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AN ASSESSMENT OF THE PRESIDENT’S
MANAGEMENT AGENDA

THURSDAY, APRIL 21, 2005

U.S. SENATE,
SUBCOMMITTEE ON FEDERAL FINANCIAL MANAGEMENT,
GOVERNMENT INFORMATION, AND INTERNATIONAL SECURITY,
OF THE COMMITTEE ON HOMELAND SECURITY
AND GOVERNMENTAL AFFAIRS,
Washington, DC.

The Subcommittee met, pursuant to notice, at 2:30 p.m., in room
SD-342, Dirksen Senate Office Building, Hon. Tom Coburn, Chair-
man of the Subcommittee, presiding.

. Present: Senators Coburn, Collins, Akaka, Carper, and Lauten-
erg.

OPENING STATEMENT OF SENATOR COBURN

Senator COBURN. The Subcommittee will come to order. One the
things we are going to try do with our Subcommittee is run on a
timely basis. I know the Senate does not have the reputation for
doing that, but we are going to lead by example.

This year the Federal Government is expected to spend almost
$2.5 trillion, making our Federal budget larger than the economies
of Canada, Mexico, and Australia combined. Put another way,
Washington will spend more than $22,000 per American household
this year—$22,000. That is more than the average household in-
come of Oklahoma.

Regardless of one’s politics, that is a lot of money. The American
public has entrusted both Congress and the President with ensur-
ing that those dollars are spent wisely. Therefore, this Sub-
committee convened this hearing today to discuss current efforts by
the Administration to strengthen the management and account-
ability of Federal programs. The Subcommittee Ranking Member,
Senator Carper, and I, have had a long interest in ensuring that
taxpayer dollars are spent wisely and efficiently.

While Congress has the responsibility to appropriate the funds
necessary to operate the government, the Executive Branch is
charged with implementing the will of Congress and managing the
day-to-day activities of myriad Federal programs. Since assuming
office in January 2001, President Bush has sought to make the
Federal Government more effective by setting clear goals, bringing
reform to entitlement programs, and focusing Federal resources on
programs that are effective.

In 2001, the Office of Management and Budget (OMB) launched
the President’s Management Agenda, referred to as PMA. The
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PMA contains a multi-part strategy to strengthen the management
of Federal programs and activities and improve government ac-
countability.

The PMA is the latest in a series of initiatives over the past 40
years designed to improve the performance and accountability of
Federal agencies. Beginning with President Johnson’s “Planning
Programming and Budgeting System” in 1966, each successive ini-
tiative has been built on the foundation of its predecessors. Presi-
dent Nixon introduced his “Management by Objective” that aimed
to expose redundant and ineffective programs by identifying goals
and expected results for Federal programs. Later, President Carter
introduced the zero-based budgeting concept in 1977 that forced
each program to prove its value on an annual basis.

GPRA, the Government Performance Results Act of 1993, signed
by President Clinton, is the most recent legislative effort regarding
budget and performance integration. GPRA directed Federal agen-
cies to improve management, clarify program responsibility, and
account for program performance through strategic and annual per-
formance plans. The Program Assessment Rating Tool (PART),
which is an integral component of PMA, builds on GPRA and seeks
to better align budgetary decisions with program performance.

As we will hear from our witnesses, the PMA consists of five gov-
ernment-wide initiatives: Strategic management of human capital,
competitive sourcing, improved financial performance, e-Govern-
ment, and budget and performance integration. Each of these ini-
tiatives has been developed to streamline Federal programs, to im-
prove the availability and use of important information regarding
programmatic and budgetary decisions, and to help the Federal
Government meet future challenges.

Through today’s assessment of the PMA, we hope to discuss such
questions as: In what areas has the PMA been most successful and
where can it be more effective? What lessons have been learned
and how have those lessons been integrated and applied?

We are pleased to have with us representatives from the Govern-
ment Accountability Office (GAO), and the Office of Management
and Budget, who will offer their assessments regarding how Con-
gress and OMB can work better together to manage this country’s
finances.

We are privileged to have the Hon. David Walker, Comptroller
General of the Government Accountability Office, with us today.
GAO has extensive experience with not only the PMA but also
GPRA and its predecessor initiatives. Mr. Walker will shed some
light on the effectiveness of the PMA and the interaction between
PMA’s PART process, which aims to link program performance
with the budget process, and GPRA.

We will also hear from the Hon. Clay Johnson III, the Deputy
Director for Management at the Office of Management and Budget,
who will provide us with OMB’s perspective on the PMA today. I
particularly look forward to hearing from Mr. Johnson regarding
the budget and performance integration initiative and the PART
process. I am also interested to hear more regarding how the Fed-
eral Government is matching money spent on hundreds of pro-
grams with program results. Can we achieve the desired results
more efficiently, more effectively, and at a lower cost to taxpayers?
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I look forward to discussing with both of you ways in which the Ex-
ecutive and Legislative Branches can better work to ensure that
taxpayer dollars are spent wisely.

Before I introduce our witnesses, I would like to recognize my
Chairman, Senator Collins, who may wish to make an opening
statement.

OPENING STATEMENT OF SENATOR COLLINS

Senator COLLINS. Thank you very much, Mr. Chairman. I want
to congratulate you on chairing what I think is your first Sub-
committee hearing since coming to the Senate. You have been a
real champion of the taxpayer, always on the watch for waste,
fraud, and abuse. I am very pleased that you have chosen to join
our Committee, which historically has played an important role in
identifying and fighting fraud, waste, and abuse in government
programs.

In particular, you have accepted the daunting task of ensuring
that Federal agencies are spending taxpayers’ dollars wisely and
efficiently through the oversight of their financial and information
technology management. More and more, as our witnesses well
know, financial management systems and technology play a key
role in our ongoing efforts to combat waste, fraud, and abuse, and
to ensure that the taxpayers get full value for their investment.

Our continued success in this area, then, will depend heavily on
the effectiveness of these management systems. Furthermore, the
failure of several high-profile Federal IT systems, such as the FBI’s
Trilogy program, are among the most prominent examples of
wasteful Federal spending in recent years.

So, the topic you have chosen for your first hearing, the Presi-
dent’s Management Agenda, is an important one and one that I
have discussed with both of our witnesses many times. I think that
this Subcommittee is going to help ensure that tax dollars are well
spent, and I very much am delighted to have you here in your new
capacity, and I congratulate you for your leadership.

Senator COBURN. Thank you, Madam Chairman. Senator Akaka.

OPENING STATEMENT OF SENATOR AKAKA

Senator AKAKA. Thank you very much, Mr. Chairman. I want to
recognize the presence of our Chairman, Senator Collins, and
thank her for her good work as Chairman of the full Committee on
Homeland Security and Governmental Affairs. As the former Rank-
ing Member of this Subcommittee, I want to wish you, Mr. Chair-
man, and your Ranking Member, Senator Carper, well. Our former
colleague, Senator Peter Fitzgerald, and I held many hearings, and
successfully sponsored legislation to increase financial trans-
parency within the Federal Government, and draw attention to the
national security needs of our country. I know you are truly com-
mitted to government efficiency and accountability, Mr. Chairman,
and I look forward to working with you.

I also want to join you in welcoming our witnesses today, both
of whom appeared before the Subcommittee on Oversight of Gov-
ernment Management 2 months ago to discuss GAO’s high-risk list.
At our hearing I expressed my disappointment that so many areas
within the Department of Defense remain on the list. Out of the
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25 high-risk area on this year’s list, eight are unique to DOD, and
several more are government-wide issues that directly impact
DOD. These deficiencies keep DOD from getting a clean audit and
result in billions of dollars in waste.

As the Ranking Member of both OGM and Armed Services Read-
iness Subcommittees, I have worked hard to improve the efficiency
of DOD programs and operations. I know the Comptroller General
will discuss some of DOD’s management shortfalls, and I applaud
his persistent focus on the Department’s financial performance and
program accountability.

Mr. Chairman, last week, I joined with Senator Ensign and Sen-
ator Voinovich, who are the Chairmen of the Armed Services Read-
iness and Oversight of Government Management Subcommittees
respectively, to introduce S. 780, legislation to create a new posi-
tion of Deputy Secretary of Defense for Management. Our bill is
based on a recommendation made by Mr. Walker, and I invite you
to cosponsor this measure that will designate one person account-
able for the integration and implementation of management and
defense business reforms.

Another area within the President’s Management Agenda is stra-
tegic management of human capital. Again, pointing to problems in
DOD and a recommendation of the Comptroller General, I note
that DOD has failed to develop a comprehensive, strategic work-
force plan to guide its human capital efforts.

These are the issues; these are the concerns that we are looking
at. I look forward to working with you, Mr. Chairman, Senator
Carper and, of course, Senator Collins, and I wish all of you well.
Thank you.

b Senator COBURN. Thank you, Senator Akaka. Senator Lauten-
erg.

OPENING STATEMENT OF SENATOR LAUTENBERG

Senator LAUTENBERG. Thanks, Mr. Chairman, and my good wish-
es also for your first venture as Chairman, and the subject is a
very important one. I am glad it is being taken up. So I thank you
for convening this hearing.

Mr. Chairman, I come from the business world, and I started a
company with a couple of other fellows whose father, like mine,
came from factory employment. I left that company 23 years ago
that now employs more than 40,000 people, and we would never
have gotten there if I had not run a tight ship and I knew what
I expected from my program managers, and I held them account-
able. But I also rewarded their successes. The result was an out-
standing growth record for more than 40 years.

So I understand and I applaud the President’s desire to instill
the best management practices in our Federal Government. We
should be demanding accountability from our government programs
and making sure they accomplish the goals we set out for them.
Government can be and often is a great force for good in America.
It provides health care for poor and the elderly and it helps kids
go to college. If I had not had the GI bill to boost me along, I never
would have, frankly, been able to go to college as I did. Govern-
ment also helps keep our communities vital and does research to
fight childhood disease and disability.
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Mr. Chairman, we have to make sure these programs are accom-
plishing their goals. It is not only a matter of spending the tax-
payers’ money wisely, although we must always do that. It is a
matter of making sure that money we spend in government gets to
the people who need it, actually doing the good work that is re-
quired out there in the country.

But I learned something else in my business years, and you get
what you pay for. So we may have to make sure that we are meas-
uring the right things. We cannot allow program evaluations to
look simply at expenditures without looking at the successes. And
I also want to express a serious concern about one of the five key
pillars of the PMA, and it is called competitive outsourcing.

Now, last year, the government held 217 competitions with about
12,500 full-time jobs at stake. Federal workers competed against
private contractors for their jobs. The public employees won the
competition more than 90 percent of the time. And I note from my
own experience that what I had by way of support when I was in
the corporate sector was very efficient and well done, but I see peo-
ple in government who come to work for a heck of a lot less than
they would make in the private side, with as much enthusiasm and
commitment as we see in the private side.

So I ask my colleagues, are we spending more energy on com-
peting jobs than its ultimately worth? Instead of having Federal
employees spend time competing for their jobs, why don’t we just
let them do their jobs? And not without measure and not without
expectations of success and commitment.

I always found in my business experience that the employees
were our greatest asset, because if we had good performance by our
employees, the customers would come, and the same thing is true,
I believe, in government. If the programs are successful, if it shows
an attempt by government to improve life’s conditions, then we will
get the support of the people out there.

So we have to maintain good and dedicated employees as part of
our organization, and we have to try to keep them reasonably
happy. You have to invest in them, help them plan for the future.
The Federal Government hasn’t done this enough, in my judgment,
because very often we throw employee compensation in a basket
called waste, fraud, and abuse, and that is not always the case. In-
deed, GAO found that during the downsizing in the 1990’s, the
Federal Government did not plan well for its future in human cap-
ital needs. As a result, the Federal workforce has suffered.

Mr. Chairman, we all know that we have to treat people right
to get results. We hope that contracting out jobs, because the gov-
ernment has decided on a policy—we have to examine what it is
that we get for the changes we make, and I am sure that you will
do that, and I thank you, Mr. Chairman.

Senator COBURN. Thank you, Senator.

It is a great privilege for me to have as a Ranking Member and
integral, even part of this Subcommittee, Senator Carper. Of note,
both of our initials are T.C., so that makes for a lot of fun at times.

I want to commit to him now that this Subcommittee will be run
on a bipartisan basis. It will be partisan only on issues that are
important to the future of this country, and he has demonstrated
his commitment through his life, his votes, and his service to care
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about the future of our country and to care about its economic con-
sequences through waste. And so I could not have somebody that
I am, first of all, closer to or aligned with in terms of his dedica-
tion, and I am very pleased that he is the Ranking Member on this
Subcommittee.

And I also know that he has an extreme interest in not only
making sure we spend our money wisely but the money that is due
the Federal Government from income taxes that are not collected
that should be collected is something that we are going to look at,
and I make that commitment to him at this hearing that we will
do that.

Senator Carper.

OPENING STATEMENT OF SENATOR CARPER

Senator CARPER. Thank you, Mr. Chairman. I am glad I came
just for that introduction. [Laughter.]

For my colleagues and our guests, along with Senators Lamar Al-
exander, George Voinovich, and Mark Pryor, I asked our leaders,
we asked Senators Tom Daschle and Bill Frist at the end of last
year if we could put together really a school for new Senators mod-
eled after the New Governors School within the National Gov-
ernors’ Association—plunk it right down in the middle of the U.S.
Senate—and it gave me an opportunity to get to know then Sen-
ator-elect Coburn and his wife and all the other new Members. It
was a wonderful experience for me. I don’t know that it was of
great help to our incoming Members, but it sure was helpful to
those of us who hosted it and gave us real insights into our new
colleagues. And I am delighted that we ended up—T.C. West and
T.C. East—on the same Subcommittee and have the chance to
work together. And he has been in the Senate now—for what?—3
or 4 months, and I think he has shown as much vigilance in trying
to do something about the budget deficit as anybody around, and
God knows when we are pushing $400 billion in Federal budget
deficit, we need some vigilance and some leadership, and I know
we have it right here to my left.

I like being on your right, to the right of you.

Senator COBURN. You are actually on my left to them. [Laugh-
ter.]

Senator CARPER. I have a statement I would like to offer, if I
could, Mr. Chairman.

Senator COBURN. Please do.

Senator CARPER. All right. First of all, let me just say to General
Walker—I saw him almost as much as I saw my wife this week.
This is the second hearing today that he has testified at, and I
don’t know how—maybe they have cloned you. I don’t know. There
are days I wish we could clone me. That is a scary thought. But
we are glad you are here, and, Mr. Johnson, welcome, we look for-
ward to hearing from both of you.

I think it is most appropriate, Mr. Chairman and my colleagues,
that at our first hearing we are going to get an update on the
President’s Management Agenda, and while I don’t agree with
every single aspect of what the President has put forward, I do ap-
plaud him and his team for working aggressively since his first
days in Washington to try to make our government work a little
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bit better and a little bit smarter. At a time when our Federal
budget deficit is not just approaching $400 billion, but I believe if
you add in the supplemental, the emergency supplemental that is
before us today in the Senate, if you add that in, we are going to
be running a deficit that will exceed $400 billion, and we need to
do all that we can to make every dollar count.

The Chairman and I have already been talking about not only
making sure that we are doing the right thing on the spending side
and so forth, but to make sure the folks, businesses or individuals,
who owe taxes, that they legally owe, that we are doing the very
best job that we can to make sure we collect those dollars. Actually,
frankly, we are looking forward to hearing from both of you and
from the folks you lead to see how we might do that better.

But I was pleased to learn that many agencies are now getting
a better handle on their finances—not all, but many. Agencies are
apparently getting their annual written financial statements in
earlier, and I believe most of those statements are in better shape
than they have been in years gone by, and I think we all agree that
is real progress.

I am also pleased the Administration is beginning this year to
tackle the problem of improper payments, and more than $45 bil-
lion, I am told, in improper payments were made in fiscal year
2004. If that is true, if that is even close to being true, that is a
huge number. Whether it is $45 or $35 or $25 billion, we need to
work together to tackle this problem, because with every double
payment that goes out or inappropriate payment that goes out with
every individual vendor who accidentally or fraudulently receives a
payment that he or she is not entitled to, a worthy program is de-
nied resources that could be put to better use.

I look forward to our hearing today about how OMB intends to
meet the President’s goals for reducing improper payments. I would
also like to hear about what might need to be done to strengthen
our agencies’ internal controls to detect and prevent wasteful and
unnecessary payments before they happen.

That said, I do have some concerns about the way that some of
the initiatives in the President’s Management Agenda are being
implemented. The President’s initiatives to improve human capital
management across the Federal Government is a good example,
and some of his initiatives in this area are most worthwhile, and
I think they are supported by just about all of us.

It is difficult for many agencies to bring qualified personnel on
board, for example, and this job will be even more difficult in the
coming years as workers from my generation, the boomers, begin
to retire.

In addition, there is some logic to the idea that employee per-
formance should play a bigger role in determining how an indi-
vidual is paid. I believed that as a Governor, and I believe that
today. If personnel reform proposals currently being implemented
at the Department of Defense and the Department of Homeland
Security are indications of how we intend to address these and
other human capital problems, in some respects we may want to
go back to the drawing board.

I don’t need to remind everybody, Mr. Chairman, on this Sub-
committee that the employees at the Department of Defense and
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the employees at the Department of Homeland Security are for the
most part opposed to the new personnel systems at their depart-
ments. Some of them may be even suing to prevent the new sys-
tems from going into effect out of a concern that proposals in areas
like employee appeal and union rights go much too far.

Some are also concerned that the proposed pay-for-performance
systems each Department will be phasing in don’t provide employ-
ees with enough protection against favoritism or other potential
management abuses. This is having an effect, I am told, on morale,
and the two Departments could very well have an impact on re-
cruitment and retention in the future, and we have all got to be
mindful of that and attentive to it.

Before we talk about exporting from the Department of Defense
or Department of Homeland Security to other agencies, as the
President has suggested, we just need to be mindful of these con-
cerns and, I think, to address them.

And I also have some concerns that I would like to share, Mr.
Chairman, about the President’s competitive sourcing initiatives. I
think maybe Senator Lautenberg may have been addressing this.
I am not sure. While I support the idea of increased competition
for Federal work that is not inherently governmental, I am not en-
tirely comfortable with the degree to which the revised rules gov-
erning how competitions should be run may favor private bidders
in some respects and make it more difficult to be sure that the bid-
der who can do the best work at the lowest price always winds up
with the contract.

I would like to see the rules further revised so that Federal em-
ployees always have the right to reorganize themselves and to put
their best bid forward, and I would also like to see Federal employ-
ees given the same right that their competitors in the private sec-
tor have to protest decisions made by an agency in a competition.
I believe we need to work to refine the rules so we can always say
that the winner of a public-private competition is the party that
can give the best value to the taxpayers for their money.

And, finally, I would also like to briefly address the President’s
initiatives on performance-based budgeting and the mechanism
being used to enforce it, and that is the Program Assessment Rat-
ing Tool. I think it uses an acronym. I don’t like to use acronyms,
so I am going to try to continue to say that phrase over again: Pro-
gram Assessment Rating Tool.

I will never be one who will argue that a program that is ineffec-
tive or that has served its purpose and is no longer needed should
continue to receive funding. I am not interested in that; neither are
you. However, we need to be careful before deeming a program a
failure and defunding it. And the Program Assessment Rating Tool
is, I think, an interesting proposal. I have no problem looking at
programs on a regular basis to determine whether or not they are
accomplishing what they are intended for them to accomplish when
we first created them. We need to be certain, though, that the Pro-
gram Assessment Rating Tool or whatever mechanism we use to
make these evaluations is separated from politics and ideology and
is closely coordinated with existing mechanisms that agencies and
Congress use to align budgets with program goals and outcomes.
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We also need to make sure that a program’s intended bene-
ficiaries outside of Washington have a say before an evaluation is
completed.

I am going to stop there, Mr. Chairman. I have a bit more, but
I would just ask unanimous consent for it to be entered for the
record. We welcome our witnesses, and thank you very much.

Senator COBURN. Without objection, it will be entered.

[The prepared statement of Senator Carper follows:]

PREPARED STATEMENT OF SENATOR CARPER

Thank you, Mr. Chairman. 'm pleased to join you here today at the first hearing
of the Subcommittee on Federal Financial Management, Government Information
and International Security. Our name is long, our jurisdiction is broad and issues
we’ll be focusing on over the next 2 years are vitally important ones. I look forward
to working with you in a bipartisan way to help our government be a better steward
of taxpayer dollars and to make our Nation safer from terrorism.

I think it’s very appropriate, Mr. Chairman, that at our first hearing we’ll be
hearing an update on the President’s Management Agenda. While I don’t agree with
every aspect of what the President has put forward, I applaud him for working ag-
gressively since his first days in Washington to try to make government work better
and smarter.

At a time when our Federal budget deficit is soaring, we need to do all we can
to make every dollar count. I was pleased to learn, then, that many agencies are
now getting a better handle on their finances. Agencies are apparently getting their
annual financial statements in earlier. And I believe most of those statements are
in better shape than they have been in years past. this is real progress.

I'm also pleased that the administration is beginning this year to tackle the prob-
lem of improper payments. More than $45 billion in improper payments were made
in 2004. We need to work together to tackle this problem. With every double pay-
ment that goes out, with every individual or vendor or accidentally or fraudulently
receives a payment he or she is not entitled to, a worthy program is denied re-
sources that could be put to good use.

I look forward to hearing today about how OMB intends to meet the President’s
ambitious goals for reducing improper payments. I'd also like to hear about what
might need to be done to strengthen agencies’ internal controls to detect and pre-
vent wasteful and unnecessary payments before they happen.

That said, I'm concerned about the way some of the initiatives in the President’s
Management Agenda are being implemented. The President’s initiative to improve
human capital management across the Federal Government is a good example.

Some of the President’s personnel proposals are worthwhile. It’s difficult for many
agencies to bring qualified personnel onboard, for example. This job will be even
more difficult in the coming years as Federal workers from my generation begin to
retire in the coming years. In addition, there’s some logic to the idea that employee
performance should play a bigger role in determining how an individual is paid. If
the personnel reform proposals currently being implemented at the Department of
Defense and the Department of Homeland Security are indications of how we intend
to address these and other human capital problems, however, we might need to go
back to the drawing board.

I don’t need to remind anyone on this Subcommittee that the employees at the
Department of Defense and the Department of Homeland Security are very much
opposed to the new personnel systems at their departments. Some of them are even
suing to prevent the new systems from going into effect out of concern that pro-
posals in areas like employee appeals and union rights go much too far. Some are
also concerned that the proposed pay-for-performance systems each department will
be phasing in don’t provide employees with enough protection against favoritism
and other management abuses. This is having an impact on morale in the two de-
partments and could very well have an impact on recruitment and retention in the
future. Before we talk about exporting the Defense or Homeland Security models
to other agencies, as the President has suggested, we need to address some of these
issues.

I also have concerns about the President’s competitive sourcing initiative. While
I support the idea of increasing competition for Federal work that’s not inherently
governmental, I'm uncomfortable with the degree to which the revised rules gov-
erning how competitions should be run favor private bidders, in some respects, and
make it more difficult to be sure that the bidder who can do the best work at the
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lowest price winds always up with the contract. I'd like to see the rules further re-
vised so that Federal employees always have the right to reorganize themselves and
put their best bid forward. I'd also like to see Federal employees given the same
right that their competitors in the private sector have to protest decisions made by
an agency in a competition. We need to work to refine the rules so we can always
say that the winner of a public-private competition is the party that can give tax-
payers the best value for their money.

Finally, I'd also like to address briefly the President’s initiative on performance-
based budgeting and the mechanism being used to enforce it—the Program Assess-
ment Rating Tool, or PART.

I'll never be one who’d argue that a program that’s ineffective or that has served
its purpose and is no longer needed should continue to receive funding. However,
we need to be careful before deeming a program a failure and de-funding it.

PART is an interesting proposal. I have no problem looking at programs on a reg-
ular basis to determine whether or not they’re accomplishing what we intended for
them to accomplish when we first created them. We need to be certain, however,
that PART or whatever mechanism we use to make these evaluations is separated
from politics and ideology and is closely coordinated with existing mechanisms agen-
cies and Congress use to align budgets with program goals and outcomes. We also
need to make sure that a program’s intended beneficiaries outside of Washington
have a say before an evaluation is completed.

In closing, Mr. Chairman, I'd like to say something about the President’s Manage-
ment Agenda and its impact on the budget. The President’s FY 2006 budget pro-
posal states that the management agenda is a critical component of his plan to cut
the budget deficit in half by 2009. I have doubts about that plan for a variety of
reasons. It’s clear to me, however, that even full and successful implementation of
the management agenda won’t get us there. I can help, but it won’t get the job done
on its own.

Non-defense discretionary spending, the target of many of the spending reductions
in the President’s budget proposal, makes up only about 16 percent, I believe, of the
total Federal budget. I'm sure we can find ways to improve the management of some
of the funding in that 16 percent, or even to find and eliminate waste or inefficient
use of resources. If we truly want to tackle the fiscal problems facing us right now,
however, we'll need to take a look at the entire budgetary picture, on the spending
and revenue side, and make some tough decisions.

Thank you, Mr. Chairman, for holding this hearing. I look forward to working
with you on these issues in the coming years.

Senator CARPER. And, Mr. Chairman, I just look forward to
working with you and——

Senator COBURN. Well, I just wanted to let my accountant come
out in me a little bit. I do have a degree in accounting, and al-
though I am a physician——

Senator CARPER. Well, you are multi

Senator COBURN. I want for the record to note that the real def-
icit this year is going to be $640 billion. It is going to be a $410
billion deficit. We are going to add $80 billion on a supplemental
right now, and we are going to steal $150 billion from Social Secu-
rity that we are going to write an IOU for. So in terms of the debt
of the country this year, the deficit is going to be at a minimum
$640 billion. That is a real problem.

Let me thank our witnesses for coming. A brief introduction, if
I may. You are both very well known to the Senate. The first wit-
ness is Hon. David Walker, Comptroller General of the United
States. He began his 15-year term as the Nation’s chief account-
ability officer and was appointed in 1998 as head of the U.S. Gen-
eral Accounting Office, now referred to as the Government Account-
ability Office. Through his role as Comptroller General, Mr. Walker
oversees GAQ’s work to improve the performance and account-
ability of the Federal Government, including measures to improve
the efficient use of taxpayers’ dollars.
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Before his appointment as Comptroller General, Mr. Walker had
executive-level experience in both government and private indus-
try. He worked for Arthur Andersen LLP between 1989 and 1998
where he was partner and global managing director for human cap-
ital services practice in Atlanta, Georgia. While a partner at Ar-
thur Andersen, he served as a public trustee for Social Security
and Medicare from 1990 to 1995.

Our second witness is the Hon. Clay Johnson III, Deputy Direc-
tor for Management at the Office of Management and Budget. In
his role he provides government-wide leadership to Executive
Branch agencies to improve agency and program performance.
Prior to this position, Mr. Johnson served as Assistant to the Presi-
dent for Presidential Personnel and as Executive Director of the
Bush-Cheney transition team. From 1995 to 2000, he also served
as appointments director and chief of staff for then-Governor
George Bush.

