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Preface

To help promote effective implementation of federal financial management reform, we studied the
financial management practices and improvement efforts of nine leading public and private sector
finance organizations to identify the success factors, practices, and outcomes associated with world-
class financial management. This executive guide is intended to assist federal agencies in achieving
objectives of the Chief Financial Officers (CFO) Act of 1990 and subsequent related legislation by
providing case studies of 11 practices critical for establishing and maintaining sound financial
operations.

The reforms laid out by the CFO Act and subsequent related legislation, when effectively implemente
will place the federal government on par with private sector corporations and state and local
governments that have already made the necessary investment in financial management. While mar
agencies have made great strides toward generating more accurate and reliable annual financial
statements, the process of preparing financial statements and subjecting them to independent audit i:
only the first step toward satisfying the requirements of the legislation. To reap the full benefits of
financial reform, federal finance organizations must go beyond the audit opinion toward

(1) establishing seamless systems and processes, (2) routinely generating reliable cost and perform
information and analysis, (3) undertaking other value-added activities that support strategic decision-
making and mission performance, and (4) building a finance team that supports the agency’s missior
and goals.

This executive guide was prepared under the direction of Lisa G. Jacobson, Director, Defense Audits
Other GAO contacts and key contributors are listed in appendix VIII. Questions can be directed to m
at (202) 512-2600, steinhoffj.aimd@gao.gov, or Linda Garrison, Assistant Director, by phone, e-mail,
or regular mail at the following:

Phone: (404) 679-1902

E-mail: garrisonl.atlro@gao.gov

Mail: Linda Garrison, Assistant Director
U.S. General Accounting Office
2635 Century Parkway, Suite 700
Atlanta, GA 30345

Y Co@l@%&

Jeffrey C. Steinhoff
Acting Assistant Comptroller General
Accounting and Information Management Division
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Background

Creating a government that runs more efficiently and effectively has been a public concern for decad:
In recent years, however, the push towards creating a smaller, more results oriented government has
intensified the urgency to find ways to do more with less. To effectively evaluate and improve the
value derived from government programs and spending, the Congress and other decisionmakers mu
have accurate and reliable financial information on program cost and performance. Further, they mu:
be able to rely on federal finance organizations to provide analysis and insight about the financial
implications of program decisions and the impact of those decisions on agency performance goals ar
objectives. Currently, financial data are not always useful, relevant, timely, and reliable enough to be
used for federal decision-making, and many federal finance organizations are not yet well equipped
enough to routinely provide analysis or advice related to this information.

In the private sector, the role of the finance organization historically has centered on oversight and
control, focusing on its fiduciary responsibilities and paying less attention to increasing the
effectiveness of operating divisions. However, over the past decade, dramatic changes in the busine
environment have driven finance organizations to reevaluate this role. Increased competition resultir
from an emerging global market has put pressure on finance organizations to find new ways to reduc
administrative costs, add value, and provide a competitive advantage. At the same time, advances ir
information technology have made it possible for the finance function to shift from a paper-driven,
labor intensive, clerical role to a more consultative role as advisor, strategist, analyst, and business
partner.

According to a 1997 study performed by a major public accountingfimost CFOs in 1989 were
spending 75 to 80 percent of their time on fiduciary issues, essentially external reporting. Today, the
goal of many leading finance organizations is to spend about 20 percent of their time on fiduciary issL
and the remaining time performing strategic support activities, such as cost analysis or business
performance analysis. Also, a 1996 report by the Institute of Management Accountants found that ov
the previous 5 to 10 years, management accountants were increasingly being asked to supplement tl
traditional accounting role with more financial analysis and management consulting.

Dramatic changes also have occurred in federal financial management in response to the most
comprehensive management reform legislation of the past 40 years. The combination of reforms
ushered in by (1) the CFO Act of 1990, (2) the Government Management Reform Act (GMRA) of
1994, (3) the Federal Financial Management Improvement Act (FFMIA) of 1996, (4) the Government
Performance and Results Act (GPRA) of 1993, and (5) the Clinger-Cohen Act of 1996 will, if
successfully implemented, provide the necessary foundation to run an effective, results-oriented
government.

'Reinventing the CFO: Moving from Financial Management to Strategic Management (Coopers and Lybrand, New York, Ne
York: 1997).

*The Practice Analysis of Management Accounting, Institute of Management Accountants (Montvale, New Jersey: 1996).
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The CFO Act and GMRA spelled out a long overdue and ambitious agenda to help the government
remedy its lack of useful, relevant, timely, and reliable financial information. For the government’s
major departments and agencies, this legislation (1) established chief financial officer positions,

(2) required audited financial statements annually, and (3) set expectations for agencies to develop a
deploy more modern financial management systems, produce sound cost and operating performance
information, and design results oriented reports on the government’s financial condition by integrating
budget, accounting, and program information. FFMIA built on the CFO Act and GMRA by requiring
financial statement auditors to report whether agencies’ financial systems comply with federal financi
management systems requirements, federal accounting standards, and the U.S. Government Stande

General Ledger.

