-
tices have failed to—

(A) identify costs fully;
(B) reflect the total liabilities of congressional actions;

and
(C) accurately report the financial condition of the

Federal Government.
(3) Current Federal accounting practices do not accurately

report financial results of the Federal Government or the full
costs of programs and activities. The continued use of these
practices undermines the Government’s ability to provide cred-
ible and reliable financial data and encourages already wide-
spread Government waste, and will not assist in achieving a
balanced budget.

(4) Waste and inefficiency in the Federal Government un-
dermine the confidence of the American people in the govern-
ment and reduce the federal Government’s ability to address
vital public needs adequately.

(5) To rebuild the accountability and credibility of the Fed-
eral Government, and restore public confidence in the Federal
Government, agencies must incorporate accounting standards
and reporting objectives established for the Federal Govern-
ment into their financial management systems so that all the
assets and liabilities, revenues, and expenditures or expenses,
and the full costs of programs and activities of the Federal
Government can be consistently and accurately recorded, mon-
itored, and uniformly reported throughout the Federal Govern-
ment.
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(6) Since its establishment in October 1990, the Federal
Accounting Standards Advisory Board (hereinafter referred to
as the ‘‘FASAB’’) has made substantial progress toward devel-
oping and recommending a comprehensive set of accounting
concepts and standards for the Federal Government. When the
accounting concepts and standards developed by FASB are in-
corporated into Federal financial management systems, agen-
cies will be able to provide cost and financial information that
will assist the Congress and financial managers to evaluate the
cost and performance of Federal programs and activities, and
will therefore provide important information that has been
lacking, but is needed for improved decision making by finan-
cial managers and the Congress.

(7) The development of financial management systems
with the capacity to support these standards and concepts will,
over the long term, improve Federal financial management.
(b) PURPOSE.—The purposes of this Act are to—

(1) provide for consistency of accounting by an agency from
one fiscal year to the next, and uniform accounting standards
throughout the Federal Government;

(2) require Federal financial management systems to sup-
port full disclosure of Federal financial data, including the full
costs of Federal programs and activities, to the citizens, the
Congress, the President, and agency management, so that pro-
grams and activities can be considered based on their full costs
and merits;

(3) increase the accountability and credibility of federal fi-
nancial management;

(4) improve performance, productivity and efficiency of
Federal Government financial management;

(5) establish financial management systems to support
controlling the cost of Federal Government;

(6) build upon and complement the Chief Financial Offi-
cers Act of 1990 (Public Law 101–576; 104 Stat. 2838), the
Government Performance and Results Act of 1993 (Public Law
103–62; 107 Stat. 285) and the Government Management Re-
form Act of 1994 (Public Law 103–356; 108 Stat. 3410); and

(7) increase the capability of agencies to monitor execution
of the budget by more readily permitting reports that compare
spending of resources to results of activities.

SEC. 803 IMPLEMENTATION OF FEDERAL FINANCIAL MANAGEMENT
IMPROVEMENTS.

(a) IN GENERAL.—Each agency shall implement and maintain
financial management systems that comply substantially with Fed-
eral financial management systems requirements, applicable Fed-
eral accounting standards, and the United States Government
Standard General Ledger at the transaction level.

(b) AUDIT COMPLIANCE FINDING.—
(1) IN GENERAL.—Each audit required by section 3521(e) of

title 31, United States Code, shall report whether the agency
financial management systems comply with the requirements
of subsection (a).

(2) CONTENT OF REPORTS.—When the person performing
the audit required by section 3521(e) of title 31, United States
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Code, reports that the agency financial management systems
do not comply with the requirements of subsection (a), the per-
son performing the audit shall include in the report on the
audit—

(A) the entity or organization responsible for the finan-
cial management systems that have been found not to
comply with the requirements of subsection (a);

(B) all facts pertaining to the failure to comply with
the requirements of subsection (a), including—

(i) the nature and extent of the noncompliance in-
cluding areas in which there is substantial but not full
compliance;

(ii) the primary reason or cause of the noncompli-
ance;

(iii) the entity or organization responsible for the
non-compliance; and

(iv) any relevant comments from any responsible
officer or employee; and
(C) a statement with respect to the recommended re-

medial actions and the time frames to implement such ac-
tions.