Similar to Mr. Walker, prior to his government service he had an
impressive career in the private sector as chief operating officer of
the Dallas Museum of Art, president of Horchow and Neiman
Marcus mail order divisions.

I would like to thank you both for being here. In the interest of
time, your full statements will be made a part of the record, and
I would ask that you limit your opening statements to 5 minutes.
Mr. Walker.

TESTIMONY OF HON. DAVID M. WALKER,! COMPTROLLER GEN-
ERAL OF THE UNITED STATES, U.S. GOVERNMENT ACCOUNT-
ABILITY OFFICE

Mr. WALKER. Chairman Coburn, Senator Carper, and Senator
Lautenberg, it is a pleasure to be back before you. Let me con-
gratulate you, Mr. Chairman, on your assuming this chairmanship.
I am very excited about the fact that you are very interested in
these issues. You have a lot of enthusiasm for them. I know that
Senator Carper and Senator Lautenberg and others do as well. So
I look forward to a long and mutually beneficial relationship on
issues of mutual interest and concern to the country.

I will provide an executive summary of my statement in the in-
terest of time.

This hearing is about the President’s Management Agenda, and
let me state for the record that we believe that this has been a very
positive initiative in the aggregate. The Administration’s imple-
mentation of the President’s Management Agenda has dem-
onstrated its commitment to improving Federal management and
performance. It has served to raise the visibility of key manage-
ment challenges, increased attention to achieving outcome-based
result, and reinforced the need for agencies to focus on making sus-
tained improvements in addressing longstanding problems, includ-
ing the items on GAO’s high-risk list. I might note that there is a
very strong correlation between the President’s Management Agen-
da and GAO’s high-risk list, and that is not an accident. In fact,
we worked together in a very constructive manner to make

1The prepared statement of Mr. Walker appears in the Appendix on page 27.
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progress on a whole range of fronts, not just limited to the high-
risk list but with a special emphasis on the high-risk list.

As was mentioned by Senator Akaka, 14 of 25 high-risk areas re-
late to the Department of Defense, directly or indirectly. DOD is
clearly the biggest major challenge that we have in the business
transformation effort in the Federal Government for any single
agency, and yet there are a number of challenges that span a num-
ber of agencies within the Federal Government. If I can, a few
words about each of the key areas on the President’s Management
Agenda.

First, financial management. In general, there has been improve-
ment with regard to financial management over the last several
years. We are continuing to see, as compared to several years ago,
a higher number of agencies that are receiving clean opinions in
their financial statements. There was an agreement early in the
Bush Administration between GAO, OMB, and the Treasury De-
partment to raise the bar on what is the standard for success in
financial management. It is not just a clean opinion. The standard
is also no major internal control weaknesses, no major compliance
problems, and timely, accurate and useful information to make in-
formed decisions on a day-to-day basis. While we have continued
to make progress with regard to clean opinions on the financial
statements, less than five of the agencies have met that entire list
of criteria, and DOD is the laggard for all of the Federal Govern-
ment with regard to financial management.

I might also note there has been an acceleration of the due date
of audited financial statements and related annual reports. Specifi-
cally, last year, by November 15, the agencies had to report and
then the consolidated financial statements were issued on Decem-
ber 15. That is 45 days after the end of the year for the agencies,
75 days after the end of the year for the Federal Government, a
very impressive improvement. At the same point in time, we did
see an increase in the number of agency statements that had to be
restated from the prior year, which reinforces the importance of
getting the systems and controls in place such that you can have
not only timely but reliable financial information.

With regard to the second area, eliminating improper payments,
you properly pointed out, Senator Carper, there were about $45 bil-
lion in improper payments for fiscal year 2004. That is probably
understated because there are still some agencies that have not re-
ported and there are others that are refining their methodology. It
is, however, important to note that improper payments do not nec-
essarily represent fraud, waste, and abuse. Some of those improper
payments may, in fact, have been bona fide items but there was
not a proper documentation at the time the payment was made,
and so not all of those represent fraud, waste, abuse, and mis-
management. But clearly it is an unacceptable number, and more
needs to be done in order to be able to get that number down.

With regard to the strategic management of human capital, as
Senator Lautenberg mentioned—I strongly agree that people are
the most valuable asset in a knowledge-based enterprise, especially
in a knowledge-based economy. For the most part, that is what the
government is and, therefore, it is important to recognize that re-
ality.



13

I would respectfully suggest more progress has been made in the
area of human capital in the last several years than in the last cou-
ple of decades, in large part not just efforts within the Executive
Branch, but also because of actions by the Congress.

But I would also agree it is not important just to give manage-
ment reasonable flexibility so we could modernize our human cap-
ital policies and procedures to recognize 21st Century realities.
There need to be adequate safeguards and controls to prevent
abuse, and proper implementation of these authorities. Doing this
at DOD and at DHS, is of critical importance. How you implement
human capital reform matters, and the process that you use is just
as important as the policy framework that you are employing.

Another initiative on the President’s management agenda is
budget and performance integration. The Program Assessment Rat-
ing Tool has strong conceptual merit. It is not perfect. No tool is
perfect. But the idea that you need to focus more on how to link
resources to results, how you can end up making agencies account-
able to focus on whether or not they are making a difference in the
lives of the American people, and whether or not they are gener-
ating a positive return on investment. This clearly has strong con-
ceptual merit.

Unfortunately, it has not yet been used to a great extent in de-
termining actual resource allocations, and in order for this tool to
have a real meaningful and lasting impact, it has got to translate
into budget proposal actions by the President—which it has to a
certain extent, and I am sure that Clay Johnson will talk about
that. However, it has to be used on Capitol Hill and incorporated
into Congressional decisionmaking in order to make a real and
lasting difference.

Chairman Coburn, as you know, and Senator Carper and Sen-
ator Lautenberg, because all of you have gotten a copy of the re-
port, “21st Century Challenges: Reexamining the Base of the Fed-
eral Government,” never before have we had such a compelling
need to understand what works and what does not work because
we are on an imprudent and unsustainable fiscal path. We need to
make some tough choices and we need to have solid facts in order
to be able to understand what is working and what is not.

The next initiative is e-Government, and I am about done, Mr.
Chairman. The Administration is focusing primarily on 25 OMB-
sponsored e-Government initiatives where progress is mixed, but it
is an area where additional progress is being made.

And last, for now, is the competitive sourcing issue. This is a
complex and controversial topic. I will say that the Administration
did issue a new A-76 regulation that, in large part, was consistent
with the recommendations of the Commercial Activities Panel,
which I chaired. I will also note that the Congress passed and we
have now operationalized the authority for agency tender officials
to appeal decisions under A-76 on behalf of employees to the GAO.
We look forward to executing that responsibility within the statu-
tory 100-day period.

Thank you very much, Mr. Chairman. I look forward to answer-
ing any questions you may have.

Senator COBURN. Thank you, General Walker. Mr. Johnson.
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TESTIMONY OF HON. CLAY JOHNSON III,'! DEPUTY DIRECTOR
FOR MANAGEMENT, OFFICE OF MANAGEMENT AND BUDGET

Mr. JOHNSON. Mr. Chairman, Senators Carper and Lautenberg,
I thank you for having me here today. The Federal Government is
working to ensure taxpayer dollars buy more and go farther every
year. The American taxpayers expect it, and if they do not expect
i({:,lthey should; and the Federal Government is showing that it can

eliver.

Agencies are better managed and achieving greater results. They
are managing their finances and investments more professionally
and efficiently. They are providing better service to the American
people. They are helping civilian employees be more effective and
successful, all as David Walker has pointed out.

I personally believe that more has been done in the last 4 years
to really change the way the Federal Government works than dur-
ing any comparable period in recent history. The Federal Govern-
ment has shown that it can change, and it is a good thing because,
as David Walker points out, we must change. We need to change.
There is much still to do, but we have already defined what we
want and can accomplish in the next few years, and we want to
be held accountable for doing it. I have submitted a longer state-
ment for official entry, and I refer you to that for an elaboration
on those points.

I look forward to your questions.

Senator COBURN. Thank you, Mr. Johnson.

I just want to advise members we have four votes starting at
3:45. And so what we will do is we will go through the questioning,
and if there is no objection—5 minutes apiece, and then we will
submit any questions that are left after that, if we might.

Let me start with you, Mr. Johnson. The President’s 2006 budget
proposal requested or proposed the termination of almost 100 Fed-
eral programs, which would reduce spending by $8.8 billion alone
in fiscal year 20006.

How did OMB put this list together? How did you determine
which programs were effective and ineffective? Why did the budget
propose maintaining or even increasing the budgets for some of the
programs that were rated ineffective? And how many of the pro-
grams proposed for termination have been on this list before?

Mr. JOHNSON. I think I have all of those points, but let me go
through and remind me if there is something I did not cover.

We start off evaluating programs with the premise that we want
programs to work. We are not engaging in a witch hunt by trying
to get rid of things. At some point, we conclude that we have ac-
complished what we want to accomplish or there is no way we can
make it work or there is someone—the private sector, a State, a
municipality—that is better prepared to do that work, and we rec-
ommend that the program be terminated or be reduced or be com-
bined with something else. But we start off with the premise that
we want programs to work, and we cannot figure out how to make
them work until we figure out what they are accomplishing now.
Are there management deficiencies? Are their definitions of success
accurate? Do they have good performance goals, and good output

1The prepared statement of Mr. Johnson appears in the Appendix on page 57.
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goals, good efficiency measures? Are they set up to succeed? Do
they have a chance to succeed? Is the enabling legislation perhaps
in need of some rethinking?

So that is the primary answer why some programs that are con-
sidered to be results not demonstrated or ineffective have not been
recommended for elimination or significant reductions, because our
first effort is to try to get them to work.

PART score is—again, someone commented, maybe you, Senator
Carper—there is nothing magical about the phrase PART or Pro-
gram Assessment Rating Tool, and there are 25 or 30 questions
that we ask, and there is nothing magical about the questions, al-
though the issues that they address, I think, are magical. Do you
have a clear definition of success? Do you have a clear definition
of at what cost do you want to achieve success? How are you per-
forming relative to your standards?

In a big percentage of the cases—by now it is 30 percent of all
the programs we have assessed—we cannot demonstrate that we
are producing a desired result, either because we cannot define the
desired result; we can define it but we do not know how to measure
it; or we know how to measure it, but we have not had the time
yet to collect the measurements to tell how we are performing.
Thirty percent. When we first started this program, it was 40 per-
cent or over 40 percent.

But the key is that we ask ourselves questions that get at what
we are doing, what are we accomplishing. We are spending the
money, but are we getting anything for it? And is what we are get-
ting for it satisfactory? And are we getting the money we spend
over here, a return on that investment compared with the spending
over here? And if it is lower than this, then might we want to re-
gonii‘()ler and put more money here and less money here and so
orth?

It gives us information that we would not otherwise have to have
a more intelligent, more results-oriented conversation about how
we are spending our money. And once we have spent it, it gives
program management more information and more targets about
how to spend that money to really make a difference.

Senator COBURN. So last year, you had these same programs
running. And in the President’s proposal last year for his budget,
how many programs did you recommend eliminating?

Mr. JOHNSON. Last year I think we recommended 50 or 60 pro-
grams be reduced significantly or eliminated.

Senator COBURN. How many did Congress reduce or eliminate?

Mr. JOHNSON. I don’t know, but it was less than 10.

Senator COBURN. But that is an important point for us to know.
Here we have management under measured guidelines saying this
is ineffective. Here is why it is not. Are those 40 or so that weren’t
eliminated or modified last year in this list again?

Mr. JOHNSON. Almost all of them.

Senator COBURN. So what we are saying is either your evalua-
tions of them are wrong or the political situation is such that we
don’t have the courage to address it. I mean, there is no question
there are politically popular programs that might not be effective
that we might duck in our responsibility to address. There is noth-
ing wrong with saying that. It is the real world up here, and we
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need to know that. And we need to talk about the ones that are
because we ought to be held accountable for it.

So how do you move us based on what you have put forward—
of course, part of the purpose of this hearing is to find out why cer-
tain programs are there and what they are or are not accom-
plishing. How do you move us? How do you get the information to
the members of this body and the House to make that happen?

Mr. JOHNSON. In the most general sense, we have to make per-
formance more important. We have to make performance good poli-
tics, for instance. We have to pay more attention to the perform-
ance information that we now have on programs that account for
more than half the budget. It is about 60 percent of the total
spending, and this year it will be 80 percent, and next year it will
be 100 percent.

So there is more discussion about performance now than there
was 2 or 3 years ago when there was very little PART information
and there was really no standard, performance information or con-
sistently derived performance information to refer to. So it is more
than there was before. But it is not enough.

For instance, we have plans and are working to produce a
website that will show the American people how their money is
being spent. Eventually all 1,200 programs or so that we have in
the Federal Government for which we spend all the money will be
available in lay terms for the average citizen to see what the pro-
gram is intended to do, how it is considered to be working, what
its goals are, how it is performing relative to those goals, how it
is performing relative to last year, and, most importantly, the plan
for improving performance next year.

The purpose of all this is to try to create in the Federal Govern-
ment a culture that we can and we should improve performance of
every program every year.

Senator COBURN. Thank you. Senator Carper.

Senator CARPER. Thanks, Mr. Chairman.

Mr. Chairman, I know you said the number, and I thought I
caught it, but what did you say the budget deficit was likely to be
for this fiscal year when you added in the emergency supple-
mental?

Senator COBURN. Six hundred forty billion dollars when you con-
sider the money we will take from Social Security and write an
I0OU. That does not include all the other funds out there that we
will take money and write IOUs for.

Senator CARPER. All right. The 100 programs that the Adminis-
tration I think had called for either downsizing or eliminating,
what was the annualized cost for those programs?

Mr. JoHNSON. I think it is $20-some-odd billion.
hSeOnator CARPER. I heard the number $8 billion earlier. What was
that?

Mr. JOHNSON. The 150 programs that we have recommended for
elimination and reduction, and I think the expenditure of that 150
is 20-some-odd, and maybe the eliminations is $8 billion.

I am sorry. We will get back to you with that information.

Senator CARPER. Whether it is $8 or $20 billion, with a budget
deficit of $600-some billion, if that is all we do, clearly it is not
enough, which I think reminds us that there is not just the domes-
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tic discretionary spending but there is defense spending, there is
entitlement programs, and there are revenues and whether or not
we are collecting the monies that are owed. And together I think
they all need to be part of reducing the budget deficit.

I was Governor of my State during the 1990’s so I was not fol-
lowing quite as closely what was going on down here, but I think
part of what happened, in order to enable us to actually balance
the budget and start running surpluses at the end of the last dec-
ade, one was that revenue growth was very strong, the economy
was very strong. And that is always helpful. But there was, I
think, a little bit of work done on both the discretionary spending
side and on the entitlement side, just a little on both sides. So it
takes some of all that, so have us keep that in mind.

I want to come back, if I could, to the issue of improper payments
for a little bit, if you will. And the number $45 billion is one that
I expressed, and I just want to come back. Is that an annual num-
ber? We believe that as much as $45 million in improper payments,
as you said, not fraudulent, maybe not totally wasteful payments,
but $45 billion in improper payments. Give us some example of
payments that may be improper, but we would say, well, that is
not fraudulent or that is not really wasteful, it is improper. Can
you give us some examples of that?

Mr. WALKER. Sure. The $45 billion, Senator, is annual, and that
is the fiscal year 2004 estimate from the agencies that have re-
ported so far.

Mr. JOHNSON. It is $40 billion too much and $5 billion too little,
so it is a net of $35 billion too much.

Senator CARPER. Oh, OK.

Mr. WALKER. Again, everybody has not reported yet, and many
agencies are still refining their methodologies. One example might
be where a payment was made, and it might have been a bona fide
payment, but they did not have all the supporting documentation
they should have had in order to make the payment.

Another example is where the program paid something twice,
and, by the way, under current law, if the Federal Government
does not pay promptly, it has to pay interest and in some cases
penalties. On the other hand, if a contractor is paid twice, not only
does the contractor not have to let us know that, but they do not
have to pay interest and there is no penalty even if they hold on
to the money for an extended period of time. We do not have a level
playing field there. So those would be two examples I would give
you on each side.

Senator CARPER. Just based on those two examples, is there
something that you would want to suggest to us that we do in re-
sponse to particularly that last situation?

Mr. WALKER. Well, I have suggested before that Congress might
want to try to take steps to create a more level playing field with
regard to overpayments. Specifically whether there should be some
notification requirement or whether under certain circumstances
interest should accrue and penalties should be imposed.

Now, in some cases, quite frankly, the government’s internal con-
trols are poor and its financial systems are so poor that the govern-
ment is part of the problem. On the other hand, if the contractor
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is aware of it, then it is something that needs to have additional
transparency, and we need to improve the related incentives.

Senator CARPER. OK. Well, we might want to explore that a bit
further with you, if we could.

One of the things that I think I heard you say, General Walker,
was that you started talking about this PART program, and I noted
it said not used fully, and that is as far as I got. But can you just
go back and complete that paragraph for us, please?

Mr. WALKER. First, I think it is important to have a method-
ology, and the Program Assessment Rating Tool is the Administra-
tion’s methodology for assessing the effectiveness of programs. I
think it is important that it apply to all major programs. Nothing
can really be off the table eventually, and we also need to take the
same concept with regard to the tax side, including tax preferences
at some point. Right now it is limited to the program side.

Once the assessment is made, then there has to be a point in
time where the President will then say, All right, based upon this
result, we are going to end up either cutting back, merging, or
eliminating programs, and that is what Mr. Johnson was talking
about. The Administration does not always do it the first time that
they have an ineffective result, but after a reasonable period of
time, they may make such a proposal.

But then what has to happen is it comes to the Congress, and
then the key question is: What does the Congress do with the infor-
mation?

Candidly, we are currently on an imprudent and unsustainable
fiscal path. The base of government, whether it be on the spending
side, mandatory or discretionary, or the tax side, is unsustainable.
One of the things that has to happen is a cultural change not just
within the Executive Branch, but also within the Legislative
Branch to understand that every dollar spent today on an item
that is not effective is a dollar we will not have in the future for
something that could be effective. And every additional dollar of
debt today is a tax increase for our kids and grandkids in the fu-
ture. That is where we are at. That is how bad our fiscal situation
is.
Senator CARPER. Would you describe that as a debt tax?

Mr. WALKER. Well, you do not pay taxes—I think the taxes will
come before somebody dies.

Senator CARPER. No. Debt, d-e-b-t.

Mr. WALKER. Oh, debt tax. I thought you said “death tax.” You
could call it that, Senator. I will give you credit for that.

Senator CARPER. Thank you so much.

Senator COBURN. Senator Lautenberg.

Senator LAUTENBERG. Thanks, Mr. Chairman. Again, we are for-
tunate to have two such distinguished witnesses here, and it is
hard for me to understand how two such intelligent and trained
people can be so wrong. But other than that, why: [Laughter.]

Mr. Chairman, you raised a question in your remarks before that
I think deserves some kind of a response, and that was in talking
about the deficit and what is happening. And I find it a little bit
mysterious to look at the low value of the dollar in trading places
and to see our trade deficits continue to expand. Why? We never
seem to get a satisfactory answer to that.
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And the other thing, Mr. Chairman, in fairness, lots of people
who have made their money in business, legitimate entrepreneurs,
etc., accumulated fortunes in some cases. Why, in this time of war,
was it necessary to reduce our revenues? I will never understand
that, and I am a beneficiary—no, I will not even describe it that
way—I am a recipient of the tax breaks? But in terms of the leg-
acy—Mr. Walker, you mentioned legacy—to our kids, I have got 10
grandchildren, and the best thing I can leave them is not more
money because money in a society that is disgruntled or worse, it
does not do any good. I would rather leave them a society that is
operating in harmony, where everybody has a chance, where life-
saving research can be conducted, and I do not have to meet with
parents and families of kids who have diabetes or cerebral palsy or
autism or other conditions. So when we look at our indebtedness,
I think we have to look at the whole picture, really including the
revenue side of things.

And I would ask either one of you, is the mantra that is being
followed here shrinking the size of government? Is that the prin-
cipal guidepost, a principal guidepost? Let me put it that way.

Mr. JOHNSON. No, sir, it is not. It is making the money we spend
work better.

Senator LAUTENBERG. Well, we will all agree to that, but do we
find that contractors in the case of competing assignments—I think
we had 12,000 of our positions were competed last year; 91 percent
of them, I understand, were won by Federal employees. Do they
lose their jobs because a private contractor—as we saw, by the
way, in the thousands who are employed as screeners at airports,
when we had terrible output by the employees of private contrac-
tors, still with problems but vastly improved from where they used
to be.

How much is due to private contractors being able to pay lower
wages or reduce benefits? Do we look at that side of things? Why
will someone do this job for less money? How do they get to do it?

Mr. WALKER. Well, Senator, several things. One, first I would say
that the management agenda from my standpoint is more about
improving economy, efficiency, effectiveness, and responsiveness
with regard to existing Federal programs.

With regard to competitive sourcing, you are correct in saying
that a majority of the A—76 competitions are won by Federal work-
ers. Even in circumstances where they are not, many times those
Federal workers are hired by the contractor who does win because
they have knowledge, skills, and experience that are of interest to
that contractor.

With regard to compensation, which you touch on, there can be
differences in compensation between the government and private
sector. Sometimes the private sector pays more, sometimes the gov-
ernment pays more than private sector for positions of similar
skills and knowledge. I have some directly relevant experience in
seeing that.

But one of the things that happens—as you know, having been
one of the founders of ADP—is through leveraging technology and
through improving processes, many times you can do more with
fewer people and at less cost. Therefore, a lot of the efficiencies
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happen through improving processes and leveraging technology
rather than necessarily solely based upon the people dimension.

Senator LAUTENBERG. Have you evaluated the morale of the peo-
ple who are part of the review process? Do we know what effects
it has on employee morale?

Mr. WALKER. We have not done a specific study on that, Senator.
I will tell you, there is absolutely no question that to the extent
that you are going through that exercise, it is a matter of concern
to employees; just as when you end up going to a market-based and
performance-oriented compensation system, that is also a matter of
concern to employees.

That does not necessarily mean you should not do it, but it comes
back to what I said before. How you do it, when you do it, on what
basis you do it matters. You need to make sure that you have ade-
quate communications and safeguards to maximize the chance of
success and minimize the possibility of abuse or counterproductive
consequences.

Senator LAUTENBERG. Mr. Walker, you always talk straight, and
I appreciate it.

Mr. Chairman, I think this is about the first time that we have
seen this country reduce taxes while we are at war, and that is also
a mystifying factor for me.

Thank you very much.

Senator COBURN. Thank you, Senator Lautenberg.

I would just put into the record that the Administration asked
for slashing of 65 Federal programs in their 2005 budget; 13 ended
up on the chopping block because they had received poor grades
from the Administration through the PART system. Of those 13
program, Congress eliminated one. Two of them they increased the
funding for, totally proven ineffective, not doing what they are sup-
%)osed to do. That is why I come back to the point that I made ear-
ier.

What you all do and what you all recommend, if we are not pay-
ing attention, if we are not exposing, if we are not making sure
that the members of this body understand where we are ineffective
and allow your processing, observational tools and management
tools to be used, then it will be for naught, because if there is no
action on the basis of assessment, there is no reason to do the as-
sessment and waste that money.

Let’s just take an example of one and, Mr. Johnson, maybe you
can help me: Safe and drug-free schools State grants. A really im-
portant thing to a lot of people. Personally, in Oklahoma when they
have been associated with those programs, but yet it comes up on
the block. Why is this State grant program listed as ineffective and
targeted for elimination? Can you tell me?

Mr. JOHNSON. I do not know the particulars of that program.

Senator COBURN. OK.

Mr. JOHNSON. PART should clarify what the weaknesses of the
program are, and I am sorry, but I do not have that program infor-
mation here in front of me.

Senator COBURN. Is part of the problem with some of the pro-
grams that Congress does not define further down what they want
to achieve out of the program? Is part of our problem when we
have an idea that is there to assist citizens of this country, we put
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the idea out but we do not define it in a clear enough and concise
way so that the agencies can carry out the intent of Congress?

Mr. JOHNSON. That is some of the problem where they define it
maybe in terms of outputs instead of outcomes.

Another part of the problem is they do not build enough account-
ability measures into the program. A lot of our money is spent,
whether we give it to States or nonprofit organizations or what-
ever, to do the work locally, and we do not hold them accountable
for getting something in return for the money.

Senator COBURN. In other words, no oversight?

Mr. JOHNSON. Well, there is oversight but just no accountability.
We need to have oversight within the agencies, and Congress needs
to have oversight of the Executive Branch. But then we need to
have the ability—rules need to allow us, laws that authorize and
the money appropriated for the programs need to allow us to hold
local entities accountable for this. CDBG, for instance, is much
talked about now as part of the Strengthening America’s Commu-
nities Initiative. We generally allow municipalities to do pretty
much whatever they want to with that money. We do not insist
that money be used for creating economic vitality in low-income
areas where there would not be economic vitality otherwise. That
is why we are proposing that be changed.

Mr. WALKER. Senator, can I comment on that?

Senator COBURN. Sure.

Mr. WALKER. Senator, I think over many years the tendency is,
if you give more money to it or if you provide an additional tax
preference, the assumption is that you are going to have a positive
impact. That is an invalid assumption. There is a need to engage
in a much more disciplined, fundamental, and periodic review not
just on the spending side, but also on the tax preference side and
the regulatory side about what is working and what is not working
with regard to the base.

In many cases there is a need to have more transparency over
what kinds of activities are going on right now. I mean, you articu-
lated numbers, but those are probably not widely known, and so
there needs to be more transparency in order to facilitate more ac-
countability both within the Executive Branch as well as within
the Legislative Branch.

Senator COBURN. Let me spend a minute. OMB has a scorecard
rating system, and the scorecard issued December 31, 2004. Of the
24 major department agencies listed, OMB received the highest
number of failing grades. Out of all these agencies listed, OMB got
the highest number of failing grades, and I want to give you a
chance to talk with us about that. What is the current status of
OMB getting its house in order? If you are going to be assessing
people, you have got to assess yourself. And when you have the
poorest performance based on the number of grades, it is going to
question some people’s right for you to assess them. Talk with us
about that, if you would.

Mr. JOHNSON. And I am assuming here that the adage of “Do as
we say not as we do” won’t cut it?

Senator COBURN. No, I don’t think that is going to cut it.

Mr. JoHNSON. OK. The most difficult part of the bad grades are
that—we measure both progress and status. Progress means did
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the agency do what they said they are going to do in the last quar-
ter. We had last quarter three red scores, so in three out of five
cases we did not do what we said we were going to do. There is
no excuse for that. There were nine in the entire Federal Govern-
ment. This next quarter, I am reasonably certain that OMB will
have no red scores in progress.

So, Director Bolton has made it very clear: Red progress scores
are unacceptable. He talked to the operating people at OMB, and
we will do as we say we are going to do.