The Government Performance and Results Act of 1993--commonly know as GPRA or the Results Ac
was enacted to hold federal agencies accountable for achieving program results. It requires that
agencies (1) set multiyear strategic goals and corresponding annual goals, (2) measure performance
toward the achievement of those goals, and (3) report on their progress. Effective implementation of
the Results Act, however, hinges on agencies’ ability to routinely produce meaningful budget,
accounting, and program information needed to manage performance and measure results. The CF¢(
Act and other related financial reform legislation, if successfully implemented, will provide the basis
for producing this information.

To help insure that agencies effectively use information technology to achieve program results, the
Congress passed the Clinger-Cohen Act of 1996. The Clinger-Cohen Act builds on the best practice:
leading public and private sector organizations by requiring agencies to better link their information
technology planning and investment decisions to program missions and goals. The Clinger-Cohen Ac
contains critical provisions requiring federal agencies to use investment and capital planning process
to manage their information management technology portfolios. Further, it requires that agencies
modernize inefficient administrative and mission-related work processes before making significant
technology investments to support them.

Implemented together, these measures provide a basis for improving accountability over government
operations and routinely producing sound cost and operating performance information, thereby makit
it possible to better assess and improve the government's financial condition and operating
performance.
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Learning From Leading Organizations

To help promote effective implementation of federal financial management reform, we studied the
financial management practices and improvement efforts of nine leading private and public sector
finance organizations to identify the success factors, practices, and outcomes associated with world-
class financial management. The six private sector and three state organizations we studied have be
recognized by their peers and other independent researchers for their outstanding financial managen
practices and successful finance reengineering efforts. For more information on the criteria we used
select these organizations, see appendix I. As federal agencies continue to improve their manageme
and financial accountability, they will be able to draw upon the expertise and experience of these
private sector and state government organizations.

Leading Finance Organizations

Private sector State governments
The Boeing Company Massachusetts
Chase Manhattan Bank Texas

General Electric Company Virginia

Hewlett-Packard
Owens Corning
Pfizer Inc

At one time, all of these organizations found themselves in an environment similar to the one
confronting federal agencies today--one in which they were called upon to improve financial
management while simultaneously reducing costs. The key practices drawn from the organizations v
examined can provide a useful framework for federal agencies working to improve their financial
management. This guide discusses the goals, success factors, and practices associated with buildin
world-class finance organization. Specifically, we have identified 4 overall goals common to these
leading organizations along with 11 practices that were critical to their ability to meet these goals. In
addition, this guide includes examples from our case study work that best illustrate how each practice
enabled the selected organization to achieve the desired outcomes.

We preceded our case study work with an extensive review of financial management literature, guide
and reports. We also consulted with leading public and private sector experts in financial manageme
Case study data were collected through interviews and analysis of documentation. Further, the case
study organizations reviewed all case study information included in this guide for accuracy and
completeness. Appendix | provides a more detailed description of our research objectives, scope, ar
methodology.
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Characteristics of a World-class Finance
Organization

A world-class finance organization can best be defined in terms of the business outcomes it produces
outcomes such as improved business analysis, innovative solutions to business problems, reduced
operating costs, increased capability to perform ad-hoc analysis, and improved overall business
performance. To build a world-class finance organization and help achieve better business outcome:
each of the organizations we examined set an agenda for transforming the finance organization by
defining a “shared vision” —i.e., a mission, a vision for the future, core values, goals, and strategies—
geared toward making the finance organization a value-creating, customer-focused partner in busine
results. Although the techniques used varied depending on the organization's size and culture and s
efforts were more mature than others, the goals, practices, and success factors outlined in the followi
illustration were instrumental in the organization achieving its vision.

Vision: To be a Value-Creating, Customer-Focused Partner in Business Results

sSuccess | eadership «Organization  sTechnology
factors *People
*Culture «Customer *Process
Goals —» . . .
Make financial Redefine the Provide Build a
management role of meaningful team
an entitywide finance. information to that
priority. decision- delivers
makers. results.
Practices — | 1. Build a 4. Assess the 7. Develop 10. Develop a

finance team
with the right

finance
organization’s

foundation of
control and

systems that
support the

accountability. current role in partnership mix of skills
meeting between and
2. Provide clear mission finance and competencies
strong executive objectives. operations.
leadership.
5. Maximize 8. Reengineer 11. Build a
3. Use training the efficiency processes in finance

to change the of day-to-day conjunction organization
culture and accounting with new that attracts
engage line activities. technology. and retains
managers. talent.