(c) COMPLIANCE IMPLEMENTATION.—
(1) DETERMINATION.—No later than the date described

under paragraph (2), the Head of an agency shall determine
whether the financial management systems of the agency com-
ply with the requirements of subsection (a). Such determina-
tion shall be based on—

(A) a review of the report on the applicable agency-
wide audited financial statement;

(B) any other information the Head of the agency con-
siders relevant and appropriate.
(2) DATE OF DETERMINATION.—The determination under

paragraph (1) shall be made no later than 120 days after the
earlier of—

(A) the date of the receipt of an agency-wide audited
financial statement; or

(B) the last day of the fiscal year following the year
covered by such statement.
(3) REMEDIATION PLAN.—

(A) If the Head of an agency determines that the agen-
cy’s financial management systems do not comply with the
requirements of subsection (a), the head of the agency, in
consultation with the Director, shall establish a remedi-
ation plan that shall include resources, remedies, and in-
termediate target dates necessary to bring the agency’s fi-
nancial management systems into substantial compliance.

(B) If the determination of the head of the agency dif-
fers from the audit compliance findings required in sub-
section (b), the Director shall review such determinations
and provide a report on the findings to the appropriate
committees of the Congress.
(4) TIME PERIOD FOR COMPLIANCE.—A remediation plan

shall bring the agency’s financial management systems into
substantial compliance no later than 3 years after the date a
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determination is made under paragraph (1), unless the agency,
with concurrence of the Director—

(A) determines that the agency’s financial manage-
ment systems cannot comply with the requirements of sub-
section (a) within 3 years;

(B) specifies the most feasible date for bringing the
agency’s financial management systems into compliance
with the requirements of subsection (a); and

(C) designates an official of the agency who shall be
responsible for bringing the agency’s financial manage-
ment systems into compliance with the requirements of
subsection (a) by the date specified under subparagraph
(B).

SEC. 804. REPORTING REQUIREMENTS.
(a) REPORTS BY THE DIRECTOR.—No later than March 31 of

each year, the Director shall submit a report to the Congress re-
garding implementation of this Act. The Director may include the
report in the financial management status report and the 5-year fi-
nancial management plan submitted under section 3512(a)(1) of
title 31, United States Code.

(b) REPORTS BY THE INSPECTOR GENERAL.—Each Inspector
General who prepares a report under section 5(a) of the Inspector
General Act of 1978 (5 U.S.C. App.) shall report to Congress in-
stances and reasons when an agency has not met the intermediate
target dates established in the remediation plan required under
section 3(c). Specifically the report shall include—

(1) the entity or organization responsible for the non-com-
pliance;

(2) the facts pertaining to the failure to comply with the
requirements of subsection (a), including the nature and extent
of the non-compliance, the primary reason or cause for the fail-
ure to comply, and any extenuating circumstances; and

(3) a statement of the remedial actions needed to comply.
(c) REPORTS BY THE COMPTROLLER GENERAL.—No later than

October 1, 1997, and October 1, of each year thereafter, the Comp-
troller General of the United States shall report to the appropriate
committees of the Congress concerning—

(1) compliance with the requirements of section 3(a) of this
Act, including whether the financial statements of the Federal
Government have been prepared in accordance with applicable
accounting standards; and

(2) the adequacy of applicable accounting standards for the
Federal Government.

SEC. 805. CONFORMING AMENDMENTS.
(a) AUDITS BY AGENCIES.—Section 3521(f)(1) of title 31, United

States Code, is amended in the first sentence by inserting ‘‘and the
Controller of the Office of Federal Financial Management’’ before
the period.

(b) FINANCIAL MANAGEMENT STATUS REPORT.—Section
3512(a)(2) of title 31, United States Code, is amended by—

(1) in subparagraph (D) by striking ‘‘and’ after the semi-
colon;
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(2) by redesignating subparagraph (E) as subparagraph
(F); and

(3) by inserting after subparagraph (D) the following:
‘‘(E) a listing of agencies whose financial management

systems do not comply substantially with the requirements
of Section 3(a) the Federal Financial Management Im-
provement Act of 1996, and a summary statement of the
efforts underway to remedy the noncompliance; and’’

(c) INSPECTOR GENERAL ACT OF 1978.—Section 5(a) of the In-
spector General Act of 1978 is amended—

(1) in paragraph (11) by striking ‘‘and’’ after the semicolon;
(2) in paragraph (12) by striking the period and inserting

‘‘; and’’; and
(3) by adding at the end the following new paragraph:
‘‘(13) the information described under section 05(b) of the

Federal Financial Management Improvement Act of 1996.’’
SEC. 806. DEFINITIONS.