On the progress scores, I think we have a non-red score in the
human capital initiative. In the competitive sourcing initiative, we
will move off red in competitive sourcing because we have done a
study in the budget performance integration. We will move soon off
red on budget performance integration because we have a strategic
plan now, which was something we said we were going to do which
we had not done.

In some areas like IT and financial management, there is a little
complication in that we are tied to the Executive Office of the
President, and it is hard to audit a separate part of the Executive
Office of the President.

Senator COBURN. But you would admit that is an important area,
the Executive Office of the President? If he is going to lead this Na-
tion, he ought to be audited and they ought to be efficient and they
ought to be doing the same things that everybody else in the gov-
ernment is doing.

Mr. JOHNSON. Yes, the auditing of the Executive Office of the
President is important. I don’t know about the history of that. Gen-
eral Walker could probably talk to that but, yes, we should be held
accountable.

Senator COBURN. Well, it is interesting. Here is the little score-
card that we have in our packet, and I think have you seen this
as well. DOD, Defense, has two reds and three yellows. OMB has
four reds and a yellow. The Corps of Engineers, which I find tre-
mendously wasteful in this country in terms of what I have seen
they have done in my own State, four reds and one yellow, which
means they are not—what this really says is they are not managed
well. Right?

Mr. JOHNSON. They have opportunities to manage better.

Senator COBURN. Well, you can look at it that way. If we were
doing it in a profit scenario in the private sector, some heads would
roll in terms of management decisions, and so I wanted to give you
a chance to answer that because that is going to be in this, and
we need to see—and I guess I would like a commitment from you
to hear from you, I would like to hear directly back to our Sub-
committee, to Senator Carper and myself, what your performance
rating is when you turn the next corner and send that back to——

Mr. JoHNSON. For OMB.

Senator COBURN. Yes, sir.

Mr. JOHNSON. All right.

Senator COBURN. Send that back to us. Senator Carper.

Mr. JOHNSON. Can I make one comment on the scores?

Senator COBURN. Sure.

Mr. JOHNSON. In the fall of 2001, when the scorecard was first
utilized—and there are 130 scores there, 5 initiatives, 26 agen-
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cies—110 of them were red, bright red. Right now 40 are red, 40
are green, roughly, and 50 are yellow. The average agency now is
yellow. The average agency 32 years ago was red. And if you look
in detail at what it takes to be yellow, it is a very different place.
It is a very different place to be served by. It is a very different
place to work. So OMB has not moved as the Federal Government
in general has, but overall the Federal Government is a very dif-
ferent place, fiscally and as a place to work, than it was 4 years
ago, and it will be better still 4 years from now.

Senator COBURN. I do not mean to demean your progress.

Mr. JOHNSON. I know.

Senator COBURN. And that is not my intention. I would note for
the record that the worst-performing agency is the Smithsonian,
and that is something—although not a great big agency, every
agency ought to be held accountable to the same standards of per-
formance and review and evaluation of their stated goals, with the
efficiency with which they get there.

Senator Carper.

Senator CARPER. Thanks, Mr. Chairman. I want to return, Mr.
Chairman, to this notion of improper payments, and I understand,
if T have got this right, $40 billion maybe of overpayments, $5 bil-
lion of underpayments, for a net of about $35 billion.

My first thought is if we could just somehow cut that in half, in-
stead of having maybe $35 billion in bad payments, we had $17 or
$18 billion, that would actually come pretty close to being equal to
all the those programs that the Administration had proposed that
we downsize or eliminate.

N %r. JOHNSON. Our goal is to eliminate them, not to cut them in
alf.

Senator CARPER. Good. What further steps do the Chairman here
and myself and Members of this Subcommittee, Members of the
Senate, what do we need to do to enable you to do that?

Mr. JOHNSON. It varies by program. One thing General Walker
talked about is how we are an information economy and an infor-
mation organization, so you have this person that is making the de-
cision about is this person unemployed, is this person eligible for
this payment or that payment. And the way to help that person de-
cide accurately whether the person is eligible or not is to give them
the information they need.

So one of the things we have worked with you on, and in a couple
of cases successfully, is getting permission to get employment infor-
mation before someone over here who is making unemployment
compensation determinations or income information from over here
in front of someone who is making a determination about student
loan eligibility.

So there are obviously concerns about privacy we have to be very
sensitive about, but Congress has made it possible to provide infor-
mation from one part of the government to the other part of the
government to help us be more intelligent about these kinds of sit-
uations. There will be other situations like that, and in the future,
openness to that and understanding the dollar impact of this and
understanding and demanding that all the necessary steps be
taken to protect people’s privacy, but at the same time make this
information available to help us reduce these costs.
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But again, the need is different for each program. There are
about seven programs through which 90 percent of these improper
payments are made. And, again, the decision to be made, the eligi-
bility decision, is different for each one of them.

Senator CARPER. Any idea if any of those are out of the Depart-
ment of Defense or some other particular agency, or are they across
the government? Are some of them in the defense programs as well
as nondefense?

Mr. WALKER. There would be some defense programs to consider.
For example, you talk about both sides of the ledger. Part of the
issue that Clay Johnson just talked about is data sharing so you
can do data matching. One aspect is to ensure that you are only
paying payments to people who are entitled to the payment. I
would argue that since it is taxpayer money, while you have to be
concerned with privacy in some circumstances, the taxpayers have
a need to know and a right to know and the agencies that are re-
sponsible for administering those programs should be able to do
reasonable data sharing and data matching to make sure the tax-
payer money is not abused.

On the revenue side, one example would be, in cases where con-
tractors may be delinquent on their taxes. There needs to be more
visibility over who we are paying tremendous taxpayer money to
for contracts at the same point in time they are delinquent on their
Federal income taxes? That is another example of where data shar-
ing and data matching needs to happen.

Senator CARPER. I don’t know if it is appropriate to ask for the
record, Mr. Chairman, but, Mr. Johnson, is it possible for OMB to
share with us on the Subcommittee an example of the $45 billion
or the $40 billion in overpayments, or maybe just share with us by
agency what they are?

Mr. JOHNSON. Yes.

Senator CARPER. Could you do that, if you would, please.

Mr. JOHNSON. Sure.

Senator CARPER. And let me just ask also for the record—if both
of you could do that, I would appreciate it—if you could just submit
for the record some specific steps that we ought to be taking to em-
power you to go after, as you suggest, all of those improper pay-
ments, that would be great.

Let me change focus, if you could a little bit, Mr. Chairman, and
to our guests, and I want us to focus a little bit on financial state-
ments, the annual financial statements that are being submitted.
I am wondering what benefits, if any, do agencies derive by turning
in their annual financial statements earlier or on time? The
quicker turnaround on these statements, does it lead to more er-
rors? Does it lead to inaccurate data? Or are we just getting more
timely, accurate data than maybe was the case before?

Mr. JOHNSON. Let me give you the high-level view and then for
a more detailed answer give it to General Walker.

Senator CARPER. What if he wants to give the high-level view?

Mr. JOHNSON. That is why I want to jump in here and go first.
[Laughter.]

I was afraid you were going to ask.

It requires a tremendous amount of discipline, day-in and day-
out financial management discipline throughout the year, so that
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at the end of the year you can publish your audited financial state-
ments in 45 days. If you have 5 months, you really don’t need that
day-in and day-out discipline. So the key to publishing it is what
kind of day-in and day-out discipline it demands of the agencies.
And everybody just has to account for their money day in and day
out better in order to publish audited financial statements in 45
days. Now, that is the high-level view.

Senator CARPER. How about that low-level view, Mr. Walker?

Mr. WALKER. Well, a couple of comments.

Within the last couple of weeks, I have asked virtually every
group that I have spoken to, how many of you have read the finan-
cial statements of the U.S. Government? Less than a handful, and
it involved hundreds of people.

Part of the problem is that we do not have enough people focused
on the annual performance and accountability reports of the Fed-
eral Government to understand what our true financial condition—
fiscal imbalance is—and what kind of results are being delivered
with the resources and authorities agencies have.

But with regard to the issue directly at hand, I believe Clay
Johnson is right in saying that one of the problems that we had
before was by giving agencies 5 months to be able to publish au-
dited financial statements, what was happening was many of them
were doing little to nothing during the year; they were waiting
until at or after the end of the year, spending a lot of time and
money re-creating records, and basically trying to engage in a
range of heroic activities that cost a lot of money, that took a lot
of time in order to publish financial statements.

So by accelerating the date, it reinforces the importance of hav-
ing the right kind of controls and the right kind of systems in place
so you can provide timely, accurate, and useful information on a
day-to-day basis. Why, because you do not have enough time in 45
days to be able to re-create the books, engage in those heroic ef-
forts, and have a prayer of getting a clean opinion on your financial
statement.

So it is really a means to an end rather than an end in and of
itself. Nonetheless, as Chairman Coburn said, last year we had a
$567 billion budget deficit. This year it is going to be over $600 bil-
lion. Most people do not know that. You cannot change something
until you know about it and agree that it is something that needs
to be changed.

Senator COBURN. I think the important point is that is a tool
with which to make decisions to run your agency every day, and
if you do not have the numbers evaluating your agency, you really
are just running it by the seat of your pants. And so putting ac-
counting and financial controls into running the government makes
them better, and we do that in every other area that is competitive
in this country, and we ought to be doing in the government.

I also wanted to make a couple other points, and I know we are
going to have to go for a vote, and I want to thank each of you for
being here.

The competitive bidding process is not designed to get the gov-
ernment out of the business. One of the best benefits of it is it
makes the government more efficient because they know they are
going to have to competitively bid. And when they know that—and
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one of the things I want to talk to Senator Carper about is we have
great response in terms of the VA regional medical office. When
they let employees start really participating in making decisions to
run it, what we have seen is throughput and productivity skyrocket
within the VA regional medical offices off the model that was start-
ed in my home town at the VA regional Office in Muskogee, Okla-
homa. And it has grown throughout the system, throughout the
country.

But one of the parts of good management is allowing information
to flow up, and once our Federal managers really start learning
that, what they are going to find is they are going to find all sorts
of ideas on how we become more efficient, we accomplish our tasks,
and do it more efficiently.

I would like for you all to agree—we will have some additional
questions that we would like it put in writing to you, if we may,
Senator Carper and myself and other Members of the Sub-
committee. If you would answer those in a timely fashion, we
would appreciate it.

Senator CARPER. One last question for you, Mr. Chairman. What
was your home town?

Senator COBURN. Muskogee, Oklahoma.

Senator CARPER. So you are an Okie from Muskogee.

Senator COBURN. I am an OB from Muskogee. [Laughter.]

Mr. JOHNSON. But you forget, he does not like acronyms. [Laugh-
ter.]

Senator COBURN. I would remind you this is T.C.-squared.

Thank you all very much for being here.

[Whereupon, at 3:50 p.m., the Subcommittee was adjourned.]
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Assessing the President’s Management
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What GAO Found

The administration’s implementation of the PMA has been a very positive
initiative. It has served to raise the visibility of key management challenges,
increased attention to achieving outcome-based results, and reinforced the
need for agencies to focus on making sustained improvements in addressing
long-standing management problems, including items on GAO’s high-risk list.
Our work shows that agencies have made progress in the areas covered by
the PMA, and the Office of Management and Budget (OMB) has indicated it
will continue to focus on high-risk areas during the President’s second term.
Importantly, OMB needs to place additional attention on the Department of
Defense’s (DOD) many high-risk areas and overall business transformation
efforts. While considerable progress has been made in connection with PMA
issues, a number of significant challenges remain.

« Inthe area of financial performance, the PMA recognizes the importance
of timely, accurate and useful financial information and sound internal
control. Agencies made significant progress in meeting accelerated financial
statement reporting deadlines, and OMB has refocused attention on
improving internal controls. However, agencies face several challenges—
improvement lags on financial management reforms, especially at DOD
which must overhaul its financial management and business operations.

e The PMA established a separate initiative for improper payments to
ensure that agency managers are held accountable for meeting the goals of
the Improper Payments Information Act of 2002. Effective implementation
of this Act will be an important step toward addressing this area, which
involves tens of billions of dollars.

« The PMA recognizes that people are an important organizational asset.
A governmentwide framework for advancing human capital reform is needed
to avoid further fragmentation within the civil service, ensure management
fexibility as appropriate, allow a reasonable degree of consistency, provide
adequate safeguards within the overall civilian workforce, and help maintain
a level playing field among federal agencies competing for talent.

o The initiative to integrate management and performance issues with
budgeting is critical for progress in government performance and
management. OMB's Program Assessment Rating Tool (PART) is designed
to use results-oriented information to assess programs in the budget
formulation process. However, more should be done to assess how each
program fits within the broad portfolio of tools and strategies used to
accomplish federal missions.

« Many e-government initiatives are showing tangible results. However,
the government continues to face challenges, such as establishing a federal
enterprise architecture intended to provide a framework to guide agencies’
enterprise architectures and investments.

« The inclusion of real property asset management on the PMA, an
executive order, and agencies’ actions are all positive steps in an area that
had been neglected for years. However, the underlying conditions—such as
excess and deteriorating properties—continue to exist. More needs to be
done in areas such as improving cavilal planning among agdencies.
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Mr. Chairman and Members of the Subcommittee:

1 am pleased to be here today to discuss the President's Management
Agenda (PMA), which has been a very positive initiative. The
administration’s implementation of the PMA has demonstrated its
commitment to improving federal management and performance. It has
served to raise the visibility of key management challenges, increased
attention to achieving outcome-based results, and reinforced the need for
agencies to focus on making sustained improvements in addressing long-
standing problems, including items on GAO’s high-risk list." I believe the
concept of using red, yellow, and green stoplights both to indicate
agencies’ status and focus on progress made is an innovative approach. By
calling attention to successes and needed improvements, the focus that
PMA and the scorecards bring is certainly a step in the right direction, and
our work shows that progress has been made in a number of important
areas over the last several years. Imaportantly, OMB needs to place
additional attention on the Department of Defense’s many high-risk areas
and business transformation efforts.

Significant challenges remain particularly at the Department of Defense
(DOD), where 14 of the 25 high-risk areas exist. GAO identifies areas that
are at high risk due to their greater vulnerabilities to fraud, waste, abuse,
and mismanagerent as well as the need for broad based transformations
to address major economy, efficiency, or effectiveness challenges. DOD’s
current and historical approach to business transformation has not proven
effective in achieving meaningful and sustainable progress, and change is
necessary in order to expedite a broad-based transformation. For years,
we have reported on inefficiencies and the lack of adequate transparency
and appropriate accountability across DOD’s major business areas,
resulting in billions of dollars of wasted resources annually. DOD has not
taken the steps it needs to take to overhaul its financial management and
related business operations.

The Bush Admiinistration has looked to our high-risk program to help
shape various governmentwide initiatives, including the PMA, which has at
its base many of the areas we had previously designated as high risk. To its
credit, the Office of Management and Budget (OMB) has worked closely
with a number of agencies that have high-risk issues, in many cases
establishing action plans and milestones for agencies to complete needed

! GAO, High-Risk Series: An Update (GAO-05-207, January 2005).
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actions to address areas that we have designated as high risk. In this
regard, Clay Johnson, OMB’s Deputy Director for Management, recently
reaffirmed the Bush Administration’s desire to refocus on GAO's high-risk
list in order to make as much progress as possible in the President’s
second term. This is very encouraging. OMB will need to be engaged
seriously on a sustained basis to make progress on a range of challenges
that are costing taxpayers billions of dollars each year. Continued
oversight by the Congress will also be key, and in the case of some areas,
legislative actions will be needed.

In the PMA, the President has identified five governmentwide initiatives
that are interrelated and support each other—improved financial
performance, strategic management of human capital, budget and
performance integration, electronic government, and competitive
sourcing. The PMA also includes program initiatives on eliminating
improper payments and real property asset management. Today, as agreed
with the subcommiittee, my statement will focus on the progress made in
these five governmentwide and the two program initiatives in PMA and the
next steps our work shows will be key to effectively enhance the
management and performance of the federal government. I will also
highlight the importance of congressional oversight in continuing to
provide the attention needed to improve management and performance
across the federal government and ensure accountability. This testimony
draws upon our wide-ranging work on federal management and
transformation issues, including analysis of PMA initiatives and the
President’s 2006 Budget of the U.S Government. We conducted our work
in accordance with generally accepted government auditing standards.

Improved Financial
Performance

The PMA initiative to improve financial performance is aimed at ensuring
that federal financial systems produce accurate and timely information to
support operating, budget, and policy decisions. It focuses on key issues
such as data reliability, clean financial statement audit opinions, and
effective internal control and financial management systems. Our work in
these areas over a number of years demonstrates the importance of the
improvement efforts that are underway. The Congress enacted a number
of statutory reforms during the 1990s in the area of financial management.
Although progress has been made under the PMA, the federal government
is a long way from successfully implementing these reforms.

Reliable information, including cost data, is critical for effective

performance measurement to support program management decisions in
areas ranging from program efficiency and effectiveness to sourcing and
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contract management. For effective management, this information must
not only be timely and reliable, but also both useful and used. Under this
PMA initiative, agencies are expected to implement integrated financial
and performance management systems that routinely produce inforration
that is (1) timely—to measure and affect performance immediately, (2)
useful—to make more informed operational and investing decisions, and
(3) reliable—to ensure consistent and comparable trend analysis over time
and to facilitate better performance measurement and decision making.
Producing timely, useful, and reliable information is critical for achieving
the goals that the Congress established in the Chief Financial Officers
(CFO) Act of 1990 and other federal financial management reform
legislation.

The executive branch management scorecard for the financial
performance area not only recognizes the importance of achieving an
unqualified or “clean” opinion from auditors on financial statements, but
also focuses on the fundamental and systemic issues that must be
addressed in order to routinely generate timely, accurate, and useful
financial information and provide sound internal control and effective
compliance systems, which represents the end goal of the CFO Act.®

For fiscal year 2004, OMB accelerated agencies’ financial statement
reporting date to November 15, 2004, as compared with January 30, 2004,
for fiscal year 2003. Twenty-two of twenty-three CFO Act agencies were
able to issue their fiscal year 2004 financial statements by the accelerated
reporting date, a significant improvement in the timeliness of these
statements. Eighteen of these agencies were able to attain unqualified
audit opinions on their financial statements, At the same time, the growing
number of CFO Act agencies that restated certain of their financial
statements for fiscal year 2003 to correct errors emerged as an issue of
concern that merits close scrutiny. Eleven of the twenty-three CFO Act
agencies fell into this category in fiscal year 2004, as compared with at
least five CFO Act agencies that had restatements of prior year financial
statements in fiscal year 2003. Frequent restatements to correct errors can
undermine public trust and confidence in both the entity and all
responsible parties.

The scorecard also measures whether agencies have any material internal
control weaknesses or material noncompliance with laws and regulations,

31 US.C. §§ 901-903.
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and whether agencies meet Federal Financial Management Improvement
Act (FFMIA) of 1996 requirements.’ As stated in the PMA, without sound
internal controls and accurate and timely financial information, it will not
be possible to accomplish the President’s agenda to secure the best
performance and highest measure of accountability for the American
people.

Reinforcing the PMA’s emphasis on effective internal controls, OMB
revised Circular A-123, Management's Responsibility for Internal Control
in December, 2004. These revisions recognize that effective internal
control is critical to irnproving federal agencies’ effectiveness and
accountability and to achieving the goals that the Congress established in
1950 and reaffirmed in 1982 with passage of the Federal Managers’
Financial Integrity Act (FMFIA).* The Circular correctly recognizes that
instead of considering internal conirol as an isolated management tool,
agencies should integrate their efforts to meet the FMFIA requirements
with other efforts to improve effectiveness and accountability. Internal
control should be an integral part of the entire cycle of planning,
budgeting, management, accounting, and auditing. It should support the
effectiveness and the integrity of every step of the process and provide
continual feedback to management.

We support OMB'’s efforts to revitalize FMFIA, particularly the principles-
based approach in the revised Circular A-123 for establishing and
reporting on internal control that should increase accountability. This
approach provides a floor for expected behavior, rather than a ceiling, and
by its nature, calls for greater judgraent on the part of those applying the
principles. Accordingly, clear articulation of objectives, the criteria for
measuring whether the objectives have been successfully achieved and the
rigor with which these criteria are applied will be critical. Providing
agencies with supplemental guidance and implementation tools, which
OMB and the CFO Council are developing, is particularly important in light
of the varying levels of maturity in internal control across government as
well as the divergence in implementation of a principles-based approach
that is typically found across entities with varying capabilities.

A challenge of great complexity that many agencies face is ensuring that
underlying financial management processes, procedures, and information

3 Public Law 104-208, §§ 801-808, September 30, 1996.
131 US.C. §§ 1113, 3512.
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systems are in place for effective program management. Agencies need to
take steps to (1) continuously improve internal controls and underlying
financial and management information systems to ensure that managers
and other decision makers have reliable, timely, and useful financial
information to ensure accountability; (2) measure, control, and manage
costs; (3) manage for results; and (4) make timely and fully informed
decisions about allocating limited resources. Meeting FFMIA requirements
presents long-standing, significant challenges that will only be met through
time, investment, and sustained emphasis on correcting deficiencies in
federal financial management systems. The widespread systems problems
facing the federal government need sustained management commitroent at
the highest levels of government to ensure that these needed
modernizations come to fruition. PMA provides the visibility needed for
sustaining these efforts.

Much work remains to be done across government to improve financial
performance, as shown by the Decerber 2004 scorecards. Of the 23 CFO
Act agencies that OMB scored, 15 were rated red for financial
performance. This is not surprising, considering the well-recognized need
to transform financial management and other business processes at
agencies such as the Department of Defense (DOD), the results of our
analyses under FFMIA, the various financial management operations we
have designated as high risk, and known long-standing material
weaknesses. Seven agencies improved their scores to green from the
initial baseline evaluation for financial performance which was as of
September 30, 2001; however, several agencies’ scores declined, reflecting
increased challenges. Overhauling financial management represents a
challenge that goes far beyond financial accounting to the very fiber of an
agency’s business operations and management culture, particularly at
agencies with longstanding problems, such as DOD. For the new
Department of Homeland Security (DHS), establishing sound financial
management is a critical success factor.

In the area of financial performance, the federal government is a long way
from successfully implementing needed financial management reforms.
Widespread financial management systern weaknesses, poor
recordkeeping and documentation, weak internal controls, and the lack of
information have prevented the federal government from having the cost
information it needs to effectively and efficiently manage operations
through measuring the full cost and financial performance of programs
and accurately reporting a large portion of its assets, liabilities, and costs.
The government’s ability to adequately safeguard significant assets has
been impaired by these conditions.
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Across government, there is a range of financial management
improvement initiatives under way that, if effectively implemented, will
improve the quality of the government’s financial management and
reporting. Federal agencies have started to make progress in their efforts
to modernize their financial managerment systems and improve financial
management performance as called for in PMA. However, until these
challenges are adequately addressed, they will continue to present a
number of adverse implications for the federal government and the
taxpayers. At the same time, the need for timely, reliable, and useful
financial and performance information is greater than ever. Our nation’s
large and growing long-term fiscal imbalance, which is driven largely by
known demographic trends and rising health care costs, coupled with new
homeland security and defense commitments and the recent downward
trend in revenue as a share of gross domestic product, serves to sharpen
the need to fundamentally review and re-examine the base of federal
entitlement, discretionary, and other spending and tax policies, Clearly,
tough choices will be required to address the resulting structural
imbalance.

Eliminating Improper
Payments

Improper payments are a longstanding, widespread, and significant
problem in the federal government. The Congress enacted the Improper
Payments Information Act (IPIA) of 2002 to address this issue of improper
payments.” The separate improper payments PMA program initiative began
in the first quarter of fiscal year 2005. Previously, agency efforts related to
improper payments were tracked along with other financial management
activities as part of the Improved Financial Performance initiative. The
objective of establishing a separate initiative for improper payments was
to ensure that agency managers are held accountable for meeting the goals
of the IPIA and are therefore dedicating the necessary attention and
resources to meeting IPIA requirements.

Across the federal government, improper payments occur in a variety of
programs and activities, including those related to health care, contract
management, federal financial assistance, and tax refunds. Improper
payments include inadvertent errors, such as duplicate payments and
miscalculations, payments for unsupported or inadequately supported
claims, payments for services not rendered, payments to ineligible
beneficiaries, and payments resulting from fraud and abuse by program

®31 U.S.C. § 3321 note.
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participants and/or federal employees. Many improper payments occur in
federal programs that are administered by entities other than the federal
government, such as states, municipalities, and intermediaries such as
insurance companies. Generally, improper payments result from a lack of
or an inadequate system of internal control, but some result from program
design issues.

Federal agencies’ estimates of improper payments based on available
information for fiscal year 2004 exceeded $45 billion. This estimate could
increase significantly over the next several years as agencies become more
effective at estimating and reporting improper payment amounts for
programs and activities that are susceptible to significant improper
payments. Of the 15 agencies identified for this PMA initiative, no agencies
were rated green and 10 were rated red in the first scores for this initiative
as of December 31, 2004.

These results are consistent with our previous work both agencywide and
in specific program areas. For example, our preliminary reviews of 29
federal agencies’ fiscal year 2004 PARs suggest that a number of agencies
were not well positioned to meet the reporting requirements of IPIA.
Additionally, improper payments for specific programs have been
identified as a high-risk area. For example, the Centers for Medicare &
Medicaid Services has made improvements in assessing the level of
irnproper payments, collecting overpayments from providers, and building
the foundation for modernizing its information technology. Nevertheless,
much work remains to be done given the magnitude of its challenges in
safeguarding program payments. This includes more effectively overseeing
Medicare’s claims administration contractors, managing the agency’s
information technology initiatives, and strengthening financial
ranagerment processes across multiple contractors and agency units. In
light of these challenges and the program’s size and fiscal significance,
Medicare remains on our list of high-risk programs. For Medicaid, an
estimate of improper payments was not reported for fiscal year 2004.

Our prior work has demonstrated that attacking improper payments
requires a strategy appropriate to the organization and its particular risks.
We have found that entities using successful strategies to help address
their improper payments shared a common focus of improving the internal
control systemn—the first line of defense in safeguarding assets and
preventing and detecting errors and fraud. As discussed in the Comptroller
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General's Standards for Internal Control in the Federal Government,” the
components of any control system are:

control environment—creating a culture of accountability,

risk assessment—performing analyses of program operations to determine
if risks exist,

control activities—taking actions to address identified risk areas,
information and communications—using and sharing relevant, reliable,
and timely information, and

monitoring—tracking improvement initiatives and identifying additional
actions needed to further improve program efficiency and effectiveness.