6. Organize 9. Translate

finance to financial data

add value. into meaning-

ful information.
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Goals, Practices, and Strategies
To Consider

This section summarizes the results of our research and case study work. Specifically, it contains the
overall goals and 11 practices we identified as critical for building a world-class finance organization.
To facilitate the practical use of this guide, information is organized into four sections—each
summarizing one of the four goals as well as those practices that have enabled leading organizations
achieve these goals. Further, for each of the 11 practices, we provided (1) a summary of key
characteristics, (2) illustrative case study examples, and (3) strategies for federal agencies to conside
when implementing the practice.
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Make Financial Management an Entitywide Priority

The quality and image of federal financial management has suffered from decades of neglect and an
organizational culture that has not fully recognized the value of good financial management--not ever
at its most basic level--as a means of ensuring accountability. Making financial management a priorit
throughout the federal government involves changing the organizational culture of federal agencies.
Although the views about how an organization can change its culture vary considerably, the
organizations we studied identified leadership as the most important factor in successfully making
cultural changes. Top management must be totally committed in both words and actions to changing

the culture, and this commitment must be sustained and demonstrated to staff.

The leading organizations we studied made financial management improvement an entitywide priorit
by building a foundation of control and accountability that supports external reporting and performanc
management, providing clear strong executive leadership, and using training to change the

organizational culture and engage line management.

Vision: To be a Value-Creating, Customer-Focused Partner in Business Results

Success ___y, | eadership «Organization  Technology
factors *People
«Culture «Customer *Process
_ | | |
Goals Make financial ||| Redefine the ] Provide : Build a
management : role of I meaningful I team
an entitywide | finance. || informationto || that
priority. I | decision- ||| delivers
! ] makers. : results.
' ! !
I T T
Practices — | 1. Build a Il 4. Assessthe ||| 7.Develop Il 10. Develop a
foundation of : finance } systems that : finance team
control and I organization’s I support the I with the right
accountability. | | currentrolein |[I| partnership | | mix of skills
I'| meeting Il between Il and
2. Provide clear : mission } finance and : competencies
strong executive I objectives. : operations. I
leadership. | ! !| 11.Buida
|| 5. Maximize |[i| 8 Reengineer ||| finance
3.Usetraining to ||| the efficiency ||| Processesin |!| organization
change the I of day-to-day ||| conjunction Il that attracts
culture and I'| accounting I B I and retains
engage line || activities. 1| technology. ||| talent.
managers. : ] :
I 6. Organize I ? Trapsllﬁtet I
Il finance to e
i | add value. i | into meaning- ||
I Il fulinformation. |!
| I |
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Practice 1 »

Key characteristics
Build a Foundation of Control and « The financial reporting and audit process is a
Accountability That Supports External LSl TENEENTENL 2N EREEE i il

Reporting and Performance Management

« Accountability is part of the organizational
culture and goes well beyond receiving an
unqualified audit opinion.

« Internal controls meet both external financial
reporting and performance management control
objectives without significantly impacting
efficiency.

A solid foundation of control and accountability requires a system of checks and balances that provid
reasonable assurance that the entity's transactions are appropriately recorded and reported, its asse
protected, its established policies followed, and its resources used economically and efficiently for the
purposes intended. The private sector and state organizations we visited built and maintained this
foundation largely through the discipline of preparing routine periodic financial statements and annua
subjecting them to an independent audit. However, senior executives at leading organizations
recognize that the financial information demanded by decisionmakers to measure and manage
performance requires greater precision and more timely access than that required to receive an
unqualified opinion on the entity's financial statements. To ensure that decisionmakers have useful,
relevant, timely, and reliable information, leading finance organizations establish accountability goals
that extend well beyond receiving an unqualified audit opinion. In addition, the internal controls at
these organizations are designed to efficiently meet the control objectives necessary for performance
measurement and management as well as external financial reporting.

Similarly, according to a 1998 survey of federal CF@ayleral finance organizations continue to

expand their focus from audited financial statements to include performance measurement and strate
planning. For example, the CFO Council and the Office of Management and Budget (OMB) are
aggressively working on eight priority initiatives outlined in the1998 Federal Financial Management
Status Report and Five-Year Plan. Although one of the eight priorities focused on obtaining an
unqualified opinion on agency financial statements, the eight priorities taken as a whole aim at
improving the financial and performance information needed to make and implement effective policy,
management, stewardship, and program decisions.