For purposes of this title:
(1) AGENCY.—The term ‘‘agency’’ means a department or

agency of the United States Government as defined in section
901(b) of title 31, United States Code.

(2) DIRECTOR.—The term ‘‘Director’’ means the Director of
the Office of Management and Budget.

(3) FEDERAL ACCOUNTING STANDARDS.—The term ‘‘Federal
accounting standards’’ means applicable accounting principles,
standards, and requirements consistent with section
902(a)(3)(A) of title 31, United States Code.

(4) FINANCIAL MANAGEMENT SYSTEMS.—The term ‘‘financial
management systems’’ includes the financial systems and the
financial portions of mixed systems necessary to support finan-
cial management, including automated and manual processes,
procedures, controls, data, hardware, software, and support
personnel dedicated to the operation and maintenance of sys-
tem functions.

(5) FINANCIAL SYSTEM.—The term ‘‘financial system’’ in-
cludes an information system, comprised of one or more appli-
cations, that is used for—

(A) collecting, processing, maintaining, transmitting,
or reporting data about financial events;

(B) supporting financial planning or budgeting activi-
ties;

(C) accumulating and reporting costs information; or
(D) supporting the preparation of financial statements.
(6) MIXED SYSTEM.—The term ‘‘mixed system’’ means

an information system that supports both financial and
nonfinancial functions of the Federal Government or com-
ponents thereof.

SEC. 807. EFFECTIVE DATE.
This title shall take effect for the fiscal year ending September

30, 1997.
SEC. 808. REVISION OF SHORT TITLES.

(a) Section 4001 of Public Law 104–106 (110 Stat. 642; 41
U.S.C. 251 note) is amended to read as follows:
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‘‘SEC. 4001. SHORT TITLE.
‘‘This division and division E may be cited as the ‘Clinger-

Cohen Act of 1996’.’’.
(b) Section 5001 of Public Law 104–106 (110 Stat. 679; 40

U.S.C. 1401 note) is amended to read as follows:
‘‘SEC. 5001. SHORT TITLE.

‘‘This division and division D may be cited as the ‘Clinger-
Cohen Act of 1996’.’’

(c) Any reference in any law, regulation, document, record, or
other paper of the United States to the Federal Acquisition Reform
Act of 1996 or to the Information Technology Management Reform
Act of 1996 shall be considered to be a reference to the Clinger-
Cohen Act of 1996.

This Act may be cited as the ‘‘Treasury, Postal Service, and
General Government Appropriations Act, 1997’’.
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APPENDIX E—INDEX OF WITNESSES

ALDERMAN, Karen C., Executive Director, Joint Financial Man-
agement Improvement Program, June 6, 2000.

AMERAULT, Vice Admiral James F., Deputy Chief of Naval Op-
erations (Logistics), United States Navy, May 9, 2000.

APP, Steven O., Deputy Chief Financial Officer, Department of
Treasury, February 29, 2000.

BATEMAN, Victoria, Comptroller, Federal Housing Administra-
tion, Department of Housing and Urban Development, March 22,
2000.

BROWN, June Gibbs, Inspector General, Department of Health
and Human Services, March 15, 2000.

CALBOM, Linda M., Director, Resources, Community, and Eco-
nomic Development, Accounting and Financial Management Issues,
Accounting and Information Management Division, U.S. General
Accounting Office, March 21, 2000.

COBURN, General John C., Commanding General, U.S. Army
Materiel Command, United States Army, May 9, 2000.

DALRYMPLE, John M., Chief Operations Officer, Internal Rev-
enue Service, February 29, 2000.

GAFFNEY, Susan, Inspector General, Department of Housing
and Urban Development, March 22, 2000.

GOERL, Vincette, Deputy Chief, Office of Finance and Chief Fi-
nancial Officer, U.S. Forest Service, Department of Agriculture,
March 21, 2000.

GOTBAUM, Joshua, Executive Associate Director and Controller,
Office of Management and Budget, March 31, 2000, and June 6,
2000.

HAMMOND, Donald V., Fiscal Assistant Secretary, Department
of Treasury, March 31, 2000.