Effective implementation of the IPIA will be an important step towards
addressing the longstanding, significant issue of improper payments. OMB
has an irnportant role, and we support their efforts to call attention to this
issue. Fiscal year 2004 represents the first year that federal agencies were
required to report improper payment information required by the IPIA in
their Performance and Accountability Reports (PAR). IPIA raised
improper payments to a new level of importance by requiring federal
agencies to annually review all programs and activities and identify those
that may be susceptible to significant improper payments. Federal
agencies are required to estimate the annual amount of improper
payments for those programs and activities identified as susceptible to
significant improper payments. The law further requires federal agencies
to report to the Congress the improper payment estimates and information
on the actions the agency is taking to reduce the improper payments. OMB
implementation guidance required that estimates and, if applicable, the
corrective action report, be included in federal agencies’ PARs beginning
with fiscal year 2004."

OMB’s guidance addresses the specific reporting requirements called for
in the act and lays out the general steps agencies are to perform to meet
those requirements. The guidance defines key terms used in the law, such
as programs and activities, and offers criterion that clarify the meaning of
the term significant improper payments. It requires that agencies use
statistical sampling when estimating improper payments and sets
statistical sampling confidence and precision levels for estimation
purposes. It also requires that agencies report the results of their improper

9 GAO/AIMD-00-21.3.1 (Washington, D.C.: November 1999).
" OMB Memorandura M-03-13, May 21, 2003.
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payment activities in their annual PAR. The ultimate success of the
legislation and the PMA initiative hinges on each agency’s diligence and
commitment in identifying, estimating, determining the causes of, taking
corrective actions, and measuring progress in reducing all improper
payments. Designating this area as a separate program initiative under the
PMA, will bring visibility to this problem that we hope will lead to action
and further progress.

Strategic Human
Capital Management

The PMA recognizes that people are an important organizational asset to
an agency. Under the PMA, agencies are to implement a comprehensive
human capital plan that aligns with agency mission and goals.
Considerable progress has been made in strategic human capital
management since we designated it as high risk in 2001.° For example,
OMB recently reported that agencies are making improvements in
addressing key human capital challenges. Nevertheless, ample
opportunities exist for agencies to improve their strategic human capitat
management to achieve results and respond to current and emerging
challenges. Specifically, agencies continue to face challenges in four key
areas:

Leadership: Agencies need sustained leadership to provide the focused
attention essential to completing multiyear transformations.

Strategic Human Capital Planning: Agencies need effective strategic
workforce plans to identify and focus their human capital investments on
the long-term issues that best contribute to results.

Acquiring, Developing, and Retaining Talent: Agencies need to continue to
create effective hiring processes and use flexibilities and incentives to
retain critical talent and reshape their workforces.

Results-Oriented Organizational Cultures: Agencies need to reform their
performance management systems so that pay and awards are linked to
performance and organizational results.

Going forward, federal agencies need to develop and effectively
implement the human capital approaches that best meet their needs,
resources, context, and authorities. While these approaches will depend
on each organization's specific situation, leading public sector
organizations build an infrastructure that at a minimurm, includes (1) a

‘RGAO, High-Risk Sertes: An Update (GAO-01-263, January 2001).
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human capital planning process that integrates the agency’s human capital
policies, strategies, and programs with its program goals, mission, and
desired outcomes; (2) the capabilities to effectively develop and
implement a hew human capital system; and importantly, (3) the existence
of a modern, effective, and credible performance management system that
includes adequate safeguards (such as reviews and appeal processes) to
ensure fair, effective, non-discriminatory, and credible implementation of
the new system. OQur observations follow.

Conducting strategic human capital planning: Such planning aligns human
capital programs with programmatic goals and develops strategies to
acquire, develop, and retain staff to achieve these goals.’ As part of the
PMA, agencies are to implement a workforce planning system to identify
and address gaps in mission critical occupations and competencies and
develop succession strategies.

Agencies are experiencing significant challenges to deploying the right
skills, in the right places, at the right time in the wake of extensive
downsizing during the early 1990s that was done largely without sufficient
consideration of the strategic consequences. Agencies are also facing a
growing number of employees who are eligible for retirement and are
finding it difficult to fill certain mission-critical jobs, a situation that could
significantly drain agencies’ institutional knowledge. For example, the
achievement of DOD’s mission is dependent in large part on the skills and
expertise of its civilian workforce. We recently reported that DOD's future
strategic workforce plans may not result in workforces that possess the
critical skills and competencies needed.” Among other things, DOD and
the components do not know what competencies their staff needs to do
their work now and in the future and what type of recruitment, retention,
and training and professional development workforce strategies should be
developed and implemented to meet future organizational goals. It is
questionable whether DOD's implementation of its new personnel reforms
will result in the maximum effectiveness and value.

Building the capability to develop and implement human capital systems:
An essential element to acquiring, developing, and retaining a high-quality

? GAO, Human Capital: Key Principles for Effective Strategic Workforce F
GAO-04-39 (Washington, DD.C.: Dec. 11, 2003).

° GAD, DOD Civilian Personnel: Comprehensive Strategic Workforce Plans Needed,
GAQ-04-753 (Washington, D.C.: June 30, 2004).
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workforce is effective use of human capital flexibilities. These flexibilities
represent the policies and practices that an agency has the authority to
implement in managing its workforce. As part of the PMA, agencies are to
establish goals to accelerate their hiring processes, monitor their progress,
and implement needed improvements.

We reported that agencies must take greater responsibility for maximizing
the efficiency and effectiveness of their individual hiring processes within
the current statutory and regulatory frammework that Congress and the
Office of Personnel Management (OPM) have provided and recommended
that OPM take additional actions to assist agencies in strengthening the
federal hiring process."” We subsequently reported that although Congress,
OPM, and agencies have all undertaken efforts to help improve the federal
hiring process, agencies appeared to be making limited use of the new
hiring flexibilities provided by Congress in 2002—category rating and
direct hire.”

Consistent with our findings and recommendations, OPM has taken a
number of important actions to assist agencies in their use of hiring
flexibilities. For example, OPM issued final regulations on the use of
category rating and direct-hire authority, providing some clarification in
response to various comments it had received in interim regulation. Also,
OPM conducted a training symposium to provide federal agencies with
further instruction and information on ways to improve the quality and
speed of the hiring process.

Implementing modern, effective, and credible performance management
systems: Effective performance management systems can help drive
internal change and achieve external results. Such systems are not merely
used for expectation setting and rating processes, but are also used to
facilitate two-way communication so that discussions about individual and
organizational performance are integrated and ongoing. Leading public
sector organizations have created a clear linkage—"line of sight”—
between individual performance and organizational success. Under the

" GAO, Human Capital: Opportunities to Improve Executive Agencies' Hiring Processes,
GAO-03-450 (Washington, D.C.: May 30, 2003).

® GAO, Human Capital: Increasing Agencies’ Use of New Hiring Flexibilities,
GAO-04-959T (Washington, D.C.: July 13, 2004); Human Capilal: Additional Collaboration
Between OPM and Agencies Is Key to Improved Federal Hiring, GAO-04-797 (Washington,
D.C.: June 7, 2004); and Human Capital: Status of Efforts to Improve Federal Hiring,
GAO-04-796T (Washington, D.C.: June 7, 2004).
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PMA, agencies are to establish performance appraisal plans for all senior
executives and managers that link to agency mission, goals, and outcomes.

Recently, Congress and the administration have sought to modernize
senior executive performance management systems by establishing a new
performance-based pay system for the Senior Executive Service (SES) that
is designed to provide a clear and direct linkage between SES performance
and pay." With the new systern, an agency can raise the pay cap for its
senior executives if OPM certifies and OMB concurs that the agency’s
performance management system, as designed and applied, makes
meaningful distinctions based on relative performance. However, data
suggest that more work is needed in making such distinctions. Agencies
rated about 75 percent of senior executives at the highest level their
systems permit in fiscal year 2003, the most current year for which data
are available, which is about the same percent of executives as fiscal year
2002.

Framework for
Human Capital
Reform

Congress has recently given agencies such NASA, DHS, and DOD statutory
authorities to help them manage their human capital strategically to
achieve results. Consequently, in this environment, the federal government
is quickly approaching the point where “standard governmentwide” human
capital policies and processes are neither standard nor governmentwide.
To be effective, human capital reform needs to avoid further
fragmentation within the civil service, ensure reasonable consistency
within the overall civilian workforce, and help maintain a reasonably level
playing field among federal agencies competing for talent.

To help advance the discussion concerning how governmentwide human
capital reform should proceed, GAO and the National Commission on the
Public Service Implementation Initiative hosted a forum on whether there
should be a governmentwide framework for human capital reform and, if
s0, what this framework should include.” While there were divergent
views arong the forum participants, there was general agreement on a set

3 Gee section 1322 of Public Law 107-296, Novernber 25, 2002, and section 1125 of Public
Law 108-136, November 24, 2003.

4 GAO and the National Cormission on the Public Service Implementation Initiative,
Highlights of @ Forum: Human Capital: Principles, Criteria, and Processes for
Governmentwide Federal Human Capital Reform, GAQ-05-69SP (Washington, D.C.:
Dec. 1, 2004).
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of principles, criteria, and processes that would serve as a starting point
for further discussion in developing a governmentwide framework in
advancing needed human capital reform, as shown in figure 1.

Figure 1: Criteria, and Pr

« Principles that the government should retain in a framework for reform because
of their inherent, enduring qualities:

~ Merit principles that balance organizational mission, goals, and performance
objectives with individual rights and responsibilities

« Ability to organize, bargain collectively, and participate through labor organizations
« Certain prohibited personnel practices
« Guaranteed due process that is fair, fast, and final

Criteria that agencies shouid have in place as they plan for and manage their new
human capital authorities:

Demonstrated business case or readiness for use of targeted authorities

An integrated approach to results-oriented strategic planning and human capital
planning and management

Adequate resources for planning, implementation, training, and evaluation

A modern, effective, credible, and integrated performance management system that
includes adequate safeguards to help ensure equity and prevent discrimination

Processes that agencies shouid foliow as they implement new human capital
authorities:

» Prescribing regulations in consultation or jointly with the Office of Personnel
Management

Establishing appeals processes in consultation with the Merit Systems Protection
Board

Involving employees and stakeholders in the design and implementation of new
human capital systems

Phasing in implementation of new human capital systems
Committing to transparency, reporting, and evaluation
Establishing a communications strategy

Assuring adequate training

.

Source: GAO.

There is general recognition for a need to continue to develop a
governmentwide framework for human capital reform that Congress and
the administration can implement to enhance performance, ensure
accountability, and position the nation for the future. Nevertheless, how it
is done, when it is done, and on what basis it is done can make all the
difference. Agencies authorized to implement any statutory authority
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should demonstrate that they have the capacity, not just the design, to do
so. The principles, criteria, and processes suggested above can help ensure
consistency when granting both (1) agency-specific human capital
authorities so agencies can design and implement effective human capital
systems to help them address 21st century challenges and succeed in their
transformations and (2) governmentwide reform to provide broad
consistency where desirable and appropriate.

Budget and
Performance
Integration

The current administration has taken several steps to strengthen the
integration of budget, cost, and performance information for which the
Government Performance and Results Act (GPRA), the CFO Act, and the
Government Management Reform Act (GMRA) laid the groundwork. The
budget and performance integration initiative includes elements such as
the Program Assessment Rating Tool (PART) used to review programs, an
eraphasis on improving outcome measures, and improving monitoring of
program performance. Another effort is budget restructuring, which is
meant to improve the alignment of resources with performance. None of
these efforts are simple or straightforward.

Integrating management and performance issues with budgeting is
absolutely critical for progress in government performance and
management. Such integration is obviously important to ensuring that
management initiatives obtain the resource commitments and sustained
leadership commitment throughout government needed to be successful.
GPRA was enacted to provide a greater focus on performance in the
federal government with the expectation that this would be linked and
integrated with the budget. GPRA has succeeded in 10 years in expanding
the supply of information and institutionalizing a culture of performance.”

In 2002, OMB introduced a formal assessment tool into executive branch
budget deliberation: PART is the central element in the performance

budgeting piece of the PMA." GPRA expanded the supply of performance
information generated by federal agencies. OMB’s PART builds on GPRA

®50.8.C. §306,31 US.C. §§ 11151119,

' PART applies 25 questions to all “programs” under four broad topics: (1) program
purpose and design, (2) strategic ing, {3) program and (4) program
results (i.e., whether a prograr is meeting its long-term and annual goals) as well as
additional questions that are specific to one of seven mechanisms or approaches used to
deliver the program.
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by actively promoting the use of results-oriented information to assess
programs in the budget. It has the potential to promote a more explicit
discussion and debate between OMB, the agencies, and the Congress
about the performance of selected programs.

The promise of performance budgeting is that it can help shift the focus of
budgetary debates and oversight activities by changing the agenda of
questions asked. Performance information can help policymakers address
a number of questions such as whether programs are (1) contributing to
their stated goals, (2) well-coordinated with related initiatives at the
federal level or elsewhere, and (3) targeted to those most in need of
services or benefits. Results-oriented information is also needed for better
day-to-day management and agency decisionmaking. It can provide
information on what outcomes are being achieved, whether resource
investments have benefits that exceed their costs, and whether program
managers have the requisite capacities to achieve promised results. PART
reviews are directed towards answering many of these questions; in many
cases these reviews illustrated how far we have to go before performance
information can be used with complete confidence.

While no data are perfect, agencies need to have sufficiently credible
performance data to provide transparency of government operations so
that Congress, program managers, and other decision makers can use the
information. However, as our work on PART and GPRA implementation
shows, limited confidence in the credibility of performance data has been
a longstanding weakness.”

Credible performance information can facilitate a fundamental
reassessment of what the government does and how it does business by
focusing on the outcomes—or program results—achieved with budgetary
resources. Our work has shown that agencies are making progress, but
improvement is needed to ensure that agencies measure performance
toward a comprehensive set of goals that focus on results.” We have
previously reported that stakeholder involvement appears critical for

" GAO has suggested various approaches to addressing this and other chailenges in The
Government Performance and Results Act: 1997 Governmentwide Implementation Will
Be Uneven, GAO/GGD-97-109 (Washington, D.C.: June 1997).

® GAO, Performance Reporting: Few Agencies Reported on the Completeness and
Reliability of Performance Data, GAO-02-372 (Washington, D.C.: Apr. 26, 2002); and
M ing for Results: Oppor ities for Continued Imp: in A ies’
Performance Plans, GAO/GGD/ATMD-98-215 (Washington, D.C.: July 20, 1999).
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getting consensus on goals and measures. Although improving outcome
measures continues to be a major focus of PART reviews, as we reported
in our January 2004 report,” these assessments are conducted during the
executive branch budget formulation process. An agency’s cormmunication
with stakeholders, including Congress, about goals and measures created
or modified during the formulation of the President’s budget is likely to be
less than during the development of the agency’s own strategic or
performance plan.

Moreover, in order for performance information to more fully inform
resource allocations, decision makers must also feel comfortable with the
appropriateness and accuracy of the performance information and
measures associated with these goals. It is unlikely that decision makers
will use performance information unless they believe it is credible and
reliable and reflects a consensus about performance goals among a
community of interested parties. Similarly, the measures used to
demonstrate progress toward a goal, no matter how worthwhile, cannot
serve the interests of a single stakeholder or purpose without potentially
discouraging use of this information by others.

Regarding OMB’s budget restructuring effort, this represents more than
structural or technical changes. It reflects important trade-offs among
different and valid perspectives and needs of these different decision
makers. The structure of appropriations accounts and congressional
budget justifications reflects fundamental choices and incentives
considered most important. As such, changes to the account structure
have the potential to change the nature of management and oversight and
ultimately the relationship among the primary budget decision makers—
Congress, OMB, and agencies.” This suggests that the goal of enhancing
the use of performance information in budgeting is a multifaceted
challenge that must build on a foundation of accepted goals, credible
measures, reliable cost and performance data, tested models linking
resources to outcomes, and performance management systems that hold
agencies and managers accountable for performance.

' GAO, Performance Budgeting: Observations on the Use of OMB's Program Assessment
Rating Tool for the Fiscal Year 2004 Budget, GAO-04-174. (Washington, D.C.: Jan. 30, 2004).

* GAO, Performance Budgeting; Efforts to Restructure Budgets to Better Align Resources
With Performance, GAO-05-117SP (Washington, D.C.: Feb. 1, 2005).
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Understanding performance issues requires an in-depth evaluation of the
factors contributing to the program results. Targeted evaluation studies
can be designed to detect important program side effects or to assess the
comparative advantages of current programs to alternative strategies for
achieving a program’s goals. Further, although the evaluation of programs
in isolation may be revealing, it is often critical to understand how each
program fits with a broader portfolio of tools and strategies to accomplish
federal missions and performance goals. Such an analysis is necessary to
capture whether a program cormplements and supports other related
programs, whether it is duplicative and redundant, or whether it actually
works at cross-purposes with other initiatives. Although the
administration has taken some steps to use PART for crosscutting reviews,
this falls short of the more expansive planning and review process called
for in GPRA.

Although clearly much more remains to be done, the statutory reforms of
the 1990s have laid the foundation for performance budgeting by
establishing infrastructures in the agencies to improve the supply of
information on performance and costs. Merely the number of programs
“killed” or a measurement of funding changes against performance
“grades” cannot measure the success of performance budgeting. Rather,
success must be measured in terms of the quality of the discussion, the
transparency of the information, the meaningfulness of that information to
key stakeholders, and how it is used in the decision-making process. The
determination of priorities is a function of competing values and interests
that may be informed by performance information but also reflects such
factors as equity, unmet needs, and the perceived appropriate role of the
federal government in addressing these needs. If members of Congress
and the executive branch have better information about the link between
resources and results, they can make the trade-offs and choices cognizant
of the many and often competing claims on the federal budget.

Expanded Electronic
Government

Electronic government, or e-government, has been seen as promising a
wide range of benefits based largely on harnessing the power of the
Internet to facilitate interconnections and information exchange between
citizens and their government. Federal agencies have implemented a wide
array of e-government applications, including using the Internet to collect
and disseminate information and forms; buy and pay for goods and
services; submiit bids and proposals; and apply for licenses, grants, and
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benefits. Although substantial progress has been made, the government
continues to face challenges in fully reaching its potential in this area.”

Recognizing the magnitude of challenges facing the federal government,
Congress has enacted important legislation to guide the development of e-
government, Specifically, in December 2002, Congress enacted the E-
Government Act of 2002 with the general purpose of promoting better use
of the Internet and other information technologies to improve government
services for citizens, internal government operations, and opportunities
for citizen participation in government.” Among other things, the act
required the establishment of an Office of Electronic Government within
OMB to oversee implementation of the act’s provisions. The act also
mandated additional actions to strengthen e-government activities in a
number of specific areas, including accessibility and usability of
government information, protection of personal privacy, coordination of
information related to disaster response and recovery, and common
protocols for geographic information systems. Additionally, title III of the
act includes provisions to strengthen agency information security, known
as the Federal Information Security Management Act of 2002.

To implement the PMA initiative, OMB has taken a number of actions. The
centerpiece of the effort has been oversight of 25 high-profile e-
government projects covering a wide spectrum of government activities,
ranging from the establishment of centralized portals on government
information to eliminating redundant, nonintegrated business operations
and systems.” For example, Grants.gov is a Web portal for all federal grant
customers to find, apply for, and ultimately manage federal grants online.
Other e-government efforts, such as the e-payroll initiative to consolidate
federal payroll systems, do not necessarily rely on the Internet. The results
of these e-government initiatives, according to OMB, could produce
several billion dollars in savings from improved operational efficiency.
More recently, OMB has initiated efforts to develop common business-

2 GAO, Electronic Government: Initiatives Sponsored by the Office of Management and
Budget Have Made Mixed Progress, GAO-04-561T (Washington, D.C., March 24, 2004) and
GAQ, Electronic Government: Proposal Addresses Critical Challenges, GAO-02-1083T
(Washington, D.C., Sept. 18, 2002).

* public Law 107-347, December 17, 2002.
2 For more information about the selection of initiatives, see GAQ, Electronic

Government: Selection and Implementation of the Office of Management and Budget's 24
Imitiatives, GAO-03-229 (Washington, D.C., Nov. 22, 2002).
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driven, government-wide solutions in five e-governruent “lines of
business”: case management, federal health architecture, grants
management, human resources management, and financial management.
These efforts are also expected to reap cost savings and gains in
efficiency.

While many e-government initiatives are showing tangible resuits, we
found, in March 2004, that overall progress on the 25 OMB-sponsored e-
government initiatives was mixed. At that time we reported that, of the 91
objectives originally defined in the initiatives’ work plans, 33 had been
fully or substantially achieved; 38 had been partially achieved; and for 17,
no significant progress had been made. In addition, three of the objectives
were no longer being pursued, because they had been found to be
impractical or inappropriate. We found that the extent to which the 25
initiatives had met their original objectives could be linked to a common
set of challenges that they all faced, including (1) focusing on achievable
objectives that address customer needs, (2) maintaining management
stability through executive commitment, (3) collaborating effectively with
partner agencies and stakeholders, (4) driving transformational changes in
business processes, and (5) implementing effective funding strategies.
Initiatives that had overcome these challenges generally met with success
in achieving their objectives, whereas initiatives that had problems dealing
with these challenges made less progress.

Additionally, as we reported in December 2004, in most cases, OMB and
federal agencies have taken positive steps toward implementing major
provisions of the E-Government Act of 2002.” For example, OMB
established the Office of E-Government in April 2003, and published
guidance to federal agencies on implementing the act in August 2003.
Apart from general requirements applicable to all agencies (which we did
not review), we found that in most cases, OMB and designated federal
agencies had taken action to address the act’s requirements within
stipulated timeframes. To help ensure that the act’s objectives are
achieved, we made recommendations to OMB regarding implementation
of the act in the areas of e-government approaches to crisis preparedness,
contractor innovation, and federally funded research and development.

* GAO, Electronic Government: Federal Agencies Have Made Progress Implementing the
E-Governiment Act of 2002, GAQ-05-12, (Washington, D.C., Dec. 10, 2004).
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OMB's PMA scorecard for the expanded electronic government initiative
reflects a broad view of the many components of an effective program for
expanding electronic government. For example, the scorecard assesses
whether an agency has an enterprise architecture® in place that is linked
to the Federal Enterprise Architecture, which is intended to provide a
government wide framework to guide and constrain federal agencies’
enterprise architectures and information technology investments. The
federal government’s efforts in this area are still maturing. In May 2004, we
reported that the Federal Enterprise Architecture remained very much a
work in progress and that agencies’ enterprise architectures were likewise
still maturing.” When we surveyed agencies in 2003, we found that only 20
of 96 agencies had established at least the foundation for effective
architecture management and that the level of maturity had not changed
much over the previous years.”

In addition, OMB’s e-government scorecard requires agencies to properly
secure their information technology systems, a task that has been daunting
for many government agencies. We recently reported that although
agencies were generally reporting an increasing number of systems
meeting key statutory information security requirements, challenges
nevertheless remained.” For example, only 7 of 24 agencies reported that
they had tested contingency plans for 90 percent or more of their systems.
Contingency plans provide specific instructions for restoring critical
systems in case the usual facilities are significantly damaged or cannot be
accessed due to unexpected events, and testing of these plans is essential
to determining whether they will function as intended in an emergency
situation.

* An enterprise architecture is a blue print, defined largely by interrelated models, that
describes (in both business and technology terms) an entity's “as is” or current
environment, its “to be” or future environment, and its investment plan for transitioning
from the current to the future environment.

* GAO, Information Technology: The Federal Enterprise Architecture and Agencies’
Enterprise Architectures Are Still Maturing, GAO-04-798T (Washington, D.C.: May 19,
2004).

¥ GAO, Information Technology: Leadership Remains Key to Agencies Making Progress
on Enterprise Architecture Efforts, GAO-04-40 (Washington, D.C.: Nov. 17, 2003).

* GAQ, Information Security: Continued Efforts Needed to Sustain Progress in
Implementing Statutory Requirements, GAO-05-483T (Washington, D.C.: Apr. 7, 2005).
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Competitive Sourcing

The federal government needs to undertake a fundamental review of who
will do the government’s business in the 21st Century. In this regard,
agencies are assessing what functions and transactions the private sector
could perform, and in many cases they are asking agency employees to
compete with private entities for this business. The objectives of the PMA
initiative on competitive sourcing are to improve quality and reduce costs.

Aspects of the government's process for making sourcing decisions had
been criticized as cumbersome, complicated, and slow. Against this
backdrop, and in response to a requirement in the National Defense
Authorization Act for fiscal year 2001, I convened a panel of experts to
study the process. The Commercial Activities Panel, consisting of
representatives from agencies, federal labor unions, private industry, and
other individuals with expertise in this area, conducted a yearlong study.
The panel members heard repeatedly about the importance of competition
and its central role in fostering economy, efficiency, and continuous
performance improvement. The panel strongly supported continued
emphasis on competition and concluded that whenever the government is
considering converting work from one sector to another, public-private
competitions should be the norm, consistent with the 10 overarching
principles adopted unanimously by the panel.”

As part of the administration’s efforts to advance this PMA initiative and
implement the recomraendations of the Commercial Activities Panel, OMB
revised circular A-76, which sets forth federal policy for determining
whether federal employees or private contractors will perform commercial
activities. The revisions are broadly consistent with the principles and
recommendations of the Panel. In particular, the revised circular stresses
the use of competition in making sourcing decisions and, through reliance
on procedures contained in the Federal Acquisition Regulation, should
result in a more transparent, expeditious, fair, and consistently applied
competitive process. We continue to review various aspects of this
initiative.

One issue not fully addressed in the revised Circular was the right of
federal employees or their representatives to file protests challenging the
conduct or the outcomes of public-private competitions. In April 2004, we

* Improving the Sourcing Decisions of the Government. Final report of the Commercial
Activities Panel (Washington, D. C.: April 2002).
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issued a decision holding that federal employees lacked standing to file
such protests under the Competition in Contracting Act (CICA).* We
pointed out that the Congress would have to amend CICA in order to
provide that right. Congress amended CICA late last year,” and just last
week, after receiving and considering various public comments, we issued
final regulations implementing the change ™

Federal Real Property
Asset Management

The federal real property portfolio is vast and diverse—over 30 agencies
control hundreds of thousands of real property assets worldwide,
including facilities and land worth hundreds of billions of dollars.
Unfortunately, much of this vast, valuable portfolio reflects an
infrastructure based on the business model and technological environment
of the 1950s. Many of these assets are no longer effectively aligned with, or
responsive to, agencies’ changing missions. Further, many assets are in an
alarming state of deterioration; agencies have estimated restoration and
repair needs to be in the tens of billions of dolars. Maintaining underused
or unneeded federal property is also costly due to day-to-day operational
costs, such as regular maintenance, utilities fees, and security expenses.
Compounding these problems are the lack of reliable governmentwide
data for strategic asset management; a heavy reliance on costly leasing,
instead of ownership, to meet new needs; and the cost and challenge of
protecting these assets against terrorism. In January 2003, we designated
federal real property as a high-risk area due to these longstanding
problems.