3 CFO Survey: Preparing for Tomorrow’s Way of Doing Business, Grant Thornton LLP and the Association of Government
Accountants (Alexandria, Virginia: March 1998).
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Case Studies

Accountability goals and an effective control structure
provide the basis for a more results-oriented government

Commonwealth of Virginia Texas
To build a foundation of control and account-ability,  Similarly, in Texas the performance management systen
senior government leaders in the Commonwealth of is an integral part of agency and statewide planning

Virginia had clear goals and objectives that went structures, evaluation and decision-making processes,
beyond receiving an unqualified audit opinion. With and accountability systems. Creating and maintaining a
the passage of the Single Audit Act in 1984, the performance management system required close,

Commonwealth of Virginia had to produce and have consistent, and coordinated attention above and beyond
audited Comprehensive Annual Financial Reports that required for external financial reporting purposes.
(CAFR) for the first time. Although not required by theIn Texas, the ability to produce fairly stated external
act, the state Comptroller had each state agency also financial reports was only the first step in building a
produce audited financial statements, thereby ensuringnore effective, results-oriented government. An
accountability at every level of government rather thanunqualified opinion on the state’s CAFR provided,
solely at those levels considered material to CAFR.  assurance that financial information was accurate and
The goal was to ensure that managers and lawmakersreliable for evaluating its overall financial position.
would have useful, relevant, and timely information for
assessing and managing program performance. However, an unqualified audit opinion by itself does
not ensure that the information needed to measure and
Now that Virginia routinely receives an unqualified manage performance is useful, relevant, timely, or
opinion on its CAFR, only those state agencies with a reliable. The internal controls that were considered
specific need (e.g., agencies’ operating trust, enterprisadequate for external financial reporting were not
and internal service funds) are required to produce  always sufficient for performance management. For
auditable financial statements. The remaining agenciesxample, internal controls over expenditure data met
now are required to certify the accuracy of financial  the control objectives for aggregating and reporting
information that feeds CAFR. By subjecting all state this information on the financial statements; however,
agencies to the rigorous discipline of preparing they did not meet the objectives for calculating per-
financial reports and having them audited, the unit-cost efficiency measures required for performance
Comptroller increased accountability for data accuracymanagement.
beyond that required to receive an unqualified audit
opinion. State officials continue to raise the bar and Therefore, state agencies, with the help of the State
seek new ways to increase accountability and improveAuditor’s Office, reevaluated and redesigned agency
the state’s performance. For example, the Departmeninternal controls to meet both external financial
of Planning and Budget currently performs trend reporting and performance management control
analysis and prepares fiscal impact statements for the objectives. Because the state routinely receives an
state’s legislature, using useful, relevant, and timely unqualified opinion on its CAFR, the State Auditor’s
financial information from the state’s integrated budgetOffice and agency internal auditors no longer spend

and accounting systems. Also, to ensure that the bulk of their time on control issues related to
performance data and long-range plans drive budget external financial reporting. Instead, their focus is on
decisions, the state has set goals, including improving the reliability of performance management
implementing an activity-based accounting and information.

budgeting system, for enhancing its performance
budgeting process.
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Strategies to Consider

To build a foundation of control and accountability, senior executives could:

Leverage audit resources and the financial statement audit process to improve data reliability and
increase accountability.

* Increase accountability by establishing goals for (1) producing financial and performance reports
for major programs and/or business segments and (2) moving the organization toward more
frequent financial reporting (e.g., quarterly, monthly).

* As part of the agency’s GPRA performance planning process, (1) establish efficiency criteria that
measure the cost associated with program outcomes and (2) develop an approach for assessing &
improving agency internal controls over finance-related efficiency measures.

* Use accounting and operational performance data to support budget formulation and strategic
planning.

12 GAO/AIMD-00-134 ¢ Executive Guide: Creating Value Through World-class Financial Management
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Practice 2

Provide Clear, Strong
Executive Leadership play in improving overall business

Key characteristics

e The chief executive recognizes the
important role the finance organization can

performance and involves key business/line
managers in financial management
improvement initiatives.

e The CFO is a member of the top
management team.

e Top executives’ sustained commitment to
improving financial management is
reinforced through both their words and
actions.

A powerful, visionary leader can change the direction, culture, and perceptions of the finance
organization. The chief executive officers (CEO) of leading organizations understand the important
role the CFO and the finance organization play in improving the entity's overall business performance
Consequently, the CFO is a central figure on the top management team and heavily involved in
strategic planning and decision-making. In addition, the senior executives at these organizations
demonstrated their sustained commitment to finance-related improvement initiatives by using key
business/line managers to drive improvement efforts, attending key meetings, ensuring that the
necessary resources are made available, and creating a system of rewards and incentives to recogni
those who support improvement initiatives. In fact, the committed support of the CEO and line
management are critical to the success of finance-related improvement initiatives.

In the same way, federal financial management reform has recently gained momentum through the
committed support of top federal leaders. For example, the President has made financial manageme
improvement a top priority and established a goal to obtain an unqualified opinion on the
government'’s financial statements. To achieve this goal, he directed the head of each agency withot
an unqualified audit opinion to submit to the OMB (1) an initial plan for resolving financial reporting
deficiencies and (2) quarterly progress reports for achieving the goal. Further, OMB is required to
periodically report to the Vice President on the agency submissions and governmentwide progress. |
addition, many federal CFOs have primary leadership responsibility for implementing the Results Act
at the department or agency level. The CFO Council has played a key leadership role in establishing
financial and performance improvement goals and priorities for changing the way federal agencies
plan, budget, manage, evaluate, and account for federal programs.