HASH, Michael M., Deputy Administrator, Health Care Financ-
ing Administration, Department of Health and Human Services,
March 15, 2000.

HEIST, James, Director of Financial Audits Division, Office of
the Inspector General, Department of Housing and Urban Develop-
ment, March 22, 2000.

HOLZ, Arnold G., Chief Financial Officer, National Aeronautics
and Space Administration, June 6, 2000.

HSIAO, Benjamin, Director of Information Systems Audits Divi-
sion, Office of the Inspector General, Department of Housing and
Urban Development, March 22, 2000.

JACOBSON, Lisa, Director of Defense Audits, Accounting and
Information Management Division, U.S. General Accounting Office,
May 9, 2000.
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JARMON, Gloria L., Director, Health, Education and Human
Services Accounting and Financial Management Issues, Accounting
and Information Management Division, U.S. General Accounting
Office, March 15, 2000, and June 6, 2000.

KEATING, David L., Senior Counselor, National Taxpayers
Union, April 10, 2000.

KELLEY, Colleen M., National President, National Treasury
Employees Union, April 10, 2000.

KELLY, Keith, Administrator Farm Service Agency, Department
of Agriculture, March 21, 2000.

KUHL-INCLAN, Kathryn, Assistant Inspector General for Audit,
Department of Housing and Urban Development, March 22, 2000.

KUTZ, Gregory D., Associate Director, Governmentwide Account-
ing and Financial Management, Accounting and Information Man-
agement Division, U.S. General Accounting Office, February 29,
2000.

LIEBERMAN, Robert J., Assistant Inspector General for Audit-
ing, Department of Defense, May 9, 2000.

LYLES, General Lester L., Commander, Air Force Materiel Com-
mand, United States Air Force, May 9, 2000.

LYNN, William J., Under Secretary of Defense (Comptroller),
Chief Financial Officer, Department of Defense, May 9, 2000.

NEWBY, James, Senior Policy Advisor for Rural Development,
Department of Agriculture, March 21, 2000.

OVESON, W. Val, National Taxpayer Advocate, Internal Rev-
enue Service, April 10, 2000.

RAMIREZ, Saul N., Deputy Secretary, Department of Housing
and Urban Development, March 22, 2000.

ROGERS, Lawrence W., Acting Chief Financial Officer, Internal
Revenue Service, February 29, 2000.

ROSSOTTI, Charles O., Commissioner, Internal Revenue Serv-
ice, April 10, 2000.

SEBASTIAN, Steven J., Assistant Director, Governmentwide Ac-
counting and Financial Management, Accounting and Information
Management Division, U.S. General Accounting Office, February
29, 2000.

SKELLY, Thomas P., Director, Budget Service and Acting Chief
Financial Officer, Department of Education, June 6, 2000.

STEINHOFF, Jeffrey C., Assistant Comptroller General, Ac-
counting and Information Management Division, U.S. General Ac-
counting Office, May 9, 2000, and June 6, 2000.

THOMPSON, Sally, Chief Financial Officer, Department of Agri-
culture, March 21, 2000.

TOYE, Nelson E., Deputy Chief Financial Officer, Department of
Defense, May 9, 2000.

VENGRIN, Joseph E., Assistant Inspector General for Audit Op-
erations and Financial Statement Activities, Department of Health
and Human Services, March 15, 2000.

VIADERO, Roger C., Inspector General, Department of Agri-
culture, March 21, 2000.

WALKER, David M., Comptroller General of the United States,
U.S. General Accounting Office, March 31, 2000.



39

WARREN, David R., Director Defense Management Issues, Na-
tional Security and International Affairs Division, U.S. General Ac-
counting Office, May 9, 2000.

WILLIAMS, McCoy, Assistant Director, Resources, Community,
and Economic Development, Accounting and Financial Manage-
ment Issues, Accounting and Information Management Division,
U.S. General Accounting Office, March 21, 2000.

WINTER, Kenneth J., Deputy Chief Financial Officer, National
Aeronautics and Space Administration, June 6, 2000.

WRIGHTSON, Margaret T., Associate Director, Tax Policy and
Administration Issues, U.S. General Accounting Office, April 10,
2000.