In February 2004, the President added the Federal Asset Management
Initiative to the President’'s Management Agenda and signed Executive
Order 13327 to address challenges in this area. The order requires senior
real property officers at all executive branch departments and agencies to,
among other things, develop and implement an agency asset managerment
plan; identify and categorize all real property owned, leased, or otherwise
managed by the agency; prioritize actions needed to improve the
operational and financial management of the agency’s real property
inventory; and make life-cycle cost estimations associated with the

* B-293590.2, April 19, 2004, 2004 CPD § 82.

¥ public Law 98-369, July 18, 1984, as amended by Public Law 108-375, § 326(d), October
28, 2004.

* 70 Fed. Reg. 19679-19681 (Apr. 14, 2005).
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prioritized actions. In addition, the senior real property officers are
responsible, on an ongoing basis, for monitoring the real property assets of
the agency. The order also established a new Federal Real Property
Council (the Council) at OMB.

In April 2005, OMB officials updated us on the status of the
irplementation of the executive order. According to these officials, all of
the senior real property officers are in place, and the Council has been
working to identify common data elements and performance measures to
be captured by agencies and ultimately reported to a governmentwide
database. In addition, OMB officials reported that agencies are working on
their asset management plans. Plans for DOD, the Departments of
Veterans Affairs, (VA) and Energy, and the General Services
Administration (GSA) have been completed and approved by OMB. The
Council has also developed guiding principles for real property asset
management. These guiding principles state that real property asset
management must, among other things, support agency missions and
strategic goals, use public and commercial benchmarks and best practices,
employ life-cycle cost-benefit analysis, promote full and appropriate
utilization, and dispose of unneeded assets.

In addition to these reform efforts, Public Law 108-447 gave GSA the
authority to retain the net proceeds from the disposal of federal property
for fiscal year 2005 and to use such proceeds for GSA’s real property
capital needs.” Also, Public Law 108-422 established a capital asset fund
and gave VA the authority to retain the proceeds from the disposal of its
real property for the use of certain capital asset needs such as demolition,
environmental clean-up, and major repairs.” And, agencies such as DOD
and VA have made progress in addressing longstanding federal real
property problems and governmentwide efforts in the facility protection
area are progressing. For example:

VA has implemented a process called Capital Asset Realignment for
Enhanced Services (CARES) to address its aging and obsolete portfolio of
health care facilities. In March 2005, we reported that through CARES, VA
identified 136 locations for evaluation of alternative ways to align inpatient
services: 99 of these facilities had potential duplication of services with

* Division H, § 412, December 8, 2004.
*gec. 411, November 30, 2004.
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another nearby facility or low acute patient workload.” VA made decisions
to realign inpatient health care services at 30 of these locations. For
example, it will close all inpatient services at five facilities. VA's decisions
on inpatient alignment and plans for further study of its capital asset needs
are tangible steps in improving management of its capital assets and
enhancing health care. Accomplishing its goals, however, will depend on
VA’s success in completing its evaluations and implementing its CARES
decisions to ensure that resources now spent on unneeded capital assets
are redirected to health care.

In DOD’s support infrastructure management area, which we identified as
high-risk in 1997, DOD has made progress and expects to continue making
improvements. In April 2005, we testified that DOD’s infrastructure costs
continue to consume a larger-than-necessary portion of its budget than
DOD believes is desirable.® For several years, DOD has been concerned
about its excess facilities infrastructure, which affects its ability to fund
weapons system modernization and other critical needs. DOD has
achieved some operating efficiencies from such efforts as base
realignments and closures, consolidations, and business process
reengineering. Despite this progress, much work remains for DOD to
transform its support infrastructure so that it can concentrate resources
on critical needs. DOD also needs to strengthen its recent efforts to
develop and refine its comprehensive long-range plan for its facility
infrastructure to ensure adequate funding for facility sustainment,
modernization, and recapitalization.

In light of the need to invest in facility protection since September 11,
funding available for repair and restoration and preparing excess property
for disposal may be further constrained. The Interagency Security
Committee (ISC), which is chaired by DHS, is tasked with coordinating
federal agencies’ facility protection efforts, developing standards, and
overseeing iraplementation. In November 2004, we reported that ISC had
made progress in coordinating the government’s facility protection efforts
by, for example, developing security standards for leased space and design
criteria for security in new construction projects.” Despite this progress,

% GAO, VA Health Care: Important Steps Taken to Enhance Veterans’ Care By Aligning
Inpatient Services with Projected Needs, GAO-05-160 (Washington, D.C.: Mar. 2, 2005).

*® GAO, DOD's High-Risk Areas: Successful Business Transformation Requires Sound
Strategic Planning and Sustained Leadership, GAO-05-520T (Washington, D.C.: Apr. 13,
2005).

¥ GAO, Homeland Security: Further Actions Needed to Coordinale Federal Agencies’

Facility Protection Efforts and Promote Key Practices, GAO-0549 (Washington, D.C.:
Nov. 30, 2004).
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we found that its actions to ensure compliance with security standards
and oversee implementation have been lirnited. Nonetheless, the ISC
serves as a forum for addressing security issues, which can have an impact
on agencies’ efforts to improve real property management,

The inclusion of real property asset management on the President’s
Management Agenda, the executive order, and agencies’ actions are
clearly positive steps in an area that had been neglected for many years.
However, despite the increased focus on real property issues in recent
years, the underlying conditions—such as excess and deteriorating
properties and costly leasing—continue to exist and more needs to be
done to address various obstacles that led to our high risk designation. For
exaraple, the problems have been exacerbated by competing stakeholder
interests in real property decisions, various legal and budget related
disincentives to businesslike outcomes, and the need for better capital
planning among real property-holding agencies. In light of this, we
continue to believe that there is a need for a comprehensive and integrated
transformation strategy for federal real property. Realigning the
government's real property assets with agency missions, taking into
account the requirements of the future federal role and workplace, will be
critical to improving the government’s performance and ensuring
accountability within expected resource limits. A transformation strategy
could serve as a useful guide for implementing further change and
achieving such results.

Continuing Attention
Is Needed to Improve
Management and
Performance Across
the Federal
Government

As my testimony today has highlighted, serious and disciplined efforts are
needed to improve the management and performance of federal agencies
and to ensure accountability. Along with OMB'’s leadership in
implementing PMA, it will only be through the attention of Congress, the
administration, and federal agencies, that progress can be sustained and,
more importantly, accelerated. The stakes associated with federal program
performance are large, both for beneficiaries of these programs and the
nation’s taxpayers. Policymaking institutions will be challenged to shift
from the traditional focus on incremental changes in spending or revenues
to look more fundamentally at the programs, policies, functions, and
activities in addressing current and emerging national needs and problems
across levels of government and sectors, including all major areas of the
federal budget—discretionary spending, entitlements and other mandatory
spending, and tax policies and programs.

Congressional support has proven to be critical in sustaining interest in
management initiatives over time. Congress has served as an institutional
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champion for many reform initiatives over the years, such as the CFO Act
and GPRA. Our March 2004 report on GPRA found that it has established a
solid foundation for achieving greater results, but that significant
challenges to GPRA implementation still exist.” Our survey data suggested
that more federal managers, especially at the SES level, believed that OMB
was paying attention to their agencies’ efforts under GPRA. However, we
found inconsistent commitment in other areas where OMB could further
enhance its leadership. Agencies’ plans and reports still suffer from
persistent weaknesses and could improve in a number of areas, such as
attention to issues that cut across agency lines, and better information
about the quality of the data that underlie agency performance goals. We
recommended that OMB improve its guidance and oversight of GPRA
implementation, as well as develop a governmentwide performance plan.

As discussed earlier, GPRA requires a governmentwide performance plan,
but OMB has not issued a distinct plan since 1999. Most recently, the
President’s fiscal year 2006 budget described agencies’ progress in
addressing the PMA and the results of PART reviews of agencies’
programs. While such information is important and useful, alone it is not
adequate to provide a broader and more integrated perspective of planned
performance on governmentwide outcomes. The PART focus on individual
prograns needs to be supplemented by a more crosscutting assessment of
the relative contribution of portfolios of programs and tools to broader
outcomes. Most key performance goals of importance—ranging from low
income housing to food safety to counterterrorism—are addressed by a
wide range of discretionary, entitlement, tax, and regulatory approaches
that cut across a number of agencies.

Preparing a governmentwide plan could build on the administration’s
efforts to assess progress across the government as well as contribute to
efforts to compare the performance results across similar programs that
address common outcomes. Although there has been limited progress,
efforts to date have not provided the Congress and others with an
integrated perspective on the extent to which programs and tools
contribute to national goals and position the government to successfully
meet 21st century demands.

* GAO, Results-Oriented Government: GPRA Has Established a Solsd Foundation for
Achieving Greater Results, GAO-04-38 (Washington, D.C., March 10, 2004).
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We also suggested that Congress consider amending GPRA to require that
the President develop a governmentwide strategic plan. Although it
generally agreed with our recommendations, OMB stated that the
President’s Budget can serve as both a governmentwide strategic and
annual plan. However, we believe that the budget provides neither a long-
term nor an integrated perspective on the federal government’s
performance. A strategic plan for the federal government, supported by a
set of key national indicators to assess the government’s performance,
position, and progress, could provide an additional tool for
governmentwide reexamination of existing programs, as well as proposals
for new programs. Such a plan could be of particular value in linking
agencies’ long-term performance goals and objectives horizontally across
the government and could provide a basis for integrating, rather than
merely coordinating, a wide array of federal activities. This raises the issue
of the need for a set of key indicators to inform decision makers about the
position and progress of the nation as a whole and to help set agency and
program goals and priorities.

Further, given the financial constraints we are likely to face for many
years to come and the trends at work that are changing the world in which
our government operates, a fundamental review of major program and
policy areas is needed to update the federal government’s progrars and
priorities to meet current and future challenges. Our recent report on 21st
Century Challenges is intended to help the Congress in reviewing and
reconsidering the base of federal spending and tax programs.” As this
Subcommittee is well aware, the nature and magnitude of the fiscal,
security, and economic and other adjustments that need to be considered
are not amenable to “quick fixes;” rather they will likely require an
iterative, thoughtful process of disciplined changes and reforms over many
years. Therefore, providing an ongoing and consistent focus, such as the
PMA has provided on management reform efforts, is an important element
in helping to ensure that the federal government is managed effectively to
achieve results important to the American people.

Our report on 21st century challenges laid out some of the most pressing
issues for policymakers to consider as the government increasingly relies
on new networks and partnerships to achieve critical results. A complex

network of governmental and nongovernmental entities—such as federal

¥ U.S. Government Accountability Office, 21st Century Challenges: Reexamining the Base
of the Federal Government, GAO-05-3258P (Washington, D.C.: February 2005).
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agencies, domestic and international non- or quasi-governmental
organizations, for-profit and not-for-profit contractors, and state and local
governments—contribute to shaping the actual outcomes achieved. Some
of the issues are consistent with those raised by the PMA, such as in the
area of real property asset management—focusing on opportunities to
more strategically manage the federal government’s assets to make the
federal portfolio more relevant to current missions and less costly. Moving
forward, some additional questions that are particularly relevant to the
focus of this hearing on improving governance include the following:

In a modern society with advanced telecommunications and electronic
information capabilities, which agencies still need a physical presence in
all major cities?

How can agencies more strategically manage their portfolio of tools and
adopt more innovative methods to contribute to the achievement of
national outcomes?

How can greater coordination and dialogue be achieved across all levels of
government to ensure a concerted effort by the public sector as a whole in
addressing key national challenges and problems?

What are the specific leadership models that can be used to improve
agency management and address transformation challenges? For example,
should we create chief operating officer or chief management officer
positions with term appointments within selected agencies to elevate,
integrate, and institutionalize responsibility and authority for business
management and transformation efforts?

Mr. Chairman, we are pleased to be able to participate in this hearing
today. We have issued a large body of reports, guides, and tools on issues
directly relevant to PMA, and plan to continue to actively support
congressional and agency actions to address today’s challenges and
prepare for the future. As I have discussed in my statement today,
although efforts to transform agencies by improving their management
and performance are under way, more remains to be done to ensure that
the government has the capacity to deliver on its promises meet current
and emerging needs, and to remain relevant in the 21st Century. Decisive
action and sustained attention will be necessary to make the hard choices
needed to reexamine and transform the federal government, maximize its
performance, and ensure accountability.

This concludes my prepared statement. I would be pleased to respond to
any questions that you or other merabers of the subcommittee may have.
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With the help of the President’s Management Agenda (PMA), the Federal
Government is working to ensure that taxpayer dollars buy more and go farther
every year. The American taxpayers expect it, and the Federal Government can
deliver it.

Agencies are better managed and achieving greater results. They are managing
their finances and investments more professionally and efficiently. They are
providing better service to the American people. They are better directing and
helping the civilian workforce be more effective and successful.

Because of this committee’s interest in financial management in particular, I would
like to share with you some of the tangible results agencies have achieved in

cutting costs and eliminating waste.

Cutting Costs and Eliminating Waste

The government is: eliminating the $40 billion we overpay each year; reducing by
$6 billion per year what we pay for commercial services; disposing of $15 billion
in unneeded government real property and redirecting funds to higher priority asset
management uses; using technology to cut costs; holding agencies accountable for
program performance to get more out of every dollar we spend; and strengthening
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financial disciplines so as to provide managers with the timely and accurate
financial information they need to make smarter cost decisions.

Eliminating $40 Billion Per Year in Overpayments

For the first time, the Federal Government is regularly reviewing its expenditures
to better ensure that each taxpayer dollar is directed to its intended purpose. Total
improper payments are estimated to be $45.1 billion (about $40 billion in
overpayments and $5 billion in underpayments), representing a 3.9% rate of total
government expenditures subject to risk of error in payment.

$1.6 billion in improper payments eliminated at HUD since FY 2000. To
achieve these savings, the Department of Housing and Urban Development (HUD)
clarified its program guidance and strengthened its training and oversight
activities. In addition, HUD intermediaries are making better decisions on who is
eligible for payments by verifying the accuracy of income information reported

by program recipients.

$593 million in projected savings at SSA. The Social Security Administration
expects these savings in its Supplemental Security Income (SSI) program by FY
2007, in addition to the $100 million reduction in SSI improper payments already
realized. SSA is accomplishing these cost savings through improved data matches
that verify income, thereby ensuring an accurate payment,

$371 million improper payments to be eliminated at DOL. The Department of
Labor projects these savings over the next 10 years by having access to the
Department of Health and Human Services’ National Database of New Hires. By
using this database for income verification purposes, Labor can better prevent
unqualified persons — those who have returned to work — from continuing to collect
unemployment insurance.

Reducing the Cost of Commercial Activities by $6 Billion Per Year

In the past two years alone, the government has determined that the commercial
work performed by approximately 30,000 Federal employees can be performed for
$500 million per year less than we spend currently. We estimate that after
reviewing the most efficient way to perform all our commercial activities, we will
be able to reduce total commercial activity costs by more than $6 billion per year.
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¢ $1.7 billion in savings from an FAA competition. The Department of
Transportation’s Federal Aviation Administration will engage a private
contractor to perform its flight service station work to improve service and
reduce costs $1.7 billion over the next 10 years. (These projected savings are not
included in the to-date savings identified above.)

e $207 million in projected savings at IRS. The Department of the Treasury’s
Internal Revenue Service will consolidate its three Area Distribution Centers into
one location ($108 million) and improve the efficiencies at its information
technology operations centers ($99 million).

e $147 million from a Forest Service competition. The United States
Department of Agriculture’s Forest Service will consolidate its approximate 150
IT operations into ten “server farms” to save $147 million over 5 years.

* $73 million from a Navy competition. The United States Navy will leverage
technology and adopt customary commercial practices to save $73 million over 5
years.

Better Use of $15 Billion Worth of Unneeded Federal Real Property

The Federal Government estimates that within four years it can liquidate $15
billion, or 5%, of the properties it no longer needs and put the money toward
higher priority asset management uses.

¢ $649.5 million sale conducted by GSA. On behalf of the United States Navy, the
General Services Administration sold 3,700 acres of surplus land in Southern
California. This property included the former Marine Corps Air Station El Toro
closed by the U.S. Defense Base Closure and Realignment Commission (BRAC),
and it is now expected to be used by the City of Irvine for a variety of commercial,
residential, and recreational uses. Upon close of the sale, the bulk of the proceeds
will be deposited in the Navy BRAC account and directed to environmental cleanup
efforts.

¢ $602.5 million sale conducted by GSA. GSA assisted the Department of Interior’s
Bureau of Land Management with a public auction sale of 2,284 acres. Scheduled to
close in August 2005, the sale is expected to create parks and natural areas, as well
as support conservation initiatives and restoration projects.
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Using Technology to Save over $1 Billion

The E-Government initiatives are saving millions of taxpayer dollars by taking
advantage of new technologies and improved electronic processes.

o $1 billion over 10 years in projected savings from E-payroll. The E-payroll
initiative expects to reduce costs by consolidating the government’s 26 payroll
providers into two payroll provider partnerships.

¢ $50 million in projected savings from Free File. The Internal Revenue Service
Free File initiative projects these savings over the next five years. By allowing
citizens to file their taxes online at no cost, this program is significantly improving
service to millions of taxpayers each year.

Getting More Out of Every Dollar We Spend

Using the Program Assessment Rating Tool (PART), we are establishing clear
definitions of success — for both performance and cost — and setting aggressive
targets for reducing the cost of achieving results. Three years into this initiative,
the government has assessed more than 600 programs.

e  67% of assessed programs are rated either “Effective,” “Moderately Effective,” or
“Adequate.” This compares to 45% in 2002, the first year the PART was used. We’re
getting better at demonstrating results — although 33% of government programs are not
yet performing at desired levels.

® 71% of assessed programs have defined and are tracking clear outcome goals to
measure their results. The remaining 29% of government programs must establish
better definitions of success.

e 67% of assessed programs have efficiency measures in place to reduce costs, 33%
of programs are working to establish measures of the cost of doing business.

Programs are not only improving their performance, they are achieving more for
less. Program managers are isolating the cost factors that drive performance and
working to reduce those costs.
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¢ Reducing the cost of admitting refugees. Following a sharp rise in costs after 9/11,
the Department of State’s Refugee Admissions program has reduced the cost of
admitting refugees to the United States by nearly $1,000 per person. The Department
will continue its efforts to further increase the efficiency and cost-effectiveness of the
program, while addressing the needs of the new security environment.

e Providing more drinking water for less. The Environmental Protection Agency’s
Drinking Water State Revolving Fund is increasing the percent of population served
by water systems that comply with health-based drinking water standards. This effort
is improving efficiency and increasing the number of people drinking water that
complies with health standards from 202,840 per million dollars spent to 233,645 per
million dollars spent.

¢ Eliminating excess DOE building space. The Department of Energy Facilities and
Infrastructure program eliminated 1.7 million square feet of excess building space in
2004 after looking at the efficiency of separate physical structures.

¢ Reducing costs to process SBA loans. The Small Business Administration is
reducing the administrative costs of its Section 7(a) Guaranteed Loan Program loans
by nearly $1,400 per loan.

Making Better Cost Decisions with the Help of Better Financial Information

Federal agencies are changing the way its finances are managed and accounted for
to provide timely and accurate financial information to its managers so they can
make better cost management decisions.

e Timely Financial Statements. Federal agencies have installed the financial disciplines
that allow them to produce their financial statements in a shorter amount of time than ever
before. A record 22 of the 24 major agencies submitted their financial reports by
November 15. This 47-day financial reporting average - possible only because of
recently installed, improved financial management disciplines — is more than one month
faster than last year, more than three months faster than four years ago, and nearly a
month faster than the 75 day-deadline for publicly-held companies in FY 2004.

¢ Reliable Financial Data. The quality of agencies’ financial information did not
deteriorate as they accelerated the preparation and audit of their financial statements; the
number of unqualified audit opinions remained the same.

e More Accurate Data. In FY 2004, agencies reported more accurate data in their
financial statements, as shown by an 82 percent decrease in material errors from seven
years ago and 11 percent from last year.
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Looking Ahead — Keeping the Focus on Cost Reduction

The Federal Government is managing its costs and spending taxpayer dollars better
every year. Every dollar spent by the government should be spent in the most
efficient and effective way possible. Through the initiatives of the PMA, the
government is cutting costs, saving money, and getting its programs to perform
better for the benefit of all citizens and taxpayers. The American people expect it,
and the Federal Government is doing it.

Implementing the PMA is hard work, requiring significant, unequivocal attention
by management. There is much, much, more to be done. We will sustain the
improvements we have made and build upon them so that we can say to you and
the American people in just a few years’ time we are getting more for your money
every year.
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Responses to Questions for Comptroller General Walker
Government Accountability Office
April 21, 2005

Question 1: Taxpayers deserve to know how the federal government is spending
their money. During the Joint Financial Management Improvement Program’s
last annual conference on March 10, 2005, you urged federal managers to
address the problem by creating more readable financial information sharpening
financial accounting and reporting procedures, and developing new ways of
measuring the costs of programs. Can you provide us with some specific
examples of ways that OMB can help make federal spending more transparent?

Current financial reporting does not clearly and transparently show the wide range of
responsibilities, programs, and activities that may either obligate the federal government
to future spending or create an expectation for such spending. In addition, current
reporting does not place enough emphasis on the results or outcomes achieved by the
government. Thus, current reporting provides an incomplete, unrealistic and even
misleading picture of the federal government’s overall performance, financial condition,
and future fiscal outlook. In addition, too many significant earmarked federal
government revenues—as well as commitments and obligations such as those associated
with Social Security and Medicare—are not adequately and consistently disclosed in the
federal government’s consolidated financial statements and budget, and current federal
financial reporting standards do not require such disclosure.

Truth and transparency in government operations, including financial reporting is crucial
to understanding the performance, financial condition, and fiscal outlook of the nation.
The federal government should provide a fuller and fairer picture of existing budget
deficits, the so-called “trust funds,” and the growing financial burdens facing every
American.

Some examples of ways OMB and others can help make federal spending more
transparent include:

e Preparing a summary annual report for the federal government

In addition to the annual financial report each year for the federal government, a
summary annual report should be prepared to provide citizens with a better
understanding of their government’s finances. The financial report produced each year
for the federal government as a whole contains consolidated financial statements and
detailed disclosures along with management’s discussion and analysis. A summary could
provide key information for understanding the federal government'’s finances, challenges,
and progress in an easy to understand format and simple, clear language to improve
transparency and accountability. When I was a public trustee for Social Security and
Medicare, my fellow public trustees and I inherited what has now become an annual
practice of preparing a summary annual report of the various Social Security and
Medicare Trustees’ reports. This was a very positive and popular step and can serve as a
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potential basis for doing the same in connection with the federal government’s annual
financial report.

¢ Revising draft OMB reporting guidance to require adequate segregation of
earmarked funds and activities through columnar presentation in the federal
government’s financial statements

OMB recently issued new draft guidance for preparing federal agency and consolidated
financial statements that should be further revised to improve its implementation of a
new accounting standard related to the presentation of earmarked funds, such as social
security revenue. We strongly believe these funds and activities should be separately set
apart in columnar presentation from other general government activities because of the
significance and importance of these activities to the American public. Such reporting is
more transparent and clearly discloses the government’s earmarked funds and related
activities separate from other government activities. We believe that the guidance with
respect to earmarked funds in the proposed guidance does not adequately segregate
earmarked funds and earmarked fund activities from other government activities.

» Establishing an OMB annual report on fiscal exposures, including appropriate
measures and how to address them.

Figure 1 shows some selected fiscal exposures facing our government. The spectrum of
these exposures ranges from explicit liabilities shown on the consolidated financial
statements to implicit promises embedded in current policy or public expectations.'
These liabilities, commitments, and promises have created a fiscal imbalance that will
put unprecedented strains on the nation's future spending and tax policies. Although
economic growth can help, the projected fiscal gap is now so large that the federal
government will not be able to simply grow its way out of the problem. Tough choices by
the President and the Congress are inevitable.

1 While the selected fiscal exposures list provides some perspective on the range and magnitude of exposures facing
the federal government, it is neither meant to be comprehensive nor to represent a universally agreed-upon list. A
broader discussion of fiscal exposures and ways to report and control them can be found in GAQ, Fiscal Exposures:
Improving the Budgetary Focus on Long-Term Costs and Unceriainties, GAO-03-213 (Washington, D.C.: Jan. 24, 2003).
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Figure 1: Selected Fiscal Exposures:
Sources and Examples
20052

Type Example {dollars in billions)

Explicit liabilities Publicly held debt {$4,297)
Military and civilian pension and post-retirement health ($3,059)
Veterans benefits payabie (3925)
Environmental and disposal liabilities ($249)
Loan guarantees ($43}

Explicit financial commitments Undelivered orders ($596)
Long-term leases ($39)

Financial contingencies Unadjudicated claims ($4)
Pension Benefit Guaranty Corporation ($96)
Other national insurance programs {$1)
Govermnment corporations e.g., Ginnie Mae

Exposures implied by current Debt held by government accounts ($3,071)°
policies or the public's Future Social Security benefit payments ($4,017)¢
expectations about the role of Future Medicare Part A benefit payments ($8,561)¢
government Future Medicare Part B benefit payments ($12,384)°

Future Medicare Part D benefit payments ($8,686)°

Life cycle cost including deferred and future maintenance and
operating costs (amount unknown)

Govemment Sponsored Enterprises e.g., Fannie Mae and Freddie Mac

4 At figures are for end of fiscal year 2004, except Social Security and Medicare estimates, which are as of January 1, 2005.

®This amount includes $845 billian held by military and civiliar pension and post-retirement health funds that would offset the explicit liabilities
reported by those funds.

¢ Figures for Social Security and Medicare are net of debt held by the trust funds ($1,687 billion for Sociat Security, $268 billion for Medicare Part A,
and $19 biltion for Medicare Part B) and represent net present value estimates over a 75-year period. Over an infinite horizon, the estimate for
Saciat Security woulid be $11.1 trillion, $24.1 trillion for Medicare Part A, $25.8 trillion for Medicare Part B, and $18.2 trillion for Medicare Part D.
Source: GAQ analysis of data from the Department of the Treasury, the Office of the Chief Actuary, Social Security Administration, and the Office of
the Actuary. Centers for Medicare and Medicaid Services.

Revised 32005

e Working with GAO and other members of the Federal Accounting Standards
Advisory Board (FASAB) to further enhance existing financial reporting

Several additional actions to enhance federal financial and performance reporting
would be desirable. For example, creating a new “burden statement” that would
combine existing liabilities and accrued obligations and commitments while showing
the per-capital, intergenerational, and other implications could be a major step
forward in helping to highlight our large and growing fiscal challenges.

¢ Providing more information on the long-term costs of major spending and tax
proposals prior to Congressional votes

On the budget side, the current 10-year cash-flow projections are an improvement over
past practices. But given known demographic trends, even these projections fail to
capture the long-term consequences of today’s spending and tax policy choices.
Congress needs to have access to the long-term cost of selected spending and tax
proposals before they enact related laws. The Congress should have more explicit and
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long-term information on the present-value dollar costs of major spending and tax bilis,
before voting. The fiscal risks just mentioned can be managed only if they are properly

accounted for and publicly disclosed, including the many existing commitments facing

the federal government.