To ensure that federal financial management improvement efforts succeed and that the President’s a
the CFO Council’s priorities are achieved, the support and involvement of key nonfinancial executive:
and managers is critical. This commitment starts with the heads of agencies establishing priorities ar
setting expectations and continues with the active involvement of program/line managers and
executives in driving financial improvement initiatives.
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Case Study

Senior leadership involvement is the
key to successfully implementing financial
systems initiatives

The CEO of Owens Corning recognizes that good
financial and operating information and strong
financial leadership are key elements in improving
the company's overall business performance.

In 1992, under the leadership of its new chairman
and CEO, Owens Corning set its sights on
becoming the global leader in home building
materials. However, the chairman realized that the
vision of global growth, designed to drive the
company to $5 billion in sales by the year 1999,
would not be possible without first addressing some
long-standing problems affecting the company's
ability to analyze and use financial information for
decision-making. At the time, financial analysis
was difficult because accounting policies and
business processes varied among business units.
For example, various manufacturing plants used
different costing methods, making cost comparisons
difficult. In addition, closing schedules and
inventory methods often varied between plants,
further complicating meaningful analysis. To
resolve these and other issues, a new CFO was
brought in to implement a wide-reaching overhaul
of the company's business and financial systems
and processes. The companywide initiative would
come to be known as Advantage 2000.

Reengineering can be one of the most difficult tasks
an organization can take on, and Advantage 2000
was no exception. In fact, the degree of difficulty
was compounded by the level of sophistication and
complexity Owens Corning was trying to achieve
with its technology upgrades. The key to Owens
Corning's successful implementation of Advantage
2000 was senior leadership's involvement
throughout the project. Initially, the new system
disrupted the company's operations--to the point
that it was beginning to affect production schedules
and customer satisfaction. Through it all, however,
senior managers never walked away. Instead, they
helped middle managers work through the snags by
providing resources and remaining visible at key
meetings.

Replacing more than 200 outdated financial
systems with state-of-the-art business software and
client/server technology is not only complex but
also quite costly. From 1995 through 1998, Owens
Corning’s cumulative investment in Advantage
2000 was $145 million, but according to company
executives the program will generate savings in
ongoing expense and working capital. The bottom
line--the CEO and top executives of Owens
Corning recognized that investing in Advantage
2000 cost less than maintaining the status quo.

14 GAO/AIMD-00-134 ¢ Executive Guide: Creating Value Through World-class Financial Management
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Strategies to Consider

To demonstrate and reinforce commitment to improving financial management, heads of agencies ar
senior executives could:

* Form an executive management team (heads of component organizations and those reporting
directly to the agency head) to establish a vision and fundamental goals and provide sponsorship 1
each major financial management improvement project.

* Involve key program /business managers in driving financial improvement initiatives.

* Develop a plan to ensure that all key constituents visibly support financial management
improvement initiatives.

* Actively market the program benefits of financial management improvement efforts to secure the
necessary resources and Congressional support.

* Establish an expectation that top financial executives, as part of the top management team, provid
forward looking analysis that creates a link between accounting information and budget formulatiol
and contributes to strategic planning and decision-making.
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Practice 3

Use Training to Change the
Organizational Culture and decisions.
Engage Line Management

Key characteristics

* Nonfinancial managers are educated about
the financial implications of business

e Training and tools are provided to facilitate
and accelerate the pace of change
initiatives.

Improving federal financial management hinges upon leadership's ability to manage change and cree
an organizational culture that values good financial management. Legislation starting with the CFO
Act of 1990 has been directed at enhancing the finance organization’s responsibilities in supporting t
management of federal activities. Although acceptance by the program offices has sometimes been
slow, according to a recent survey of federal CE@sygram directors are starting to look to the

finance organization for help. They attribute the change to a joint effort by program and finance
offices to implement the Results Act and develop strategic plans. In addition, the CFO Council’s
numerous outreach efforts and GPRA-related education events have helped to win the acceptance o
program managers.

The key to successfully managing change and changing organizational culture is gaining the support
line management. To change the organizational culture and enlist the support of line managers, mar
organizations utilize training programs. Some are generic in nature and are intended to help people
anticipate and cope with change and ensure that every person in the organization understands the ne
for change. Others are specifically geared towards providing line managers with a greater appreciati
of the financial implications of their business decisions. Through these interactions, financial
managers gain a better understanding of business problems and nonfinancial managers gain an
appreciation of the value of financial information. This not only produces better managers, it also
helps break down functional barriers that can affect productivity and impede improvement efforts.