YOUNG, Robert W., Deputy Assistant Inspector General for
Audit, Department of Agriculture, March 21, 2000.
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MINORITY VIEWS OF HON. HENRY A. WAXMAN, HON. JIM
TURNER, HON. TOM LANTOS, HON. MAJOR R. OWENS,
HON. EDOLPHUS TOWNS, HON. PAUL E. KANJORSKI, HON.
PATSY T. MINK, HON. CAROLYN B. MALONEY, HON. ELEA-
NOR HOLMES NORTON, HON. ELIJAH E. CUMMINGS, HON.
DENNIS J. KUCINICH, HON. ROD R. BLAGOJEVICH, HON.
DANNY K. DAVIS, HON. JOHN F. TIERNEY, HON. THOMAS
H. ALLEN, HON. HAROLD E. FORD, JR., AND HON. JANICE
D. SCHAKOWSKY

I. INTRODUCTION

A decade ago, financial management at most Federal agencies
meant little more than reporting how appropriations were spent.
This approach to Federal Government financial matters began to
change in 1990 when Congress passed the Chief Financial Officers
Act [CFO Act], which established a new framework for financial ac-
countability. Several other legislative initiatives followed which
were designed to significantly improve financial management
throughout the Federal Government. The current system now pro-
vides the opportunity to identify and resolve the most significant
financial problems existing in the Federal Government.

This report is the result of a series of Subcommittee on Govern-
ment Management, Information, and Technology oversight hear-
ings to examine the financial management practices of Federal de-
partments and agencies. This subcommittee reviewed the financial
management challenges and progress made at the Internal Rev-
enue Service, Health Care Financing Administration, Department
of Agriculture, Department of Defense, and Department of Housing
and Urban Development. In addition, the Office of Management
and Budget [OMB] and General Accounting Office [GAO] reported
on the challenges agencies face in their attempts to report accurate
financial information governmentwide and comply with the re-
quirements of the Federal Financial Management Improvement Act
of 1996 [FFMIA]. Unfortunately, we learned that many of the 24
CFO Act agencies are still unable to produce reliable and timely fi-
nancial information on a regular basis and annual financial state-
ment audits continue to report significant weaknesses in agencies’
financial management controls and systems. The Federal Govern-
ment has much work to do before we achieve our goal of a credible,
accurate governmentwide financial system.

We commend the committee’s efforts to highlight the importance
of effective financial management and note that many of the re-
port’s findings and recommendations are valid. However, we are
concerned that the report lacks balance because it does not ade-
quately acknowledge the progress agencies have made to date, the
tremendous scope of the problem, and the ongoing efforts to im-
prove Federal financial management. We therefore reluctantly op-
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pose this financial management report. Unfortunately, the majority
report has turned financial management into a partisan issue by
grading agencies in a manner that unfairly portrays the state of
agencies’ financial affairs. The majority report assigns numerous
D’s and F’s to Federal agencies to convey the impression that the
administration is failing to take financial management seriously. In
fact, just the opposite is true.

II. PROGRESS IS BEING MADE

This administration has done more than any other to improve
the financial accountability of the Federal Government. According
to GAO Comptroller General David Walker in his testimony on
March 31, 2000, ‘‘the President has designated financial manage-
ment improvement as a priority management objective and efforts
are underway across the government to address pervasive, gen-
erally long-standing financial management problems.’’

As a result of the administration’s focus on this issue, most agen-
cies have significantly improved the accuracy and timeliness of fi-
nancial reporting each year. Consider the fact that in 1994, only
four Federal agencies produced reliable financial information on
their balance sheets. By 1998, 10 Federal agencies were able to
produce reliable information on their balance sheets. For fiscal year
1999, the majority of agencies received unqualified or ‘‘clean’’ audit
opinions. Furthermore, timeliness of financial reports improved
this year, increasing from 6 agencies that met the statutory dead-
line in 1997 to 19 agencies in 2000. The best example of agency im-
provement is arguably the Social Security Administration, which
for 2 years running has managed to issue annual reports in No-
vember—4 months before the March 1 statutory deadline—and has
received clean audits as well.