¢ Developing a set of key national performance and outcome-based indicators

From a more strategic and results- based perspective, a set of key national performance
and outcome-based indicators to measures America’s position and progress on a range of
economic, security, environmental and social issues should be developed. Key
indicators can help to inform strategic planning, enhance performance and
accountability reporting, and improve key decision making. Several countries, states,
and localities have already adopted key indicator systems.

Question 2: As a member of the Senate Armed Services Committee, I noticed
that your testimony points out that DOD is solely responsible for 8 of the 25
high-risk areas and shares responsibility for 6 additional governmentwide areas.
Moreover, DOD is responsible for two of the four new high-risk areas added in
your last update. All of these high-risk areas involve DOD’s business
operations. What specifically does DOD need to do to get off the high-risk list?

Although DOD has a number of initiatives to address its high-risk areas, we believe that
DOD must fundamentally change its approach to overall business transformation efforts
before it is likely to succeed. We believe there are three critical elements of successful
transformation: (1) developing and implementing an integrated and strategic business
transformation plan, along with an enterprise architecture to guide and constrain
implementation of such a plan; (2) establishing central control over systems investment
funds; and (3) providing sustained leadership for the overall business transformation
effort. To ensure these three elements are incorporated into the department’s overall
business management, we believe Congress should legislatively create a full-time, high-
level executive with long-term “good government” responsibilities that are professional
and nonpartisan in nature. This executive, the Chief Management Official (CMO), would
be a strategic integrator responsible for leading the department’s overall business
transformation, including developing and implementing a related strategic plan. The
CMO would not assume the responsibilities of the undersecretaries of defense, the
service secretaries, and heads of other DOD entities for the day-to-day management of
business activities. However, the CMO would be responsible and accountable for
ensuring that all DOD business policies, procedures, and reform initiatives are consistent
with an approved strategic plan for business transformation.

With regard to the other high-risk areas, we are currently working with OMB and DOD as
they develop specific criteria and related action plans for addressing the problems that
led GAO to designate these areas as high-risk. OMB and DOD are initially focusing on
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the supply chain management high-risk area with the goal of developing a model action
plan that can be used in other high-risk areas.

Question 3: In January 2005, OMB reported that fiscal year 2004
governmentwide improper payments totaled about $45 billion. Do you believe
the $45 billion in improper payments reported by OMB fully realizes the
magnitude of the governmentwide improper payments problem?

The magnitude of the governmentwide improper payments problem is still unknown,
because not all agencies have reported an estimate. This includes some of the largest
risk-susceptible federal programs such as HHS's Medicaid program, with outlays
exceeding $175 billion annually and Department of Education’s Title I Program, with
outlays of over $10 billion annually.

Do you think we will see an increase in the amount of improper payments
reported in fiseal year 2005?

As OMB indicates in their January 2005 report,” any potential reductions in improper
payments will be affected by outlay changes. The amount will also be affected as
additional programs estimate amounts along with changes in the methodologies agencies
use to identify and measure improper payments in their programs.

Question 4: You have stated that a chief operating officer (COO)/chief
management official (CMO) position would be helpful for selected federal
departments and agencies, like DOD and DHS, facing major management and
transformation challenges. In particular, how would a COO/CMO help to
elevate, integrate, and institutionalize attention on major management and
transformation challenges in these departments and agencies?

Could you please describe the key responsibilities, qualifications and
accountability mechanism that you envision for such a pesition(s) (i.e.; need for
an elevated executive or deputy position, term appointment, performance
agreement, etc.)?

As the Departments of Defense (DOD), Homeland Security (DHS) and other agencies
across the federal government embark on large-scale organizational transformations to
address 21* century challenges, there is a compelling need to (1) elevate attention on
management issues and transformational change (2) integrate various key management
and transformational efforts; and (3) institutionalize accountability for addressing key

* Office of Management and Budget: Improving the Accuracy and Integrity of Federal Payments, dated
January 25, 2005.
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management issues and leading transformational change.” Due to the corplexity and
long-term nature of these efforts, strong and sustained executive leadership is needed if
they are to succeed. As we have reported, a Chief Operating Officer (COO) or Chief
Management Official (CMO) may effectively provide the continuing, focused attention
essential to successfully completing these multiyear transformations in agencies like
DOD and DHS.

In the case of DOD, in April 2005, we testified that as DOD embarks on large-scale
organizational change initiatives, such as business management transformation, the
complexity and long-term nature of these initiatives requires the development of an
executive position capable of providing strong and sustained leadership—over a number
of years and various administrations.* As noted in our response to question number two,
one way to ensure sustained leadership over DOD’s business transformation efforts
would be to create a full-time executive-level II position for a CMO, who would serve as
the Deputy Secretary of Defense for Management. Such leadership would provide the
attention essential for addressing key stewardship responsibilities, such as strategic
planning, enterprise architecture development and implementation, information
technology management, and financial management, while facilitating the overall
business management transformation within DOD. At DHS, we reported that the COO
concept would provide the department with a single organizational focus for the key
management functions involved in the business transformation of the department, such
as human capital, financial management, information technology, acquisition
management, and performance management, as well as for other organizational
transformation initiatives.” In our March 2005 review of DHS’s management integration
efforts, we suggested that Congress reassess whether it needs to statutorily adjust
existing positions at DHS or create a new position, such as a COO/CMO, that has the
necessary responsibilities and authorities to more effectively drive the department’s
management integration.® We have also recently testified that a COO/CMO can
effectively provide the continuing, focused attention essential to successfully complete
the implementation of DHS's new human capital system, a large-scale, multiyear change
initiative.” Specifically, such a position would serve to elevate attention that is essential
to overcome an organization’s resistance to change, integrate the human capital system
with various management responsibilities so they are no longer stovepiped, and

® On September 9, 2002, GAO convened a roundtable of government leaders and management experts to
discuss the COO concept and how it might apply within selected federal departments and agencies. See
U.S. GAO, Highlights of a GAO Roundtable: The Chief Operating Officer Concept: A Potential Strategy to
Address Federal Governance Challenges, GAO-03-192SP (Washington, D.C.: Oct. 4, 2002).

*U.S. GAO, DOD High-Risk Areas: Successful Business Transformation Requires Sound Strategic Planning
and Sustained Leadership, GAO-05-520T (Washington, D.C.: Apr. 13, 2005).

*U.S. GAOQ, The Chief Operating Officer Concept and its Potential Use as a Strategy to Improve
Management at the Department of Homeland Security, GAO-04-8T6R (Washington, D.C.: June 28, 2004).
®U.S. GAO, Department of Homeland Security: A Comprehensive and Sustained Approach Needed to
Achieve Management Integration, GAO-05-139 (Washington, D.C.: Mar. 16, 2005).

"U.S. GAOQ, Human Capital: Observations on Final DHS Human Capital Regulations, GAO-05-391T
(Washington, D.C.: March 2, 2005), and U.S.GAO, Human Capital: Preliminary Observations on Final
Department of Homeland Security Human Capital Regulations, GAO-05-320T (Washington, D.C.: Feb. 10.
2005).
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institutionalize accountability so that implementation of this critical human capital
initiative can be sustained.

The specific focus and structure of any COO/CMO position, however, must be
determined within the context of the particular facts, circumstances, challenges and
opportunities of each individual agency. In addition, certain characteristics can serve to
augment the position, and thus further strengthen and integrate business transformation
efforts. These include articulating the role of the COO/CMO in statute in order to make
clear its broad responsibilities and qualifications, using performance agreements to
clarify individual performance expectations, and setting a term appointment for the
position to help ensure stability and accountability over the long term. For example, the
Congress could articulate in statute the COO/CMO’s qualifications, such as the need for
strong leadership skills and a demonstrated ability in managing large-scale change
management initiatives. In addition, it is important to use clearly defined, results-
oriented performance agreements accompanied by appropriate incentives, rewards, and
accountability mechanisms for these positions. The COO/CMO’s progress in meeting the
terms of the performance agreements would form the basis of any performance bonuses,
as well as any decisions on removal or reappointment of the COO/CMO. Large-scale
change initiatives and organizational transformations require a long-term, concerted
effort, and can take years to complete. Providing a COO/CMO with a term appointment
of at least 5 to 7 years would be one way to help ensure that these long-term
transformation initiatives are successfully completed. Finally, strong and continuing
congressional oversight can help determine how best to elevate, integrate, and
institutionalize key management and transformation responsibilities in federal agencies.

Questions from Senator Carper
Financial Management

1. According to the OMB scorecard, financial management appears to be a
weakness across the federal government. In your view, what are the reasons
behind his? What steps do OMB and the agencies need to take to address their
financial problems? Are there any special problems in agencies like the
Department of Defense that have had severe, long-term problems in the
financial management area?

Establishing effective financial management operations, including sound processes,
strong controls, and modern systems, has been a long-standing challenge at most federal
agencies. While a number of agencies are receiving unqualified or “clean” opinions on
their financial statements, continued widespread financial management weaknesses—as
shown by the OMB scorecard-indicate that federal agencies still have a long way to go
before they can routinely generate reliable, useful, and timely financial information
supporting day-to-day agency management and accountability to taxpayers and the
Congress.
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To address these challenges, many agencies have efforts underway to improve their
processes and controls and implement new or upgrade existing financial management
systems. However, given the longstanding, complex, and deeply-rooted nature of the
financial management problems that many agencies are facing, their full resolution will
take time, investment, and a sustained emphasis. Implementing updated and integrated
management and financial information systems, in particular, is a difficult job and brings
a degree of risk. For example, our work at the Department of Health and Human
Services and the National Aeronautics and Space Administration has highlighted
significant problems in implementing new financial management systems.

Effectively addressing the financial management deficiencies at the Department of
Defense (DOD) is particularly crucial. DOD’s financial management deficiencies, taken
together, continue to represent the single largest obstacle to achieving an opinion on the
U. S. government’s consolidated financial statements. DOD is uniquely challenging in
that problems with its financial management operations go far beyond its accounting and
finance processing and systems. The department continues to rely on a reported 4,000 or
more legacy and non-integrated finance, logistics, personnel, acquisition, and other
management information systems to gather the data needed to support day-to-day
management decision making and reporting. These systems have evolved into the overly
complex and error-prone operation that exists today. For example, DOD’s current
systems have (1) little standardization, (2) multiple systems performing the same tasks,
(3) the same data stored in multiple systems, and (4) manual entry of the same data into
multiple systems.

DOD’s efforts to date have not adequately addressed key underlying causes of past
reform efforts. Reforming DOD’s business operations is a monumental challenge and
many well-intentioned efforts have failed over the past several decades. Successful
transformation will require an effective transformation plan, adequate human capital,
effective processes and proven transformation tools (such as a business enterprise
architecture), and results oriented performance measures that link institutional, unit, and
individual personnel goals and expectations. Further, lessons learned from previous
reform attempts include the need for focused and sustained leadership at the highest
level with appropriate authority over all of DOD’s business operations, as well as
centralized control of all business transformation-related funding with the designated
approval authorities assigned responsibility for transformation activities within their
specific business process areas. This leadership could be provided through the
establishment of a Chief Operating Officer/Chief Management Official in the department
that would require additional legislation.

Human Capital

1. You've stated in the past that your believe we need to give the Department of
Defense and the Department of Homeland Security more time to implement and
evaluate their new personnel systems before we move to expand them to other
agencies. As you know, however, the President’s FY2006 budget proposal
suggests doing the opposite. Is your opinion on this issue still the same?
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We believe that whether through government-wide or agency-specific human capital
legislation, new human capital systems should be put in operation only when an agency
has the institutional infrastructure in place to use the new authorities effectively. This
institutional infrastructure includes, at a minimum, a human capital planning process
that integrates the agency’ human capital policies, strategies, and programs; the
capabilities to develop and implement a new human capital system effectively; and a
modern, effective, credible, and validated performance management system that
provides a clear linkage between institutional, unit, and individual performance-oriented
outcomes and includes adequate safeguards to ensure the fair, effective, and
nondiscriminatory implementation of the system.

Importantly, it is possible to enact broad-based human capital reforms that would enable
agencies to move to a more market-oriented and performance-based system. However,
any such effort should require that the agency not implement key reforms until after it
meets certain procedural management assessment and independent certification
requirements relating to the above referenced criteria.

2. According to the OMB scorecard, most agencies are making significant
progress in implementing the President’s initiatives in the area of human capital
planning and management. What steps are these agencies taking? In your view,
are they taking full advantage of personnel flexibilities in existing law,
including those we’ve enacted in recent years?

Overall, the federal government has made some strides toward increasing agencies’ use
of existing personnel flexibilities, including those enacted in recent years. As an
example, in June 2004 we reported that agencies appeared to be making limited use of
two new flexibilities that could help in expediting and controlling their hiring processes —
category rating and direct-hire authority.” In a subsequent congressional hearing on this
issue, we noted that the Office of Personnel Management had taken additional actions to
help ensure that agencies were more aware of existing hiring flexibilities as well as to
more directly assist agencies in taking full advantage of these flexibilities.’

Still, we have reported that federal agencies should make more frequent and effective
use of the human capital flexibilities already available to them.” Generally speaking, as a
first priority, it is important for agencies to assess and determine which human capital
flexibilities are most appropriate for managing their workforces. We have noted that
agencies sometimes overlook the effectiveness of these tools in recruiting, retaining, and

* GAO, Human Capital- Additional Collaboration Between OPM and Agencies Is Key to Improved Federal
Hiring, GAQ-04-797 (Washington, D.C.: June 7, 2004).

® GAO, Human Capital: Increasing Agencies’ Use of New Hiring Flexibilities, GAO-04-959T (Washington,
D.C.: July 13, 2004).

“ GAO, Human Capital: Effective Use of Flexibilities Can Assist Agencies in Managing Their Workforces,
GAO-03-2 (Washington, D.C.: Dec. 6, 2002).
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motivating staff." As we have recently reported, federal agencies possess a variety of
differing statutory authorities for managing their workforces.” In previous reports and
testimonies, we have emphasized that in addressing their human capital challenges,
federal agencies should first identify and use the flexibilities already available under
existing laws and regulations and then seek additional flexibilities only when necessary
and based on sound business cases.

Our previous work also identified several significant reasons why agencies have not
made greater use of the human capital flexibilities available to them.” These barriers
that have hampered agencies in maximizing their use of available flexibilities include
agencies’ weak strategic human capital planning and inadequate funding due to
competing priorities; managers’ and supervisors’ lack of awareness and knowledge of the
flexibilities; and managers’ and supervisors’ belief that approval processes to use specific
flexibilities are often burdensome and time-consuming. Agencies need to take concerted
actions to overcome these barriers when assessing how the flexibilities fit into their
overall strategic human capital planning processes.

E-Government

1. Earlier this month, the House Committee on Government Reform held a
hearing to highlight the grades they give to agencies on their compliance with
the Federal Information Security Management Act (FISMA). Several agencies
received failing grades, including the Department of Homeland Security. At the
hearing it was suggested that OMB could reduce the budgets of federal
departments that do no improve their information technology security. What do
you believe OMB should be doing to ensure that agencies comply with the
FISMA?

According to FISMA, OMB is required to approve/disapprove the information security
programs at the agencies. According to OMB officials, they are using the annual
reporting by the agencies and the IGs, as well as some information from the budget
process, to do this. We have not looked at this aspect of the FISMA process at this time.
However, OMB is planning to issue new guidelines on the annual reporting and the
approval/disapproval process this year.

In our opinion, OMB needs to ensure that agencies whose programs do not warrant full
approval produce detailed plans for improving their programs, including milestones,
timeframes, and resources needed. These plans could then be used by OMB to analyze
and act on resource requests by the agencies.

" GAO, Securities and Exchange Commission: Human Capital Chall Require M: t Attention,
GAO-01-947 (Washington, D.C.: Sept. 17, 2001).

¥ GAO, Human Capital: Selected Agencies’ Statutory Authorities Could Offer Options in Developing a
I?Y:amewarkfor Governmentwide Reform, GAO-05-398R (Washington, D.C.: Apr. 21, 2005).

¥ GAO-03-2.
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RESPONSES TO QUESTIO'NS FOR CLAY JOHNSON, III,
DEPUTY DIRECTOR OF MANAGEMENT, OFFICE OF MANAGEMENT AND BUDGET

Coburn

Proposed Program Terminations

Question: The President’s FY 2006 Budget Request proposes the termination of almost 100
federal programs, which would reduce spending by approximately $8.8 billion in FY 2006.
How did OMB put this list together?

Answer: As the Administration drew up its list of proposed major reforms and budget
savings, we were guided by three major criteria:

—  Does the program meet the Nation’s priorities? The budget increases funding to
strengthen our Armed Forces, improve our homeland defenses, promote economic
opportunity, and foster compassion.

— Does the program meet the President’s principles for appropriate use of taxpayer
resources? If an appropriate Federal role could not be identified in a program’s mission,
the Budget generally proposes to reduce or eliminate its funding.

- Does the program produce the intended results? The Bush Administration is measuring
the effectiveness of the government’s programs — and the results are helping us make
budgeting decisions.

How do you determine what programs are effective or ineffective?

Answer: A program’s effectiveness is evaluated with the Program Assessment Rating Tool
(PART), which is designed to help assess the management and performance of individual
programs. The PART evaluates a program’s purpose, design, planning, management, results,
and accountability to determine its overall effectiveness.

Divided into four distinct sections, each PART asks 25 basic questions. Some additional
questions are included, which are tailored to the program’s type. The first section gauges
whether a program’s design and purpose is clear and defensible. The second section involves
strategic planning, and weighs whether the agency establishes valid annual and long-term
goals for its programs. The third section rates the management of an agency’s program,
including financial oversight and program improvement efforts. The fourth section of
questions focuses on results that programs can report with accuracy and reliability.

Why did the Budget propose maintaining or even increasing the budgets for some programs
that were rated ineffective?

Answer: Just as a high PART rating does not automatically result in a funding increase, a
low PART rating does not automatically result in a funding decrease. A PART assessment is

an important factor, but not the only factor, in funding decisions.

How many of the programs proposed for termination have been on this list before?
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Answer: 59 programs proposed for termination have been proposed in previous budgets.
Why has funding for these programs continued despite their inability to demonstrate results?

Answer: Many of these programs are popular and therefore are difficult to terminate or even
reduce in funding. All programs, whether proposed for termination or not, are working to
improve.

How many programs did you recommend be terminated last year? How many did Congress
eliminate?

Answer: We recommended 65 programs for termination last year. Of that, 7 programs were
terminated.

Example 1 — Safe and Drug Free Schools State Grants

The Safe and Drug-Free Schools State Grants program, which started in 1986,
provides formula grants to States and school districts for a number of activities
intended to reduce youth crime and drug-abuse. The program received $437 million
dollars in the FY 2005 budget even though the program is nearly twenty years old and
cannot demonstrate that it accomplishes anything.

Why is the Safe and Drug Free Schools State Grants program listed as ineffective and
targeted for elimination?

Answer: The program received an ineffective rating for a few primary reasons: 1) A
RAND study concluded that the programs’ design is fatally flawed because it spreads
funds too thinly to have any impact. As a result, the program provides approximately
$7 per student per year. 2) The program supports so many purposes, it has been
virtually impossible to determine how the program will measure and achieve success.
The Department of Education has been unable to show that the program has had an
impact on reducing drug use or violence. The PART analysis became the basis for the
elimination of this program.

How does the President’s Management Agenda give the executive branch data and
analytical tools upon which evaluations of effectiveness can be made?

Answer: The Budget and Performance Integration aspect of the PMA launched the
PART, which has proved to be a useful tool in analyzing this program, and more
importantly, in making that analysis available to the public.

It is my understanding that the law authorizing this program gives very poor direction
because it was “written to address multiple purposes, including drug prevention,
alcohol prevention, and violence prevention.”
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Is it true that the program does not have a limited number of annual performance
goals?

Answer: The Department of Education has had difficulty defining performance goals,
and gathering data on goals, that truly reflect the impact of the program.

Is it also true that the major reason for this lack of focus is that the authorization calls
for States and school districts to state their own objectives?

Answer: Certainly one of the reasons for the failure of this program is the lack of
consensus on what success looks like, how we measure it, and how you attribute
results to a program that spreads funds so thinly it. It could be possible for state and
districts to develop useful performance measures if they were within an agreed-upon
framework.

Example 2 — Byrne Justice Assistance Grants

This program, referred to as JAG, is a formula grant program intended to assist state
and local law enforcement control violent and drug-related crime. It was formed by
the merger of the Byme Formula Grant and the Local Law Enforcement Block Grant,
and was first funded by Congress in FY 2005 at $626 million.

It is my understanding that OMB has proposed to terminate the Byrne Justice
Assistance Grants program in FY 2006 because it and its predecessor grant programs
have spent more than $4 billion since 2001 without having demonstrated an impact on
crime.

Answer: The Administration has proposed eliminating the Byrne Formula and Local
Law Enforcement Block Grants in each Budget since FY 2003. These programs did
not have meaningful performance measures or reporting that allowed for an
assessment of their influence on crime. The Byrne Justice Assistance Grants program
merges features of the two pre-existing programs. The Department of Justice is
considering modifications to performance reporting, but at present there is no data to
link the program to crime trends.

Example 3 — Health Resources and Services Administration (HRSA) Health
Facilities Construction Congressional Earmarks

The President proposes to cut earmarks through HRSA, which received almost half a
billion dollars in FY 2005. The Administration points out that since 2001, Congress
has directed more than $1.7 billion through HRSA to individual awardees. Examples
of HRSA awards in 2005 include an award to a policy institute to develop internet-
based educational materials and for integrative medicine and to a health department
for medical resident stipends.

Did the Administration propose terminating these earmarks in previous budget
cycles? If so, when and why?
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Answer: The Executive Branch historically has sought to eliminate these earmarks.
The earmarked projects often serve local interests and do not fulfill national priorities
or Federal responsibilities. Earmarks are not subject to a competitive or merit-based
process to ensure higher priorities are funded first.

Are there clearly defined goals for these earmarks, and have they demonstrated their
effectiveness?

Answer: The program does not have goals and has not demonstrated results.
How is this a good use of taxpayer dollars?

Answer: The Administration does not believe that these earmarks represent an
effective use of Federal dollars. In 2005, Congress funded over 900 individual
projects at a record level of $483 million, $361 million (+296%) above the FY 2000
level. These projects divert funding from other higher priority programs, circumvent
competitive processes and divert people and associated financial resources from
HRSA’s core mission activities.

Wouldn'’t the public be better served if these grants were peer reviewed and rationally
targeted toward high priority needs?

Answer: Even if the Health Care Facilities Construction program was administered
as a competitive grant, it would be highly duplicative of other Federal, state, and
private efforts. The Medicare and Medicaid programs already support health care
infrastructure. For example, Medicare capital payments to inpatient hospitals will
total an estimated $9.1 billion in FY 2005. In FY 2005, NIH will directly award $179
million to Extramural Biomedical and Behavioral Research Facilities Funding and will
fund approximately $2.5 billion for facilities-related expenses associated with research
grants. The program also includes earmarks that are duplicative of Rural Health
programs, Maternal Child Health Programs, Ryan White, and Health Centers.

OMB’s Scorecard Rating

Question: In the latest Scorecard issued December 31, 2004, of the 24 major departments
and agencies listed, OMB received the highest number of failing grades for both its current
status and its progress in implementing the PMA. OMB received red ratings in all but one
initiative — human capital, which received a yellow grade — for its current status. It received
three red grades and two green ratings (financial performance and e-government) for its
progress.

Why is OMB failing at implementing its own initiative?

Answer: The criteria we use to score agencies on the President’s Management Agenda are
strict and challenging to achieve. We have intentionally applied the Management Scorecard
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to OMB because we want to hold ourselves to the same test that we hold agencies to. Like all
agencies, we struggle with the scorecard.

What steps are you taking to improve OMB’s Scorecard ratings?

Answer: The scorecard is serving its purpose at OMB. We use it to continuously monitor
our progress and to ensure we take appropriate action to improve our efficiency and
effectiveness. We are making solid progress in all areas, and realize the great opportunity to
better manage OMB. We will do better.

Will we see progress from OMB reflected in the next Scorecard, which I believe is to be
released sometime next week?

Answer: In the scorecard referred to in the question, OMB’s progress rating improved in
three of five areas.

According to the most recent Scorecard, the Smithsonian Institute received red grades for all
five initiatives. Why does the Smithsonian appear to be lagging behind the other 23
departments and agencies?

The Smithsonian Institution is currently red on all five initiatives; however, over the last 5
quarters, the Institution has shown consistent improvement in its progress scores. Currently,
the Smithsonian has green progress scores in all areas except Competitive Sourcing. This
improvement is indicative of the fact that the senior leadership of the Smithsonian is very
much focused on changing how it manages and operates its museums and programs along the
lines laid out within the PMA initiatives. Given the recent progress, we anticipate seeing
upgrades in some of the initiative status scores in the next few cycles. The reason that the
Smithsonian is "lagging" the other departments and agencies could be due to two factors: (1)
unlike many larger agencies, the Smithsonian was not involved in examining "PMA-like"
management best practices prior to implementation of the PMA and thus had a larger
"learning curve" to overcome, and (2) as a small agency, the Smithsonian does not have

the resources or expertise to make quantum leaps in the short-term.

Program Assessment Rating Tool (PART)

Question: Please provide an example of a program that has not demonstrated results, and
explain OMB'’’s assessment process (i.e., PART).

Answer: See the attached list for programs that have not demonstrated results as well as
those rated “Ineffective.” Regardless of overall PART score, a rating of Results Not
Demonstrated is given when programs do not have agreed-upon performance measures or
lack baselines and performance data. Specifically, a program that has not been able to
establish long-term and short-term performance measures or does not have data to indicate
how it has been performing under measures that have been established will receive a rating of
Results Not Demonstrated.
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Question: How does OMB work with that agency or program to improve its performance?
Do you set specific goals with time frames for completion?

Answer: In response to each PART assessment, agency and OMB work together to identify
follow-up actions to improve performance. These actions can include management actions
the agency will take, funding proposals included in the President’s Budget, and legislative
proposals to address program design flaws. Agency efforts to complete these actions and
improve program performance are tracked in the President’s Management Agenda scorecard
for Budget and Performance Integration, as well as through PART updates each year.

Furthermore, when a program provides evidence of significant improvement, it has the
opportunity to be reassessed so that it may also improve its rating. OMB and agencies agree
on which programs will be assessed typically during February when they are identifying
which programs will be reviewed with the PART during the following spring and summer.

Question: How closely do you monitor their progress?

Answer: Each assessed program comes up with follow-up actions to improve performance
and dates by which those actions will be taken. OMB budget examiners work with the
program managers throughout the year to implement the follow-up actions. At least twice a
year, agencies are asked to report on their overall status in implementing follow-up actions,
and the quality of implementation is a factor in agency progress scores for the Budget and
Performance Integration Initiative.

Question: Should an agency or program not improve its performance or not demonstrate
results, are there other mechanisms you can use (aside from recommending to Congress to
terminate their budget) to force change?