In addition, these organizations provide tools to facilitate and accelerate the pace of the change
initiative. According to one executive we met with, change initiatives that are implemented slowly
generally fail because staff have too much time to contemplate the potential negative effects that
change might bring and rally opposition that ultimately undermines the effort.

* CFO Survey: Preparing for Tomorrow’s Way of Doing Business, Grant Thornton LLP and the Association of
Government Accountants (Alexandria, Virginia: March 1998).
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Case Study

Training programs teach nonfinancial managers the value
of financial information and facilitate the pace of change

The Boeing Company organization has used these tools and strategies to
To ensure that nonfinancial managers at all levels facilitate improvement initiatives, ranging from
understand the value of financial information, Boeing harganizational restructuring to changing the role of the
developed an education program that teaches managersinternal audit function.
basic business competence. Using a three-step
development planning process, managers assess their To be successful, the project teams spearheading these
current capabilities, determine their specific developmeninitiatives had to achieve each of the following
needs, and build and execute a development plan. (Seeobjectives: (1) lead change, (2) create a shared need,
appendix 1l.) Depending on individual need, Boeing offe(8) shape a vision, (4) mobilize commitment,
a variety of learning experiences including self-paced, (5) make change last, (6) monitor progress, and
team, classroom, case study, and simulation. For examglé) change systems and structures. To ensure that eacl
through Boeing's Creating Value learning project, managebgective would be accomplished, the team used a
learn how to recognize the importance of cash flow and isurvey to profile the change process and measures its
influence on business decisions, understand shareholdeprogress. Staff and managers were surveyed
expectations and the consequences of not meeting thenperiodically and asked to score each of the five
and identify the relationship between individual decisionslimensions from 100 percent to 0 percent based on
and actions and shareholder value. how well they think each is being accomplished. For
change to be successful, most dimensions must be
The information is presented in a "multiple media" formarated high.
in order to accommodate different learning styles and to
allow learning to occur in different environments and in The profile directed the team's efforts so that they
periods best suited to the learner. Other learning could develop a strategy to address the areas that
experiences include course work, such as Elements of needed the most attention. For example, mobilizing
Product Cost, in which participants analyze and use costcommitment, especially from those outside the finance
element information to support decision-making related torganization, was often one of the more difficult
improvement efforts, ensuring that resources are appliedobjectives to accomplish. However, the team used a
to those activities that return the greatest benefitsand method, learned in the CAP workshop, for analyzing
provide the highest value to customers. During the classand increasing stakeholder commitment levels. First,
participants learn to apply unit cost principles to the the team listed the names of those individuals whose
products they produce as well as how process, activity, support was critical for the success of the project.
and individual cost elements, such as labor, materials, arfithen, they assessed each stakeholder’s level of
overhead, are accumulated to become unit or product cosbmmitment based on their perceived level of
agreement--to what degree does the individual agree
General Electric that change is needed? If the team perceived a person
General Electric's (GE) education and training programsdid not agree, it developed an individual plan to get
have played a crucial role in changing the organizationalthis person's support. Plans were developed by
culture and facilitating both financial and nonfinancial — addressing questions such as: Why are they resisting
improvement initiatives. One of the most successful this change? Do they have a vested interest in the
programs is the Change Acceleration Process (CAP)  status quo? What new opportunities will they have
workshop. During the CAP workshop, GE managers andvhen the change is implemented? and Who influences
professional staff are given tools and taught strategies fothis person and what is their level of acceptance?
removing cultural barriers to change. GE's finance
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Strategies to Consider

To engage line management and create a culture that values good financial management, heads of
agencies and senior executives could:

* |dentify key financial and nonfinancial managers and staff whose support is critical to the success
of financial management improvement initiatives.

¢ Develop curriculum and provide training that teaches key nonfinancial managers and staff
* how to use financial information to improve operational planning and decision-making and

* how reform legislation (e.g. CFO Act, GMRA, FFMIA, GPRA) will affect operating unit roles,
responsibilities, and processes within the context of specific agency operations.

* For all key managers and staff, develop curriculum and provide training that provides a framework
and tools that can be used to facilitate and accelerate the pace of change initiatives.
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Redefine the Role of Finance To Better
Support Mission Objectives

In the private sector, the role of the finance organization historically has centered on oversight and
control, focusing on its fiduciary responsibilities and external financial reporting requirements.
However, over the past decade dramatic changes in the business environment have forced finance
organizations to reevaluate this role. The pressure to reduce administrative costs resulting from
competition in an emerging global market drove many finance organizations to find more efficient
ways to deliver their services. Nonetheless, becoming more efficient is not enough to remain
competitive. Today, leading finance organizations are focusing more on internal customer
requirements by providing products and services that directly support strategic decision-making and
ultimately improve overall business performance.