The administration’s financial management accomplishments are
even more extraordinary when you consider that 10 years ago, al-
most no agencies prepared and issued audited financial statements
or had a set of governmentwide accounting standards. At that time,
the Federal Government as a whole could not produce consolidated
financial statements, let alone audited statements. It was not until
the creation of the Federal Accounting Standards Advisory Board
[FASAB] in 1990 that a mechanism was put in place which would
finally lead to the development and issuance of a complete set of
basic accounting standards and concepts in 1996. In October 1999,
as validation of the administration’s process and progress, the
American Institute of Certified Public Accountants [AICPA] recog-
nized FASAB standards as Generally Accepted Accounting Prin-
ciples [GAAP]. This independent acknowledgment by an inter-
nationally recognized standard setting authority marks a signifi-
cant milestone in improving public confidence in Federal financial
management. Now, agencies issue financial statements annually,
and the Federal Government has just produced its third govern-
mentwide financial statement.

As shown by the experience of State governments, modernizing
financial management and reporting is a long-term process, requir-
ing years, not just months. With few exceptions, individual State
governments began issuing GAAP-based financial statements
backed by independent audits in the 1970’s, well before the Federal
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Government had such requirements. In 1980, Standard & Poors, a
rating agency, issued a policy statement directing that all State
bond issuers’ financial reports should be prepared in conformity
with GAAP, audited by independent auditors, and issued within 6
months of year end, lest their ratings be affected. By 1990, 10
years later, 43 States issued GAAP-based statements; of those,
25—or half of all State governments—received an unqualified or
‘‘clean’’ opinion. In 1995, 15 years later, 49 out of 50 States issued
GAAP statements; however, only about three-quarters received
clean opinions. By comparison, more than half (54 percent) of the
CFO Act agencies were able to achieve clean opinions in just 4
years.

Aside from not properly acknowledging the administration’s suc-
cesses, this report does not adequately address the key factors that
may impede an agency’s ability to effect change such as funding
problems, outdated infrastructures, addressing multiple FFMIA
problems, and competing priorities, e.g., the year 2000 crisis. We
believe the report should take into account the following:

• At the beginning of this administration, financial manage-
ment systems, such as they were, did not keep standard ac-
counts, could not communicate with each other, and could not
provide accurate, timely, and meaningful information. This ad-
ministration has developed standards and established a pro-
gram of comprehensive testing of financial management sys-
tems to ensure compliance. Only those systems certified as
compliant may be purchased by government agencies.
• Financial management systems improvements must be
achieved with an infrastructure dominated by older legacy
computer systems that were not designed to support current
requirements or technology. In an era where budget resources
are limited, infrastructure modernization remains a chal-
lenging problem.
• Agency efforts to improve their antiquated infrastructures
may complicate their ability to produce timely financial audits.
For example, this year, HUD’s inability to complete the audit
by March 1 is primarily the result of technical difficulties occa-
sioned by the transition to a new financial system. HUD was
consolidating several accounting systems to a new general
ledger system as part of its ongoing modernization of its finan-
cial management systems—an action recommended by both the
Office of Inspector General and GAO. While we regret that
HUD missed its deadline this time, we are pleased that HUD
has been able to correct system deficiencies and expect that in
the long term its financial systems will benefit.
• The Federal financial systems environment includes over
700 financial systems among the 24 CFO Act agencies, most of
which are custom designed for a particular agency or bureau.
These systems cost approximately $2 billion annually to main-
tain and operate, and almost 80 percent of the systems have
plans to be or are currently being upgraded or replaced.
• These financial management systems originally were built to
keep track of cash outlays under budget appropriations law,
not accrual-based financial accounting or to comply with the
requirements of the Government Performance Results Act.
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These systems track expenditures very carefully, but they were
never designed to develop the financial information needed to
produce GAAP statements. Now, for the first time, we are ask-
ing these systems to do both.
• Large agencies with multiple bureaus typically operate sys-
tems that are not integrated. They cannot share information
automatically, even within the agency.