Answer: The Budget and Performance Integration scorecard is a useful tool to track program
performance and general use of the PART. Specifically, if an agency does not demonstrate
specific program results than they will not be elevated to green (the highest status) and if
performance is really suffering they may be reduced to red (the lowest status).

Question: Are there particular types of abuse or waste that occur year after year without
improvement, despite efforts to improve? If so, what is the impediment to progress?

Answer: There are no particular types of abuse or waste that are identified through the
PART. However, many programs have difficulty coming up with the right way to measure
their success. Much of what the government does is difficult to measure. OMB and agencies
work hard to find the right goals and measures for programs.

Question: One of the weaknesses that GAO has pointed out of the PMA and PART is the
lack of performance data for federal programs that is needed to assess their effectiveness. It is
my understanding that this is one of the reasons why GAO believes the Government
Performance and Results Act (GPRA) should remain an important tool in our efforts to assess
what programs are and are not working for the taxpayer.
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How is OMB working to improve the quality of information agencies collect and use to track
the results of their programs?

Answer: Agencies are provided resources to collect such information or conduct evaluations
of their program performance. OMB considers requests for such funding in light of all other
budget priorities.

Question: How do PART and GPRA consider certain activities, like research programs, that
may be difficult to measure in any given year?

Answer: All programs can define aggressive, outcome-oriented measures of success.
Research programs are no exception. Applied research programs must focus on achieving
well-defined practical outcomes. Basic research programs must target their investments is
such a way that the quality and relevance of their research improves.

Question: Why have previous efforts failed? What lessons can we take from those failures
and apply to the PMA to ensure that the PMA will have a long-term effect on improving the
efficiency and effectiveness of Government? How can Congress work with OMB and the
executive branch to improve the effectiveness of the PMA?

Answer: The PART is the next step, begun with the Government Performance and Results Act
(GPRA), in the Federal Government’s effort to assess and continuously improve the results we
achieve on behalf of the American people. It is the first comprehensive, consistent assessment
of all the government’s programs. Prior to the PART, few consistently asked of all programs
whether they were achieving the desired result or not. Requiring in statute that agencies and
OMB conduct assessments like the PART would further institutionalize the Federal
Government’s commitment to results.
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RESPONSES TO QUESTIONS FOR CLAY JOHNSON, IiI,
DEPUTY DIRECTOR OF MANAGEMENT, OFFICE OF MANAGEMENT AND BUDGET

Carper
Financial Management

Question: Please provide the subcommittee with a breakdown of annual improper payment
estimates by department and agency. Are there any specific legislative steps we can take to
help meet the President’s goals for reducing improper payments?

Answer: Federal agencies have made significant plans to eliminate improper payments,
which they estimate to have been $45 billion in fiscal year (FY) 2004. The enclosed Office of
Management and Budget (OMB) report, Improving the Accuracy and Integrity of Federal
Payments, provides the clearest picture to date on the extent of government-wide improper
payments, as well as the significant efforts underway to eliminate them. For specific
information on the annual breakdown of improper payment estimates by reporting department
or agency, please see Table 2 of the report. Key findings in the report include:

o Agencies reported a total of $45.1 billion in improper payments in FY 2004,
which represents a 3.9% government-wide improper payment rate;

e Seven programs account for 95% of the improper payments reported (Medicare,
Earmned Income Tax Credit, Unemployment Insurance, Supplemental Security
Income, Old-Age, Survivors, and Disability Insurance, Public Housing/Rental
Assistance, and Food Stamps); and

¢ The overall improper payments total for programs and activities measured and
reported in FY 2004 is expected to decrease by nearly $5 billion in FY 2005, more
than $8 billion in FY 2006, and more than $12 billion in FY 2007.

With regard to your question about specific legislative steps for eliminating improper
payments, the President’s FY 2006 Budget contains several proposals that, if enacted, would
facilitate agency efforts to meet these aggressive reduction targets. Specifically, the
Administration proposes:

» Program integrity adjustments to the discretionary caps that are designed to support
agency efforts to eliminate improper payments in the Medicare, Unemployment
Insurance, Supplemental Security Income, and Old-Age, Survivors, and Disability
Insurance programs, by including funds for the enforcement initiative in the overall
discretionary spending total sought by the Administration, while preventing the
diversion of these funds for other purposes;

* Amendments to the Social Security Act and the Internal Revenue Code that will
further reduce improper payments in the Unemployment Insurance program, by
providing a financial incentive for states to recover benefit overpayments, enlist debt
collection agencies in efforts to collect overpayments, impose penalties for fraud,
charge employers when their actions lead to overpayments, and collect delinquent
overpayments through garnishment of tax refunds; and
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» Authorization for state Food Stamp agencies to use the National Directory of New
Hires database to verify employment and wage information on food stamp
applications and reports.

The Administration also supports amending the Tax Code to allow the Department of
Education access to Internal Revenue Service data for the purpose verifying income
information on student aid applications. If enacted, and when fully implemented, this
proposal would eliminate virtually all of the $621 million in improper payments reported in
the Pell Grant program in FY 2004. (This legislative proposal was previously introduced in
the 108™ Congress by Congressman Sam Johnson in the form of H.R. 3613.)

Question: Please provide the subcommittee with a list of programs evaluated under the
Program Assessment Rating Tool that have received “Ineffective” or “Results Not
Demonstrated” ratings. Which of these programs has the President recommended
eliminating in his budget proposals? Have any of the programs shown improvement in
subsequent evaluations?

Answer: [ have included a table of programs rated “Ineffective” or “Results Not
Demonstrated” that shows the President’s funding recommendation, including terminations
and reductions, for each program. Additionally, I've provided a list of reassessed programs
that shows many programs previously rated “Results Not Demonstrated” have improved their
ratings.

Human Capital

Question: As you know, the administration in recent years has pressed Congress to adopt a
number of major changes in the pay, bargaining and due process rights of employees at the
Department of Defense and the Department of Homeland Security. The administration
claimed at the time that the changes were necessary for national security reasons. However,
the President’s FY 2006 budget calls for taking what’s currently being implemented at DoD
and DHS and expanding it to all other federal agencies. As you know, the new personnel
systems at DoD and DHS are years away from being fully implemented — wouldn 't it make
more sense to study their impact and make any necessary adjustments before expanding them
to other agencies?

Answer: DoD’s and DHS’s success at implementing their new rules will depend on how well
they train their managers to be good managers, to give their employees clear feedback about
how they are performing and what they can do to grow professionally. Other agencies’
success at implementing new civil service rules will depend on how well they do the same
thing, not on how successful DoD and DHS are. The longer DoD and DHS have a superior
ability to motivate and retain quality people, the more likely other agencies are to lose good
people to these agencies.

Competitive Sourcing
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Question: Are there any instances in which OMB has given credit to agencies towards the
achievement of the goals included in their "competitive sourcing” plans for using alternatives
to public-private competition for the generation of efficiencies in the delivery of services?
Can agencies only receive positive ratings on OMB'’s scorecard in this area by conducting
competitions under the rules set out in A-76?

Answer: Agencies are encouraged to find efficiencies in whatever way they can. But the
competitive sourcing initiative is focused on how well agencies use competition as a
management tool to reduce costs, increase efficiencies, and eliminate waste. OFPP will be
working with agencies’ Competitive Sourcing Officials (CSOs) on guidance to determine how
agencies might develop “high performing organizations” where competition doesn’t make
sense.

Question: I understand OMB projects that competitions being conducted under A-76 will
save the federal government about $2.5 billion over five years without any major reduction in
federal employment. Can you provide the subcommittee with actual evidence of cost savings
that have been achieved to date, taking into accounting any costs associated with running the
competitions? How were these savings achieved?

Answer: RAND has studied competitions conducted under A-76 and found resulting savings
of between 34 to 59 percent. But most competitions have not been implemented long enough
(i.e., a year after completion of the transition to the new contractor or “most efficient
organization” (MEQ)) to measure whether savings have been realized. But OMB intends to
ensure that promises are kept. Many of our green agencies already are making plans to
independently validate results using independent offices within the agency, agency inspectors
general, or independent contractors. We have asked the President’s Council on Integrity and
Efficiency (comprised of agency inspectors general) to work with all agencies to ensure
competition decisions are being implemented properly and in a timely manner.

Question: David Safavian, the Administrator of the Office of Federal Procurement Policy, in
responses to pre-hearing questions during his confirmation process in the 108" Congress, said
that he would encourage groups of federal employees involved in a public-private competition
to develop most efficient organizations “as a matter of routine, including for streamlined
competitions." Why, then, has OMB opposed any legislation that would ensure that in-house
service providers are always allowed to develop most efficient organizations as part of any
public-private competition?

Answer: OMB has opposed legislation calling for the development of most efficient
organizations (MEQs) because it typically has been coupled with objectionable provisions,
such as requirements that agencies choose the cheapest provider rather than the one that offers
the best value to the taxpayer. In addition, statutory language is unnecessary because Circular
A-76 already provides a strong foundation for the development of MEOs: the Circular
requires MEOs for all standard competitions and encourages MEOs for all streamlined
competitions. FY 2004 data from the agencies shows a trend towards greater use of standard
competitions and streamlined competitions with MEOs.
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Question: Administrator Safavian also said in his responses to pre-confirmation hearing
questions that he "would not object to removing the five-year re-competition provision from
the Circular and relying on agencies to determine appropriate performance periods based on
the nature and risk associated with the services to be provided." Has this change been made?
If not, why?

Answer: Yes, a change has been made. In April 2004, OMB issued a memorandum to
advise agency heads that the five-year performance limitation no longer applies. The
memorandum vests agencies with the discretion to determine an appropriate performance
period considering the nature and risk of the service.

Question: Director Bolten, in his responses to post-hearing questions following his
confirmation hearing during the 108" Congress, said: "If confirmed, I will ask the
Administrator for Federal Procurement to recommend ways to improve opportunities for
federal employees to compete for new work and for work currently performed by
contractors." Please provide the subcommittee with a list of those recommendations and
please identify specific instances in specific agencies in which federal employees have been
allowed to compete for new work and contractor work.

Answer: The OFPP Administrator has reviewed the Circular’s provisions for federal
employee performance of new work and contracted work and concluded that these provisions
are fair and reasonable. They permit agencies to consider in-sourcing or performing new
work by demonstrating through competition that this action will achieve the best value. We
do not have data on insourcing actions. However, we expect that, in many cases, agencies
will have difficulty demonstrating that insourcing is cost-effective after taking into account
the cost of building a new internal infrastructure and the fact that competing private sector
contractors will already have an efficient structure in place. Insourcing of highly commercial
activities would also likely undermine agency efforts to redirect their workforce to higher
priority core and inherently governmental activities.

Agencies that have developed highly efficient internal operations and have the capacity to
handle common support functions for multiple agencies will soon have the opportunity to
compete for this work from other agencies, beginning with financial management and human
resources, as part of OMB’s efforts to reduce duplication in lines of business through cost-
effective migration and consolidation. If a private sector source wins a competition, the
government providers will have another opportunity to compete when the work comes up for
recompetition.

Question: There has been some debate about who should be able to represent a group of
employees protesting an agency contracting decisions when they take their case to GAO. Do
vou believe that the Agency Tender Official (ATO) has the same interests as federal
employees actually being reviewed for privatization, given that the ATO is an inherently
governmental official (i.e., is not and can never be part of the group of employees whose jobs
are being reviewed for privatization) as well as a senior procurement official whose job it is
to implement the Administration's competitive sourcing effort? Why does the ATO have
sufficient incentive, autononty, and resources to represent the interests of the federal
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employees whose jobs are being reviewed for privatization? Is it realistic to expect that the
ATO would sue his or her agency in all but the most isolated instances?

Answer: GAOQ’s authority to hear protests by ATOs is new and approximately 90 percent of
competitions completed over the past two years have been won by the in-house provider, so it
would be impossible to draw any conclusions based on experience with the GAO. However,
there is good reason to believe that ATOs will pursue protests at the GAO when there is a
reasonable basis. First, we have already seen a number of ATOs file administrative contests
challenging decisions that have been adverse to federal employees. Second, ATOs will be
required by law to notify Congress whenever they fail to pursue a protest before the GAO that
has been requested by directly affected employees.

Question: The Federal Aviation Administration's (FAA) Office of Dispute Resolution
Authority (ODRA) wrote recently that "the interests of the ATO may not always coincide for
all purposes with those of the majority of the directly affected employees. The ODRA
Contest Rules therefore expressly permit a private sector provider, the ATO_and an employee
representative...to file a Contest." (Emphasis original) An employee representative given
standing by ODRA to represent a majority of directly affected FAA employees can, like ATO
and contractors, appeal the Administrator's decision to federal district court for independent
review. Does OMB object to FAA'’s decision?

Answer: FAA's ODRA procedures specify who may file an administrative contest to a
decision under a public-private competition. These rules are consistent with the Circular,
which does not limit challenges addressing the interests of directly affected employees just to
those taken by the ATO. The Circular also authorizes administrative challenges by a single
individual appointed by a majority of directly affected employees as their agent. OMB has
issued guidance making clear that the named agent may seek legal or other assistance in
representing the directly affected employees. For example, the named agent may seek legal
or other assistance from the employees” union.

Question: In an article posted on GovExec.com on January 14, 2005, Administrator Safavian
said he was considering allowing agencies to shift work to contractors without competition, a
practice known as direct conversion. According to a May 30, 2003, posting on GovExec.com,
“In a late April interview with Government Executive, Angela Styles, the director of the
Office of Federal Procurement Policy, said curbing direct conversions was part of OMB’s
effort to prove that competitive sourcing is about competition, and not shifting contracts to
private firms. "People have criticized us for this being an outsourcing initiative and I’ve been
trying to tell them that it’s really not, that what we want is competition and the best value for
the taxpayer at the lowest cost. I think this adds a little more meat to what we’re saying,’
Styles said. On Wednesday, an OMB official said the idea of banning direct conversions was
“presented to OMB by federal employee organizations and their members, and we listened to
them. Direct conversions for fewer than 10 [full-time equivalent] employees are now a thing
of the past. We believe that fiscal responsibility demands that decisions be made by facts, and
the new streamlined approach requires knowledge of the costs and agency accountability.””
Please indicate why OMB's thinking may have changed and update us as to OMB's intentions
with regard to its support for reviving the practice of direct conversion.
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Answer: As a general matter, we will expect agencies to continue using public-private
competitions that take cost into careful consideration when deciding whether work should be
converted from public to private sector performance. At the same time, there may be cases
where direct conversions of small numbers of positions may make sense (e.g., clearly
commercial, non-core work, where direct conversion may help the agency expeditiously
redirect its workforce to mission critical activities that are not suitable for private sector
performance.)

Question: The American Federation of Government Employees (AFGE) wrote to OMB on
March 2, 2004 about the Equal Employment Opportunity Commission's decision to contract
out work performed by federal employees without public-private competition. They wrote to
you, on March 26, 2004, about the Defense Financing and Accounting Service’s (DFAS)
decision to do the same thing. If you have responded to those letters, would you please
provide us with copies? If not, why have you chosen not to respond? In both cases, I
understand that AFGE tried to persuade OMB to enforce A-76 and require the agency to
subject the work performed by federal employees to public-private competition, absent a
waiver from OMB. Did OMB grant EEOC and DFAS waivers that would have exempted
them from the requirement in A-76 that the work be subjected to public-private competition
before being given to contractors? If so, please provide all correspondence associated with
such waiver requests and explain why OMB believes it was appropriate for this work to be
contracted out without competition. If no waivers were provided, please explain why OMB
chose not to enforce the circular's competition. What role, if any, do you see for OMB in
enforcing the circular's requirement for public-private competition for work performed by
federal employees before it is given to contractors?

Answer: After receipt of AFGE’s letters, OMB followed up with the Equal Employment
Opportunity Commission (EEOC) and DFAS to better understand their actions. Based on
these discussions, we concluded that their actions were consistent with OMB Circular A-76
and no deviations were required.. In both cases, the work in question could be considered new
work which, under the terms of the Circular, may be contracted directly with the private
sector without public-private competition. EEOC awarded a contract for call center
operations that involves new services, including the ability to handle calls in different
languages as well as after hours. We understand that EEOC will evaluate the effectiveness of
the call center during the next 18 months before deciding whether to continue relying on
contractor services. The DFAS competition also involves a new requirement — i.e., acquiring
desktop computing capability as a performance based service on a per employee “seat” basis.
As aresult, DFAS has no continuing need for the function that was being performed by DFAS
employees, namely instailing, supporting, or maintaining government-owned desktop assets.
We will be providing this information to AFGE in the future.

E-Government
Question: A report released by The President’s Information Technology Advisory

Committee this past February called for more research on information security and greater
funding for the information technology workforce. In addition, the House Committee on
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Government Reform held a hearing recently to highlight the grades they give to agencies on
their compliance with the Federal Information Security Management Act (FISMA). Several
agencies received failing grades, including the Department of Homeland Security. How does
OMB plan to respond to these developments? Are there efforts underway to revise or
strengthen OMB'’s guidance to agencies in this area?

Answer: Improving information security is a priority of this Administration. The President’s
budget puts appropriate emphasis and requests additional resources for both research and
personnel. OMB will also use existing management and budget processes and the new
information systems security line of business to promote greater compliance with law, policy,
and guidance and thereby improve agency-specific and the government-wide information
security.

As background, on March 23, 2005, OMB kicked off an information systems security line of
business co-managed by the Department of Homeland Security and the National Security
Agency. The task force comprises representatives from all 24 CFO Act agencies, the Small
Agency Council, the IG community, and NIST.

The task force has set the following goals:

¢ Identify problems and propose solutions to strengthen the ability of all agencies to identify
and manage information security risks,

e Develop improved, consistent, and measurable information security processes and
controls across government, and,

e Achieve savings or cost-avoidance through reduced duplication and economies of scale.

Task force members will develop recommendations for common solutions, collaboration, or
standardization of information security processes. Consolidated business cases will then be
developed to implement any common solutions and inform the agencies’ FY 2007 budget
requests and OMB’s decisions.

Question: I understand that a number of agencies have contracts with data storage firms such
as ChoicePoint and Lexis-Nexis whose security lapses have been in the news lately. To the
extent that the federal government is using these types of firms to store sensitive data, what
steps has OMB taken to ensure thai this information is protected and can’t get into the wrong
hands? How will the recent controversies involving ChoicePoint and Lexis-Nexis affect
future contracts agencies have with data storage firms?

Answer: It is an agency’s responsibility to ensure its contractors have sufficient information
security practices in place. The Federal Information Security Management Act (FISMA)
describes Federal agency security responsibilities as including “information systems used or
operated by an agency or by a contractor of an agency or other organization on behalf of an
agency.” Agencies must ensure their policies for information security oversight of contractors
and other users ensure that only those with privileged access to Federal data get such access.
Agencies are fully responsible and accountable for ensuring all FISMA and related policy
requirements are implemented, reviewed by the agency and included in the terms of the
contract. The agency is also responsible for ensuring contractor personnel

receive appropriate security training. Agency CIOs and Inspectors General are reviewing and
reporting, at least annually, to OMB and Congress on their implementation of FISMA,
including their efforts to safeguard information and systems used by contractors.
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RESPONSES TO QUESTIONS FOR CLAY JOHNSON, 1II,
DEPUTY DIRECTOR OF MANAGEMENT, OFFICE OF MANAGEMENT AND BUDGET

Collins
CIO/CFQ Coordination

Question. During her 2003 confirmation hearing before our full Committee, OMB’s former
Controller and head of the Office of Federal Financial Management, Linda Springer, stated
that she did not think that there was any more important partnership in the agencies than
between the chief information officer and the chief financial officer. She said “without the
integrity and the timeliness of good data, the chief financial officer or any other senior officer
in the agency will not be able to make informed decisions.” She also noted that there was
little uniformity in terms of reporting relationships between the chief information officers and
the chief financial officers.

How well are these officials working together today?

Answer: As the Chair of both the Chief Financial Officers (CFO) Council and the Chief
Information Officers (CIO) Council, I am generally pleased by the work of these Councils and
the level of cooperation between the CFO and CIO offices. Of course, the specific
responsibilities of the CFO and CIO offices, as well as the reporting structure, differ from
agency to agency. Therefore, the relationship between the CFO and the CIO at one particular
agency may be quite different from another.

New initiatives and statutory requirements often require greater collaboration between the
CIOs and CFOs. Given the overall success agencies have achieved on a government-wide
basis — such as improved information security, enhanced use of information technology
through E-Gov initiatives, accelerated reporting of financial statements, achieving unqualified
audit opinions, decreasing material weaknesses, and implementation of the Financial
Management Line of Business — the relationship between these two offices are certainly
working in many cases.

What additional reforms are needed in the federal financial management community to
become service oriented?

The Councils continue to look for ways in which the CIOs and CFOs may improve their
services to each other. Implementing changes to standardize and consolidate financial
systems and accounting operations allow financial managers to focus their

attention on better reporting and analysis, rather than operations. Agencies must continue to
work to improve financial management processes so that management, and ultimately the
taxpayers, are provided with the best services. For example, through the Financial
Management Line of Business and other changes, we are beginning to see some of those
improvements at work.

GAOQO High Risk

Question: Many initiatives on the President’s Management Agenda mirror areas that GAO
has designated as high-risk. A number of these areas have been on that list for along time,
and GAO has made recommendations over the years for need corrective actions. What can
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OMB do to help prompt needed corrective actions on the part of the Executive Branch and
does it have strategies for doing so? With the Department of Defense being involved in 14 of
the 25 areas GAO has designated as high-risk, what role does OMB plan to play in
addressing those problems?

Answer: OMB, GAO, and the relevant Members of Congress will ensure that there is
agreement on what needs to be accomplished and the plans of action for achieving it for the
high-risk areas not only at DoD, but in all areas on GAO’s high-risk list.

PART

Question: How might OMB use its leadership platform to work with agencies to reexamine
portfolios of programs to ascertain their continued relevance for the 21st Century?

Answer: The Administration continues to look for new ways to improve the performance of
programs with similar purpose or design by using the PART to analyze performance across
agencies (i.e. cross-cutting analysis). Cross-cutting analysis can improve coordination and
communication by getting managers from multiple agencies to agree to a common set of goals
and placing the focus on quantifiable results, as well as identifying common barriers to
improved performance and ways to overcome them. This type of analysis breaks down
barriers across the Federal government and at the state and local levels so that all are working
toward the same goal.

Question: GAQ’s testimony notes that PART has not been fully accepted throughout the
federal government. How can PART gain support as an assessment tool throughout the
budget process?

Answer: The Budget and Performance Integration Initiative is making the link between a
program’s performance and decisions about its funding more routine. The PART has been
central in strengthening this connection and has driven a sustained focus on results. To earna
high PART rating, a program must use performance to manage, justify its resource requests
based on the performance it expects to achieve, and continually improve efficiency. It has led
to a new sense of accountability, which has been welcomed by many, but not all. In ali cases,
though, it has held program managers accountable for results. OMB and agencies will
continue to drive the use of performance information and performance assessments in
decisions Congress and the executive branch make about program budgets.
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L EXECUTIVE SUMMARY

The Administration has made the elimination of improper payments a major focus of the
President’s Management Agenda (PMA). An improper payment occurs when Federal funds go
to the wrong recipient, the recipient receives an incorrect amount of funds, or the recipient uses
the funds in an improper manner. Through the Improving Financial Performance initiative of the
PMA and now the newly created Eliminating Improper Payments program initiative, the
President is holding agency managers accountable for strengthening financial management
controls so that Federal agencies can better detect and prevent improper payments, and thus
better ensure that taxpayer dollars are spent wisely and efficiently.

To further institutionalize Federal agency efforts to climinate improper payments, the
President signed the Improper Payments Information Act (IPIA) of 2002 (Public Law 107-300)
into law on November 26, 2002. The central purpose of the IPIA is to enhance the accuracy and
integrity of Federal payments. To achieve this objective, the IPIA provides an initial framework
for Federal agencies to identify the causes of, and solutions to, reducing improper payments. In
turn, guidance issued by the Office of Management and Budget (OMB) in May of 2003
(Memorandum 03-13) requires agencies to: (i) review every Federal program, activity, and dollar
to assess risk of significant improper payments; (i) develop a statistically valid estimate to
measwre the extent of improper payments in risk susceptible Federal programs; (iii) initiate
process and internal control improvements to enhance the accuracy and integrity of payments;
and (iv) report and assess progress on an annual basis.

Pursuant to Memorandum 03-13, Federal agencies implemented the various requirements
of the IPIA for the first time in Fiscal Year (FY) 2004. The results of these efforts are captured
in a common reporting format in each agency’s Performance and Accountability Report.
Improving the Accuracy and Integrity of Federal Payments (hereinafter, “Report™) aggregates
the results of the agency-specific reports, highlighting significant findings, agency
accomplishments, and remaining challenges.

This Report, along with agency-specific reports, provides the clearest picture policy-
makers and Federal agency managers have ever had on the extent of improper payments and the
critical challenges faced in eliminating them. This first year of reporting represents a vital step
in meeting the objectives of the IPIA because it establishes the baseline from which short and
long-term program improvement strategies and priorities will be based. The following are
several notable facts and findings highlighted in this Report:

e Federal agencies completed a risk assessment of all programs and dollars spent,
determining that more than 60% of government outlays for FY 2004 (or $1.4 trillion out
of $2.3 trillion) were risk susceptible for a significant level of improper payments. The
remaining $0.9 trillion that was deemed not to be risk susceptible is made up of
compensation ($160 biilion), contracts/administrative ($285 billion), net interest on
public debt (3160 billion), and small outlay/low risk programs ($295 billion).

o Federal agencies were able to establish improper payment rates (and amounts) for
programs that account for more than 80% of risk susceptible dollars. Specifically, of the
$1.4 trillion in risk susceptible outlays, improper payment rates are reported on programs
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that total $1.2 trillion of those outlays. In a small number of risk susceptible programs,
the absence of an improper payment rate in FY 2004 reporting is the result of
measurement challenges as well as time and resource constraints that will be resolved in
future reporting years.

Agencies reported a total of $45.1 billion in improper payments in FY 2004 out of $1.2
trillion in risk susceptible outlays where an improper payment measurement was
provided. This represents a 3.9% improper payment rate. The Administration previously
published an estimate of $35 billion in annual improper payments based on a review of
available data in FY 2001. The increase in the estimate of $10.1 billion is explained
primarily by improved etror detection in Medicare, where reported improper payment
dollars have increased by $9.6 billion since 2001. Notably, for all Federal programs other
than Medicare which measured improper payments, the govermment-wide improper
payment rate is 2.7%.

Approximately 92% of improper payments are overpayments.

As demonstrated below, sven programs alone account for approximately 95% of the
improper payments reported in FY 2004.