Similarly, competition has changed the environment in which federal agencies operate. Shrinking
budgets have increased competition for scarce resources, requiring managers to make tough resourt
allocation decisions that may affect program delivery. Without the support of federal finance
organizations, program managers may not be able to determine or defend the cost associated with ol
benefits derived from government activities. We found the leading finance organizations we visited
had redefined the role of finance to better support mission objectives by assessing the finance
organization's current role in meeting mission objectives, maximizing the efficiency of day-to-day
accounting activities, and organizing finance to add value.

Vision: To be a Value-Creating, Customer-Focused Partner in Business Results
Success . 4| eadership «Organization  <Technology
factors *People
*Culture «Customer *Process
: |
Goals —» . ) I ) | )
Make financial ||| ragefine the || Provide || Build a
management : : meaningful : team
an entitywide role of 1| information to |i that
priority. finance. | decision- || delivers
makers. } results.
Practices — | 1. Build a 4. Assess the 7. Develop 10. Develop a
foundation of finance i| systems that finance team
control and organization’s : support the with the right
accountability. currentrole in |1 | partnership I'[ mix of skills
meeting between { and
2. Provide clear ||| mission finance and ' competencies
strong executive ! objectives. || operations.
leadership. I .
P 5. Maximize ||| 8. Reengineer||| 11-Builda
3. Use training to| | | the efficiency processesin || | finance
change the of day-to-day conjunction organization
culture and accounting with new that attracts
engage line || activities. technology. and retains
managers. ! } talent.
6. Organize : 9. Translate |
finance to financial data ||
{ | add value. into meaning- ||
| i| fulinformation.
|
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PraCtlce 4 Key characteristics
Assess the Finance Organization's 0 UINE SEBEMERE @ EEeLEES et an

. . strategic support activities is used as an
Cgrrgnt ROl.e n Meeting indicator of how well finance is supporting
Mission Objectives mission objectives.

e Benchmarking and customer feedback is
used to identify performance gaps and best
practices.

Many leading finance organizations assess their current role in supporting mission objectives by
comparing the percentage of staff time spent on strategic support activities, such as business
performance analysis or cost analysis, with the percentage of resources spent on transaction proces:
and other routine accounting activities. According to a 1995 Financial Executives Research
Foundation reporttransaction processing and other routine accounting activities, such as accounts
payable, payroll, and external reporting, consume about 69 percent of costs within finance. Other
studies indicate that these activities consume as much as 80 percent of finance's resources. While
transaction processing will always exist, it does not have to drain the finance organization's resource:
Therefore, many leading finance organizations have calculated and compared these percentages as
general indication of how well they supported the organization's business objectives. A goal for man
leading organizations is to reduce the time spent on transaction processing activities to 20 percent.

To further assess the efficiency and effectiveness of specific products and services, many of the
leading finance organizations we studied relied on benchmdraindycustomer feedback. For

example, comparisons against world-class benchmarks, such as closing the books in less than 4 day
processing payroll at $1.39 per transaction, were used to identify activities or processes in need of
improvement. (See appendix Ill: World-class Performance Metrics.) In addition, these organizations
used feedback from their internal customers to gather specific information related to quality and
customer expectations. For example, Hewlett-Packard's finance organization conducted a detailed
survey of about 200 internal customers worldwide in which customers were asked to rank certain
components, or services, as either high or low in terms of both importance and satisfaction. The
survey results were then used to guide improvement initiatives.

® Reengineering the Finance Function, Financial Executives Research Foundation, Executive Report, Vol. 2, No. 3 (June
1995).

® Benchmarking is the continuous process of measuring products, services, and practices against the toughest competitors
those organizations recognized as industry leaders.
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Case Study

Assessing and revising the organization’s charter,
processes, products, and services enables finance to
better support business objectives

The role of Pfizer's finance organization has changed For example, Pfizer took 7 days to close its books
significantly over the past several years, from an versus the 3 to 4 day world-class standard. Further, it
organization focused primarily on control and cost Pfizer twice as much as the benchmark average
compliance, to one that is integral to making strategic to pay an invoice. This sobering news served a vital
business decisions. About 6 years ago, underthe  purpose--it created a sense of urgency surrounding

leadership of Pfizer's CEO and CFO, Pfizer's the need to change and helped the CFO rally the
corporate finance organization embarked on a organizational support needed to institute a
reengineering initiative to transform its charter, comprehensive reengineering initiative

processes, products, and services. The CEO and
CFOQ's vision was to make Pfizer “the preeminent To facilitate change within the finance organization,
corporate finance organization in the industry.” At  several cross-functional process improvement teams

the heart of this vision was the concept that the were established. Through comprehensive revisions
finance organization should actively support the to its charter, processes, organization and systems,
strategic imperatives of Pfizer Inc. Pfizer has reduced the cost associated with

transaction processing activities by up to 50 percent
Unlike many finance organizations going through in certain functions and shifted its focus to activities
this type of transformation, Pfizer's change effort that directly support Pfizer's business objectives.