III. DISCREPANCIES

We would also like to address the following points in the report:
• The majority report states, ‘‘similar to the Government’s
year 2000 conversions efforts, success in complying with
FFMIA is dependent upon strong commitment from top agency
management.’’ It should also be noted that, unlike year 2000
efforts which addressed a single technical problem that af-
fected everyone in a similar manner, FFMIA attempts to ad-
dress multiple problems affecting multiple systems. Further-
more, in addition to management commitment and oversight,
significant resources are also needed.
• The chart on page 26 of the report needs an additional bullet
to state that the head of the agency is responsible for deter-
mining whether the agency complies with FFMIA. The agency
head considers all relevant information, including the audited
financial statements, in making this determination.
• The majority report states, ‘‘Specifically, 20 of the agencies
were not compliant with the requirements of the Federal Fi-
nancial Management Improvement Act [FFMIA] of 1996.’’ It
should be noted that compliance determination rests with the
agency head and not the auditor, as specified in the Public
Law 104–208, section 803(c)(1). Agency heads in six of the CFO
Act agencies reported their fiscal year 1999 financial statement
audit reports that their agencies were in substantial compli-
ance with FFMIA. In three of the six agencies (Social Security
Administration, the Office of Personnel Management, and the
Federal Emergency Management Agency), the auditors did not
agree with the agency heads’ assessments. The majority report,
therefore, is reporting the auditors compliance determinations,
not the statutorily required determinations by agency heads.

IV. RESPONSE TO THE MAJORITY’S RECOMMENDATIONS

Section 1 of the report’s recommendations states that ‘‘Each de-
partment and agency should provide a detailed, annual status re-
port on its financial management operations.’’ While we agree with
this recommendation, we wanted to emphasize that current finan-
cial management plans are required by OMB Circular A–11 as part
of the agency budget submission to OMB and are reviewed by
OMB.

We question section 2 of the committee’s recommendation that
would require agency financial management systems remediation
plans to provide a detailed description of planned actions with clear
and reasonable milestones, including the names of staff members
responsible for resolving particular issues. This is contrary to sec-
tion 803(c)(3)(A) of FFMIA which does not require the names of
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staff members responsible. Ultimately, the agency head is respon-
sible for ensuring agency compliance.

Additionally, the report states, ‘‘A draft of the approved plan
should be sent to the Comptroller General who would coordinate
the agency’s actions and related milestones in the remediation ef-
fort. These parties must meet regularly to monitor the agency’s
progress in meeting the objectives of the plan.’’ This recommenda-
tion would remove the responsibility for correcting deficiencies from
the agency and place responsibility with the Comptroller General.
There is also a question as to whether coordinating the agency’s re-
mediation efforts, which is an operational authority of the execu-
tive branch, is an appropriate role for the Comptroller General.

We are troubled with section 3 of the committee’s recommenda-
tions which would require that Federal agencies be financially pe-
nalized if they fail to produce timely and reliable financial informa-
tion. Given the learning curve for implementing effective financial
management, the tremendous challenges of improving financial
systems, accommodating geographical differences, and addressing
issues beyond agency control, punitive measures are inappropriate
at this time. Positive incentives for agencies to implement reforms
in their financial systems would be helpful. However, depriving
agencies of their needed funds may hinder substantial financial re-
forms. Faced with a potential loss of appropriations, agencies may
be inclined to implement ‘‘band-aid’’ repairs to their financial sys-
tems rather than making the appropriate long-term system modi-
fications.

While we agree with section 4 of the report’s recommendations
that the Federal Government should avoid inconsistent reporting of
certain Social Security and Medicare (Part A) projections, we want
to emphasize that the Department of the Treasury and other ad-
ministration officials are already working to better coordinate the
release of these two reports so that they will be able to present
similar data. OMB staff is currently researching the feasibility and
desirability of making any changes in regard to the audit coverage
of social insurance information in future Federal financial state-
ments. This will be done in the context of the FASAB’s delibera-
tions on potential changes to the accounting standards relating to
required supplemental stewardship information.

Section 5 of the committee’s recommendations states, ‘‘The Office
of the Inspector General must ensure that all candidates for In-
spector General positions are qualified to perform financial state-
ment audits or specific segments of audits requiring specific exper-
tise. These qualifications should be determined through a review by
an external party and may be incorporated into the peer review
process.’’ In light of the qualification reviews that are already re-
quired by the OIG, these two statements need clarification. OIG as-
signs GS–511 auditors to perform financial statement work and
these employees are already required by the Office of Personnel
Management to have successfully completed 24 semester hours of
accounting and related courses. (GS–510 accountants, usually em-
ployed by the offices of the CFOs, are also required to have the
same education.) Many OIG employees involved in financial state-
ment work are Certified Public Accountants [CPAs], who have an
additional requirement to complete 80 hours of continuing profes-
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sional education every 2 years. In order to ensure quality perform-
ance, each OIG is subject to a triennial peer review by another
OIG. The peer review includes an examination of auditors’ quali-
fications to perform the work assigned. The committee should
specify what additional requirements are necessary if any are need-
ed.