Improper Payments Reported in FY 2004

(in billions)

Program Amount Percent of Total
Medicare $21.7 48.1%
Earned Income Tax Credit 8.7t0 10.6 21.5
Unemployment Insurance 3.9 8.6
Supplemental Security Income 2.6 5.8
Old-Age, Survivors, and Disability Insurance 1.7 3.8
Public Housing/Rental Assistance 1.7 3.8
Food Stamps 1.6 35

Subtotal 42.9 95.1
Other Measured Programs 2.2 4.9
TOTAL $45.1 100.0%

The government-wide improper payments total for the programs measured and reported
in FY 2004 is expected to decrease when reported in Fiscal Year 2005, based on agency-
established reduction targets. However, it is expected that the decrease will be impacted
by outlay changes as well as the identification of new improper payments, as additional
programs are measured and detection methods are enhanced for currently measured
programs.

Several agencies have achieved significant accomplishments in reducing improper
payments in recent years. For example, the Department of Housing and Urban
Development lowered their agency-wide improper payments by approximately $1.6
billion since FY 2000; the Social Security Administration reduced the Supplemental

ii
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Security Income improper payments by more than $100 million since levels reported in
FY 2003; and DOL reduced improper payments in the Federal Employee Compensation
Act program by $12 million since FY 2003.

With the baseline now in place, and the tools of the IPIA and the PMA in effect, the
Federal government is in a strong position to continue its efforts toward eliminating improper
payments government-wide. The Administration will utilize these tools to ensure that agencies
are prioritizing resources so that corrective action plans are thoughtfully developed and
successfully carried out for critical risk susceptible programs. Increased attention and resources
will be dedicated to achieving reduction targets in the seven critical programs that make up 95%
of the improper payments total reported in FY 2004. Moreover, the Administration will continue
efforts to ensure that agencies report an improper payment measurement for all risk susceptible
programs on an annual basis.

il
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1. INTRODUCTION

The President’s Management Agenda (PMA) strives to instill first class financial
management practices in departments and agencies throughout the Executive Branch. Such
efforts ensure that taxpayer dollars are spent wisely and efficiently, are appropriately accounted
for, and are protected from fraud or misuse. To alvance these important objectives, the
Administration has made the elimination of improper payments a major focus of the PMA. An
improper payment occurs when Federal funds go to the wrong recipient, the recipient receives
the incorrect amount of funds, or the recipient uses the funds in an improper manner.

Since 2000, Federal agencies have reported efforts to reduce improper payments through
the Office of Management and Budget’s (OMB) Circular A-11, Section 57. This reporting
requirement focused on 40 to 45 of the largest Federal programs, accounting for approximately
half of all Federal outlays. With the passage and signing of the Improper Payments Information
Act (IPTA) of 2002 (Public Law 107-300), as implemented through OMB guidance, the President
and Congress have created a permanent framework for assessing every Federal program and
dollar for risk of improper payments, annually measuring the accuracy of payments, and
initiating program improvements to ensure that payment errors and improprieties are reduced and
ultimately eliminated.

Pursuant to the IPIA, OMB issued implementing guidance in May of 2003. OMB
Memorandum 03-13 (M-03-13) requires agencies, beginning in Fiscal Year (FY) 2004, to take
the following steps to comply with law:

e Risk Assessments. Agencies are required to review all programs and activities and
identify those that are risk susceptible to significant improper payments. A program or
activity with significant improper payments is one where improper payments exceed both
$10 million and 2.5% of program payments on an annual basis. Notably, all programs
listed in Section 57 of OMB Circular A-11 are automatically deemed to be risk
susceptible to significant improper payments.

e Statistical Estimates. Agencies are required to develop a statistically valid estimate of
improper payments for all programs and activities identified as susceptible to significant
improper payments in the risk assessment. The statistical estimate must be based on a
sample size sufficient to yield an estimate with a 90% confidence interval, plus or minus
2.5%.

e Corrective Action Plans. For all programs where the statistical estimate exceeds $10
million in annual improper payments, agencies are required to develop a remediation plan
for eliminating improper payments. The remediation plan must contain annual targets for
reducing improper payment levels.

s Reporting. Agencies are required to report the results of IPIA activities on an annual
basis in their Performance and Accountability Report (PAR).

During FY 2004, as agencies worked to meet IPIA requirements for the first time, the
Administration took several steps to facilitate agency efforts. OMB announced a new PMA
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program initiative beginning in the first quarter of FY 2005 entitled Eliminating Improper
Payments. Previously, agency efforts to eliminate improper payments were tracked along with
other financial management activities through the Improving Financial Performance initiative.
By dedicating a separate initiative to improper payments, the Administration is ensuring that
agency managers are held accountable for meeting the goals of the IPIA and are therefore
dedicating the necessary attention and resources to meeting IPIA requirements.

In addition, the CFO Council’s Working Group on Improper Payments advanced the
goals of the IPIA by developing a common format for reporting IPIA results in the PAR, and
researching strategies to more efficiently verify the accuracy and integrity of sampled payments
by leveraging existing audits and consolidating reviews on common payment recipients.
Moreover, the Working Group, in consultation with representatives from the Inspector General
community, developed guidance to help agencies develop annual statistical estimates of
improper payments in large and complex programs.

Agency-specific IPIA reporting for FY 2004 is provided in agency PARs (typically
available on agency websites). This Report aggregates the results of the agency-specific reports,
highlighting accomplishments and remaining challenges.

III.  FISCAL YEAR 2004 BASELINE ASSESSMENT

The purpose of the IPIA is to enhance the accuracy and integrity of Federal payments.
To achieve this objective, the IPIA, as implemented through OMB guidance, provides a
framework for Federal agencies to measure the extent of improper payments on an annual basis
and to track success in eliminating such payments over time. The FY 2004 reporting represents
a critical step in meeting the goals of the IPIA because it establishes the baseline from which
short and long-term program improvement strategies and priorities will be based.

Risk Assessment and Statistical Sampling Results

For the first time ever, agencies assessed all Federal outlays in FY 2004 ($2.3 trillion) for
risk of significant improper payments. Agencies utilized a variety of techniques in order to
determine whether programs were risk susceptible or not. At a minimum, all agencies based risk
assessments on the relative complexity and size of the program, as well as any available
findings/reports with respect to improper payments from independent sources such as Inspectors
General, Government Accountability Office, and audits performed under the Single Audit Act.
Some agencies, such as the Department of Commerce, completed preliminary statistical
sampling in order to gauge risk. (See Table 1 of the Appendix to this Report for a list of risk
susceptible programs identified in FY 2004 and associated outlay totals.)

As required by the IPIA and OMB M-03-13, once programs or activities were classified
as risk susceptible, agencies set out to generate a valid statistical estimate for such programs.
The results of these efforts are reported in Table 2 of the Appendix to this Report. Notable
results from the FY 2004 risk assessments and statistical sampling include:
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e More than 60% of all government outlays for FY 2004 (or $1.4 trillion out of $2.3
trillion) were deemed risk susceptible for improper payments.

e The remaining $0.9 trillion that was deemed not to be risk susceptible is made up of
compensation ($160 billion), contracts/administrative ($285 billion), net interest on
public debt ($160 billion), and small outlay/low risk programs ($295 billion). It is
noteworthy that a significant number of government contracts are reviewed for improper
payment under the recovery auditing process. See Section 831 of the Defense
Authorization Act for Fiscal Year 2002 (31 U.S.C. §§ 3561-3567).

Figure 1: Risk Profile of $2.3 Trillion Federal Outlays in FY 2004
(in trillions)

Not Risk Susceptible
$0.9 (38%)
Risk Susceptible / Reported _______
$1.2 (50%)
Risk Susceptible / Not Reported-Medicaid / Risk Susceptible / ';lgtf(ipa/o;ted--Non-Medicaid
1 (4%

$0.2 (8%)

o Federal agencies reported an FY 2004 improper payment rate (and amount) for programs
that account for more than 80% of risk susceptible dollars. In other words, of the $1.4
trillion in risk susceptible outlays, improper payment rates have been established for
programs that total $1.2 trillion. Once an improper payment rate is established for
Medicaid (expected in FY 2005), Federal agencies will be reporting improper payment
rates for programs that total more than 90% of risk susceptible dollars. Other non-
reported risk susceptible programs, including the Department of Health and Human
Service’s Foster Care program, anticipate reporting improper payment rates in FY 2005.

e Agencies reported a total of $45.1 billion in improper payments in FY 2004 out of $1.2
trillion in risk susceptible outlays where an improper payment measurement was
provided. This represents a 3.9% improper payment rate. The Administration previously
published an estimate of $35 billion in annual improper payments based on a review of

' The numbers in Figure 1 have been rounded.
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available data in FY 2001. The increase in the estimate of $10.1 billion is explained
primarily by improved error detection in Medicare, where reported improper payment
dollars have increased by $9.6 billion since 2001.  Notably, for all Federal programs
which measured improper payments, other than Medicare, the government-wide
improper payment rate is 2.7 %.

e Approximately 92% of improper payments are overpayments. Of the $45.1 billion in
total improper payments reported in FY 2004, Federal agencies maintain detailed
information on overpayments vs. underpayments on approximately $42.3 billion, with
$39.1 billion reported in overpayments and $3.2 billion in underpayments. (See Table 3
of the Appendix to this Report.)

Agency-S pecific Highlights

As demonstrated in Figure 2 below, seven individual programs account for approximately
95% of the improper payment total reported in FY 2004. Therefore, achieving the objectives of
the IPIA will hinge on the development and successful implementation of effective corrective
action plans in these seven programs. In these programs, agencies have been working for many
years to instill the necessary controls and program integrity improvements to detect and reduce
improper payments. Thus, there is a solid foundation in place that will help ensure success going
forward.

Figure 2: $45.1 Billion Improper Payments by Major Program
(in billions)

Other $2.9 (6%)

Food Stamps $1.6 (3%)

HUD Rental Assistance $1.7 (4%)
OASDI §1.7 (4%)
S51$26 (6%)
-1 Medicare $21.7 (47%)

U1$3.8(9%)

EITC$0.7 (219%)

Medicare — Department of Health and Human Services (HHS)

Medicare, the second largest Federal benefit program representing nearly $300 billion in
outlays annually, is government-sponsored health insurance for America’s seniors and disabled
citizens. The Fee-for-Service portion of the program reported a 10.1% improper payment rate in
FY 2004 or a total improper payment amount of $21.7 billion. The key causes of error in this
part of the Medicare program are incorrect dollar amounts charged by and/or paid to physicians,
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diagnostic and procedure coding errors, and insufficient documentation in support of benefit
payments. HHS anticipates significant reductions in the Fee- for-Service improper payment rate
in FY 2005 and beyond. (See Table 2 of the Appendix to this Report.) In order to achieve
these improvements, HHS plans to use the findings from the FY 2003 Comprehensive Error Rate
Testing (CERT) study to enhance ongoing corrective actions as well as implementing a series of
new corrective actions.

Improvements to ongoing corrective actions include:

Increasing and refining one-on-one educational contacts with providers who are billing in
error;

Revising letters requesting medical records by clarifying the role of the CERT contractor,
ensuring the requests do not violate the Health Insurance Portability and Accountability
Act of 1996;

Allowing for faxing of medical records;

Requesting medical records in Spanish as appropriate;

Performing more intense follow-up on providers not providing records;

Developing a website to track provider non-response;

Referring provider non-responses on claims exceeding $40 to the Office of Inspector
General;

Making it easier for providers to find Medicare rules by developing a website of national
coverage, coding, and billing articles;

Establishing a process to detect “clearly erroneous” claims that can be identified without
supporting medical record information; and

Encouraging the use of Electronic Medical Record submission pilots to facilitate process
of submitting medical records.

Additional corrective actions planned for FY 2005 include:

Hiring an error rate documentation contractor whose primary focus will be lowering non-
response and insufficient documentation rates;

Releasing a List of Over-utilized Codes that show error rates and improper payments by
contractor/by service;

Accounting for contractor-specific error rates in the evaluation of contractors beginning
in 2005;

Conducting a demonstration in three States to determine whether the use of recovery
auditing contractors can help lower the error rates in these States;

Conducting an insufficient documentation special study to better understand the causes of
insufficient documentation;

Working with the American Medical Association to clarify evaluation and management
code documentation guidelines;

Opening satellite offices focused on identifying and preventing improper payments to
providers in high risk areas; and

Developing new data analysis procedures to help identify payment aberrancies and using
that information in order to stop improper payments before they occur.
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Earned Income Tax Credit (EITC) — Treasury Department

This program provides a tax credit to low income citizens and is one of the largest
Federal programs helping America’s poor. Eligibility for the credit is based on income level,
filing status, and number of dependents. In FY 2004, the program reported an improper payment
amount range of $8.7 billion to $10.6 billion (or a 22% to 27% improper payment rate). This
estimate is a projection based on the most recent EITC error study from tax year 1999. The three
most significant cawses of error in the program are: (i) Qualifying Child — whether the child
lives with the individual claiming the credit and passes the “relationship test;” (ii) Filing Status
of the Taxpayer — whether the individual claiming the credit has properly filed as single/head of
household versus married; and (iii) Underreporting of Income ~ whether the individual claiming
the credit has properly stated his/her income.

The Treasury Department anticipates reducing reported improper payments by
approximately $135 million in FY 2005 and $1.1 billion by FY 2007. (See Table 2 of the
Appendix to this Report.) The Treasury Department has a series of ongoing corrective actions
to address error, including:

e Reducing the backlog of pending EITC examinations to ensure that eligible taxpayers
whose retumns are being examined receive their refunds quickly;

» Reducing the burden and enhancing the quality of communications with taxpayers by
improving the existing audit process;

e Encouraging eligible taxpayers to claim the EITC by increasing outreach efforts and
making the requirements for claiming the credit easier to understand,

o Refocusing compliance efforts on taxpayers who claimed the credit but were ineligible
because their income was too high; and

¢ Piloting a certification effort to substantiate qualifying child residency eligibility for
claimants whose returns are associated with a high risk for error.

More recently, the Treasury Department initiated several tests to evaluate new ways of
reducing erroneous EITC payments, including:

o Qualifying Child Test: requires high risk EITC claimants to certify that they meet
qualifying child residency requirements before paying out the refund (tested on 25,000
high risk EITC applicant in FY 2004);

o Filing Status Test: reviews filing status claims to ensure they are correct. IRS selected
claimants whose filing status had changed to one that increased the value of the credit
(generally, from married filing jointly to head of household); and

e Misreporting Income (Automated Underreporter) Test: enhances error detection through
the automated underreporter program. This test focuses not on the number of cases IRS is
reviewing, but on improved selection methodologies.

The results of the National Research Program study — which provides an updated and
comprehensive review of EITC error — will be available in June 2005 and should provide
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valuable information for ensuring that the Treasury Department’s are appropriately tailored so
that error reduction goals are achieved.

Unemployment Insurance (UI) — Department of Labor (DOL)

DOL’s UI program provides unemployment benefits to eligible workers who become
unemployed and meet certain eligibility requirements. The program reported a 10.3% improper
payment rate in FY 2004 or a total improper payment amount of $3.9 billion. The largest cause
of error in the UI program is “Benefit Year Earnings” (BYE), which are payments received by
claimants who continue to claim benefits despite having returned to work. Another significant
cause of error is claimants obtaining benefits despite separations from work that violate
eligibility rules. The Department of Labor anticipates reducing reported improper payments by
$74 million in FY 2005 and $259 million by FY 2007. (See Table 2 of the Appendix to this
Report) This reduction will be achieved through a variety of corrective actions, including
increasing the use of state level data matches with the State Directory of New Hires, the National
Directory of New Hires, and Social Security Administration data to detect and prevent BYE
payments and overpayments made due to fraudulent or mistaken use of Social Security Numbers.

Supplemental Security Income (SST) — Social Security Administration (SSA)

SSI provides cash benefits to low-income elderly and disabled individuals. The program
reported a 7.3% improper payment rate in FY 2004 (based on FY 2003 payments) or a total
improper payment amount of $2.6 billion. The main reasons for payment errors are incorrect
records of beneficiaries’ wages and beneficiaries having assets that make them ineligible for
benefits that SSA does not know about. Benefit levels depend on an individual’s wages. If an
individual doesn’t report changes in monthly wages and/or SSA does not process the reported
information promptly, improper payments will be made. SSA anticipates that it will report a
6.8% improper rate in FY 2005 and 5.8% rate in FY 2007. While expected program growth,
and thus an increase in base payments, will yield a higher level of improper payments dollars
reported in FY 2005, SSA anticipates reducing reported improper payments by $493 million in
FY 2007. (See Table 2 of the Appendix to this Report) These reductions will be achieved
through eligibility re-determinations, automated checks with financial institutions for
undisclosed assets, and improved wage reporting.

Old Age and Survivors’ Disability Insurance (OASDI) - Social Security Administration (SSA)

Program beneficiaries are retirees, disabled people, and their surviving spouses and minor
children The program reported a 0.34% improper payment rate in FY 2004 (based on FY 2003
payments) or a total improper payment amount of $1.7 billion. Payment errors are largely the
result of mistakes in computations, inaccurate wage or self-employment income records, and
disabled beneficiaries earning more than program rules allow. Despite being the largest
entitlement program in the Federal Government with nearly $500 billion in annual outlays, the
improper payment rate is exceedingly low — less than half of one percent. SSA has specific
corrective action plans in place to continue to monitor and improve payment accuracy in this
program, including an initiative to correct computation errors and additional due diligence
measures to respond quickly to reports from disabled beneficiaries that they have gone back to
work.
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Food Stamps — Department of Agriculture (USDA)

The Food Stamp program targets improving the nutrition of the neediest of our citizens.
Recipients receive benefits redeemable for food at authorized grocery stores, markets, and
similar establishments. USDA has successfully implemented the use of an electronic benefits
transfer card that reduces the risk of fraudulent use or theft. In FY 2004, the program reported a
6.64% improper paymert rate (based on FY 2003 payments) or a total improper payment amount
of $1.6 billion. Errors occur when recipients report incorrect information and when state
agencies make mistakes in implementing program rules. Since publishing s FY 2004 PAR,
USDA has updated its projections and now anticipates improving the improper payment rate
from the current rate 6.64% to 6.2% by FY 2007.  These reductions are expected through
ongoing implementation of changes to rules that simplify program administration, and effective
corrective actions, including working with States to enhance quality control efforts, data
analysis, and dissemination of best practices.

Public Housing/Rental Assistance - Department of Housing and Urban Development (HUD)

Prior to the enactment of the IPIA, HUD had established an improper payments reduction
program for its various rental housing assistance programs — including Public Housing, Section
8 Tenant-Based Assistance and Multifamily Housing Project-Based Assistance. These programs
are administered by over 26,000 public housing agencies (PHAs) and multifamily housing
owners or management agents on HUD’s behalf. In general, the program benefits paid represent
the difference between 30 percent of an eligible household’s adjusted income and the balance of
the housing operating costs or an established rent level. HUD reported a 6.9% improper
payment rate in FY 2004 for these programs or a total improper payment amount of $1.7 billion.
Key causes of error include: the program administrator’s failure to properly apply income
exclusions and deductions and correctly determine income, rent and subsidy levels; the tenant
beneficiary’s failure to properly disclose all income sources; and errors in the billing and
payment of HUD subsidies. Through corrective action plans, such as income verification using
computer matching and state wage data matching, HUD anticipates reducing improper payments
by $232 million when reported in FY 2006 and $478 million when reported in FY 2007. (See
Table 2 of the Appendix to this Report)

Other Recent Accomplishments

In addition to these planned improvements for the future, several agencies achieved
significant accomplishments in eliminating improper payments in recent years. Specifically,

e HUD has reduced their improper payments by more than $1.6 billion since 2000. This
reduction was achieved through a series of successfully implemented corrective actions,
including statutory and regulatory simplification, use of structured Hrms and training,
increased use of automated sources of income data during rent and subsidy
determinations, increased monitoring of program processing by HUD’s intermediaries
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through use of risk-based targeting indicators, automated billing verifications, and
stronger performance incentives and sanctions with HUD intermediaries and tenants.

o  SSA reduced Supplemental Security Income (SSI) improper payments by more than $100
million from previous estimate. Efforts that began in January 2001 are yielding results
as evidenced by using online queries to access the Office of Child Support Enforcement’s
quarterly wage data and new hires directory. These improved data matches provide
income verification which in turn identify and prevent the incorrect amount of SSI
benefit being paid.

e DOL reduced improper payments in the Federal Employees Compensation Act (FECA)
program by nearly $12 million since FY 2003. Beginning in September 2003, DOL
began using a private sector firm to process and pay medical claims. This firm uses
automated front-end editing operations to verify provider and claimant eligibility and
monitor submissions for duplicate claims. The service also uses proprietary software to
screen professional medical and outpatient hospital bills to check for improper billing
practices. Results are monitored for patterns and trends which may require remedial
action. In addition, DOL plans to implement an automated tracking mechanism in
January 2005 that will alert claims staff when medical evaluations are due. This system
will greatly reduce the number of payments made incorrectly to claimants whose medical
condition has improved to the point that they are no longer eligible for benefits.

IV. OUTLOOK FOR FISCAL YEAR 2005 AND BEYOND

The FY 2004 reporting provides the clearest picture policy-makers and Federal agency
managers have ever had on the extent of improper payments and the critical challenges faced in
eliminating them. With the baseline now in place, and the tools of the IPIA and the PMA in
effect, the Federal Government is positioned to continue eliminating improper payments
government-wide.

Expected Improper Payments Reported for FY 2005, 2006, and 2007

A critical part of agency compliance with the IPIA is the establishment of corrective
action plans and future year targets for improved performance in reducing improper payments.
The targets reflect the reduction in improper payments the agency believes it can achieve,
accounting for process and internal control improvements, resource constraints, and other
relevant factors.

Table 2 of the Appendix to this Report details the improper payment amounts that
agencies expect to report in future years. When expected outlay changes are excluded, the
government-wide improper payments total reported in FY 2004 is expected to decrease by
approximately $4.9 billion in FY 2005, $8.1 billion in FY 2006, and $12.3 billion in FY 2007.

As detailed above, xhieving these improved levels will hinge largely on successful
implementation of corrective action plans in the largest seven programs. Most notably, the
Medicare program is on the cusp of implementing a variety of new program integrity
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improvements that are expected to yield significant results in terms of error reduction. The Ul
program, SSI, and Public Housing/Rental Assistance are also expecting program improvements
to drive expected reductions of more than $1.2 billion when the Fiscal Year 2007 PARs are
issued.

The Administration plans to utilize the new PMA initiative, Eliminating Improper
Payments, to ensure that agencies are held accountable for achieving planned reduction targets.
Milestones and deliverables related to implementation of program improvements will be
established for each quarter of the fiscal year. Agencies will be graded on evidence that
corrective actions are being carried out timely and effectively.

Planned Reporting Improvements

Government-wide efforts to comply with the IPIA are progressing on two fronts: (i)
initiating the necessary program improvements to reduce and eliminate improper payments
where they are currently known; and (ii) improving detection and measurement of improper
payments to better understand the nature and extent of the problem.

The Administration remains committed to enhancing reporting so that all risk susceptible
programs report an annual measurement of improper payments and programs that currently
report an improper payment measurement are capturing all relevant sources of error.  For
example, while the Environmental Protection Agency, Department of Transportation, and
National Science Foundation all report an annual improper payment measurement for their risk
susceptible programs, each agency has committed to enhance its measurement approach going
forward in order to more comprehensively capture improper payments that occur in the later
stages of the payment lifecycle (e.g., at the point the ultimate recipient spends Federal dollars).

In addition, and @& noted above, agencies in FY 2004 reported an improper payment
measurement for more than 80% of risk susceptible dollars. A few key risk susceptible programs
without a current measurement make up the balance include Medicaid, National School
LunchvBreakfast Program, Special Supplemental Nutrition Program for Women Infants and
Children (WIC), and Foster Care. The absence of an improper payment measurement is due in
large part to the size and complexity of these programs, as well as resource and timing
constraints.

The CFO Council Working Group on Improper Payments worked very closely with these
programs during FY 2004 to develop alternative strategies for obtaining improper payment
measurements as soon as practical. The result of these efforts is embodied in “Alternative for
Estimating Improper Payment Amounts,” a guidance document issued by the Working Group in
September of 2004, that applies solely to a small number of specifically identified Federal
programs.? In all other cases, OMB Memorandum 03-13 sets out the minimum requirements for
annually measuring improper payments.

2 The programs include: National School Lunch/Breakfast Program (USDA); Special Supplemental Nutrition
Program for Women, Infants and Children (USDAY); Child and Adult Food Program (USDA); Child Care and
Development Fund (HHS); Medicaid/State Children’s Health Insurance Program (HHS); Temporary Assistance to
Needy Families (HHS); Foster Care (HHS); Earned Income Tax Credit (Treasury).

10
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Developed collaboratively by members of the CFO Council and Inspector General
community, the alternative Guidance supports the objectives of IPIA byensuring a
more timely and accurate assessment of government-wide improper payments. Prior to the
Guidance, the unique measurement challenges in these programs resulted in less timely and less
reliable improper payment estimates. In some of these cases, strict adherence to the M-03-13
requirements meant no valid annual improper payment amount of any kind would be attainable.
The Guidance ensures that, in the short term, an improper payment measurement planis
established which will yield an annual rate within three years. In the interim, a component
improper payment rate is determined annually. Moreover, in the long term, additional risk
components will be assessed so that ultimately a comprehensive, annual improper payment
amount is established and tracked for each program.

As detailed in Table 4 in the Appendix to this Report, each risk susceptible program, that
currently lacks an improper payment measurement, except for Temporary Assistance for Needy
Families and Workforce Investment Act Grants, has a plan in place to capture an improper
payment measurement no later than FY 2006. Many of these programs are employing
measurement approaches consistent with the Working Group guidance discussed above.

The Working Group plans to now focws efforts on potential crosscutting solutions that
will help improve improper payment detection and elimination government-wide. By forging
synergies with other Federal agencies, the private sector, and States, the Working Group hopes to
develop common solutions that impact muitiple programs, including for example, initiatives
related to enhanced approaches to risk management, data matching, and card technology.

V. CONCLUSION

The Administration is committed to eliminating improper payments. Through actions to
implement the IPIA in FY 2004, Federal agencies established a strong foundation for annually
measuring improper payments, identifying and implementing the necessary corrective actions,
and tracking success over time. Moreover, the IPIA compliance activities completed and
reported in FY 2004 will help government managers and other policy-makers define the
necessary steps to overcome emerging challenges so that improper payments can be more
effectively measured and eliminated on an ongoing basis.

Moving forward, the Administration plans to focus its efforts on areas where the taxpayer
will receive the best possible return on investment for Federal time and resources expended. For
example, considerable attention will be given to successful implementation of HHS’ corrective
action plan for Medicare, which is expected to eliminate a significant amount of improper
payments each year. Moreover, the Improper Payment Working Group of the CFO Council will
continue its efforts to develop cost effective measurement, prevention, and recovery solutions.

The PMA will continue to play an integral role in advancing improved financial
management, including enhancing the integrity and accuracy of Federal payments. As a direct

result, the elimination of improper payments will remain a top priority of the Administration,
government managers, and the entire Federal financial management community.

1
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