was not in reaction to a crisis. In fact, given the

company’s long history of profitable growth, there The shift in focus and resources has allowed Pfizer's
seemed to be little reason to change. Pfizer's CFO, finance organization to become a “growth enabler”
on the other hand, saw an opportunity to do things  on behalf of the company by:

more effectively and efficiently and thereby re-

deploy resources from transactional activities (e.g., +  supplying the necessary resources (from
closing the books, preparing tax returns, paying information to capital);

invoices) to value added activities (e.g., operations, «  providing increased opportunities to invest
treasury and tax planning). The finance organization, (redeploy financial gains or savings on behalf of
for example, was producing too much data and not the business);

en_ough mforma_t_lon. To build a case for change, . offering business solutions (“how,” not “why
Pfizer's CFO initiated a benchmarking survey to not"); and

determine exactly how his organization stacked up
against the other leading finance organizations. The
results dramatized the magnitude of the opportunity.

e assisting in making the right business decisions.
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Strategies to Consider

To assess the finance organization’s current role in meeting mission objectives, agency CFOs and
senior finance executives could:

¢ |dentify all major functions performed by the finance organization (e.g., accounts payable, payroll,
performance reporting, performance analysis) and group each function into meaningful categories
(e.g., transaction processing, control and compliance, mission support).

* Establish and monitor agency specific performance goals and measures that reflect the finance
organization’s role in meeting mission objectives (i.e., the percentage of time or resources devotec
to mission support vs. transaction processing or control and compliance activities).

* Benchmark financial management practices and processes with recognized industry leaders (e.g.
cost of finance as a percentage of total outlays, unit cost per accounting transaction) in order to
measure performance and identify best practices.

* To the extent that operating in a federal environment affects specific benchmarks, compare
financial management practices and processes with other federal agencies to provide a context wi
which to interpret benchmarking results.

¢ Periodically survey internal customers to obtain information related to the quality and value of the
products and services they receive and use this information to guide improvement initiatives.
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Practice 5

Maximize the

Day-to-day Accounting Activities

Key characteristics

Efficiency of e Inefficient processes are eliminated or
streamlined.

e Transaction processing activities are
consolidated, standardized, and
reengineered at shared service centers.

e The cost and benefits of outsourcing routine
accounting activities are considered.

As part of an overall strategy to reduce the cost of finance and better support business objectives,
many leading organizations have reduced the number of staff required to perform routine transaction
processing activities by eliminating or streamlining inefficient processes and/or consolidating these
activities at shared services centers. Similarly, some federal agencies are aggressively expanding th
use of Electronic Funds Transfer to include contract payments and travel payments as a means of
increasing the efficiency of their routine accounting activities.

Each of the six private sector finance organizations we visited consolidated, standardized, and
reengineered routine processes, such as accounts payable, fixed asset accounting, and payroll at sh
service centers. The primary objective for moving to shared services is to reduce operating costs.
However, other benefits included better control and standardization of processes, more cost-effective
technology deployment, and an enhanced position for continual improvement and customer service.

Although their approach varied depending on the size, culture, and industry, leading organizations
have realized the benefits of shared services by completing each of the following stages. The first
stage is consolidation and includes changing the organizational structure and gaining control over
processes. The second stage is standardization and entails changing processes, adopting a commo
technology platform, and continuous improvement. The final stage is reengineering and involves
changing workflow and leveraging technology through the use of electronic commerce, data
warehousing, and document imaging.

Similar to the findings in our previous report on outsourcing the finance funtti@found that

although outsourcing is considered an option for reducing costs and improving efficiency, none of the
leading organizations we visited were currently outsourcing any significant aspect of their finance
organizations The primary reason for not outsourcing is due to the limited capacity of outsourcing
vendors to perform larger, more complex finance and accounting operations. However, these
organizations indicated that they are continually evaluating opportunities to reduce costs and improve
quality; therefore, as the outsourcing market evolves and the capacity and quality of outsourcing
vendors improves, outsourcing may become a more attractive alternative.

‘Financial Management: Outsourcing of Finance and Accounting Functions (GAO/AIMD/NSIAD-98-43).
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Case Study

Effectively implementing shared service
centers can result in reduced operating costs
and better customer support

Over the past decade, high-tech companies have
seen their gross margins shrink smaller and smaller
as a result of increased competition and the steady
introduction of newer, faster, and more advanced
technology. To remain competitive and ensure
continued growth, Hewlett Packard formed a task
force to find ways to reduce the cost of the finance
organization. At the time, the cost of finan