Additionally, we question the report’s recommendation that a
board review the qualifications of Inspector General candidates be-
fore the nomination is forwarded to the Senate for consideration.
We believe that it is the President’s prerogative to select can-
didates who possess the qualifications required for Inspectors Gen-
eral under the Inspector General Act of 1978 (Public Law 95–452).
During the confirmation process, the Senate has both the responsi-
bility and the opportunity to review those qualifications.

Finally, we also question whether there is a need for a statu-
torily-mandated Office of Management within the executive branch
as called for in section 6 of the committee’s recommendations. OMB
Director Jack Lew, in his April 7, 2000, testimony, noted that ‘‘In
the real world, resource allocation and management are fundamen-
tally interdependent. Given the complex systems that are necessary
to address public problems, we must operate with the consideration
of management and budget together, not apart. This reflects the re-
alization that these two sets of concerns are in fact intertwined in
actual operations.’’ He further noted that OMB provides the Presi-
dent with the management expertise through OMB’s Resource
Management Offices [RMOs]. The Director stated that ‘‘RMOs play
a pivotal role in . . . management guidance to Federal agencies.
Staff are experts in their program and policy areas and are respon-
sible for . . . implementation of governmentwide management ini-
tiatives. While each unit has its own focus, OMB . . . fulfills its
responsibilities because of continuing collaboration among its of-
fices and divisions.’’

The committee notes that a separate Office of Management
‘‘could help the President and his Cabinet to focus on the critical
management challenges facing the Federal Government.’’ OMB al-
ready has a mechanism in place to address these issues. In order
to improve government management, each year the Director of
OMB, after consulting with the President, the Vice President, and
others in the administration, designates a series of Priority Man-
agement Objectives [PMOs]. Issues designated as PMOs receive co-
ordinated, sustained, and intensive management attention. For ex-
ample, in 1999 PMO No. 1 was the year 2000 challenge. This year,
PMO No. 1 is to use performance information to improve program
management and make better budget decisions; improving finan-
cial management information is PMO No. 2. This effort includes
not only improved and timely financial reporting, backed by inde-
pendent audits, but also the achievement of the financial systems
goals of FFMIA.

It is unclear whether creating a new management agency will
improve government management or whether separating manage-
ment functions from budget functions will backfire and result in
less attention being placed on management reform at Federal agen-
cies. Presidents can create organizations within the executive
branch that focus on management reform. In addition, a number of
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high-level interagency working groups focused on improving gov-
ernment management have taken hold, such as the Chief Financial
Officers Council and the Chief Information Officers Council. Alter-
native approaches to improving management should be encouraged
and explored. An Office of Management is just one approach.

V. CONCLUSION

We believe that Congress has implemented a legislative frame-
work that will provide agencies the opportunity to identify and re-
solve the most significant financial problems existing in the Fed-
eral Government. It is a tremendous challenge to improve financial
systems to produce accurate, reliable, consistent, and timely infor-
mation for program and financial managers. While significant
progress has been made in Federal financial accountability, we
agree that much work remains to be done. We emphasize that fi-
nancial management modernization is a long-term, complex process
that cannot be solved in a matter of months. The assignment of
poor grades to agencies merely politicizes the process and does not
take into account the different circumstances and successes the
Federal Government has made to date. By all accounts, agencies
are clearly headed in the correct direction and are taking great
strides toward achieving our goal of financial accountability. We
would like to recognize the agencies’ CFOs and their finance and
accounting staff for the progress they have made in financial man-
agement.

HON. HENRY A. WAXMAN.
HON. JIM TURNER.
HON. TOM LANTOS.
HON. MAJOR R. OWENS.
HON. EDOLPHUS TOWNS.
HON. PAUL E. KANJORSKI.
HON. PATSY T. MINK.
HON. CAROLYN B. MALONEY.
HON. ELEANOR HOLMES NORTON.
HON. ELIJAH E. CUMMINGS.
HON. DENNIS J. KUCINICH.
HON. ROD R. BLAGOJEVICH.
HON. DANNY K. DAVIS.
HON. JOHN F. TIERNEY.
HON. THOMAS H. ALLEN.
HON. HAROLD E. FORD, JR.
HON. JANICE D. SCHAKOWSKY.
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