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Mr. Chairman and Members of the Subcommittee:

We are pleased to be here tcdl§ to discuss how thc{q;litary
departments' financial management structures ruPOThd to the
fﬂaldwatar-Nichols DOD Reorganization Act of 1986. jThat Act, the
;molt sweeping reorganization of the Department of Defense in
several decades, covers nearly the entire range of DOD activities.
As you know, we have been working with your staff and staff of the
Senate Armed Services Committee to monitor implementation of

several aspects of the Act and we look forward to continuing this

effort.

The Subcommittee's interest in financial management is timely. As
a result of persistently high federal deficits, we have entered an
era of budgetary constraint that will regquire making difficult
resource allocation decisions and improving accouﬂtability over our
financial activities. The federal financial management structure
must ensure that decision makers have accurate, timely and
consistent information on which to base their decisions. I have
recommended specific legislation to deal with these issues. The

legislation would provide for

- centralized leadership that is responsible for
developing and implementing a governmentwide plan
for improving financial management systems and

reporting annually on the plan's progress;




- corresponding financial management leadership in

executive branch departments and agencies; and

- annual preparation and audit of agency and
governmentwide financial statements to foster

accountability and system integrity.

The proposed/teaeral Financial Management Reform Act of 1987 (S.
1529), which I support, would provide many of the essential
elements of successful financial management reform. The topic we
are addressing today--the structure of financial management in the

military departments--is an important facet of this issue.

Title Vv of the Reorganization Act mandated that the military
departments designate a single office or other entity in each
Service Secretariat to conduct functions that are considered to be
civilian in nature or key to effective civilian control. 1In
addition to the comptroller (financial management) function, the
Act requires consolidating several other functions: acquisition,
auditing, information management, inspector general, legislative
affairs, and public affairs. Before the Act, thére were often
duplicate offices for these functions in both the Secretary's and

the military Chief of Staff's offices.




RESULTS IN BRIEF L §
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The military departments adopted different approacﬁes to consoli-
dating the offices of financial management and comécroller in each

of the Secretariats. The Navy made the fewest chadges since it

for Financial Management. The Army integrated the functions and

the staffs from the financial management and comptroller offices
j into a new office with the Assistant Secretary for Financial
Management in charge. The Air Force, however, chose to reorganize
much differently. It abolished the position of Assistant Secretary
for Financial Management and gave most financial management respon-
sibility to its Comptroller, a 3-star general. These actions have
raised congressional concerns as to whether civilian control in the

Air Force has been weakened.

We believe that it is essential that the financial management
function of each military department be vested in a highly
qualified civilian appointed by the President. Under this
arrangement, the function would be led by a person who could
(1) assure the flow of information to the civilian leadership,
(2) provide a high level of stature and importance to financial

management, and (3) be part of the Administration team.
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Now let me review in detail how the military dcéarimohts
consolidated the financial manigement,functions 1n!tosponse to the

i

Reorganization Act. ?

FINANCIAL MANAGEMENT STRUCTURES

Each military department took a different approach to establishing
a single office for financial management functions within the

Secretariat.

Navy

Before (as well as after) the Act, a civilian appointee was dual-
hatted as both the Assistant Secretary of the Navy for Financial
Management and the Navy Comptroller. (See Chart I.) The Deputy
Comptroller is an admiral. This dual-hatted structure is
principally due to the fact that the Navy is the only two-service
organization, with a Chief of Naval Operations and a Commandant of
the Marine Corps. It has never been considered appropriate to have
the Navy's Comptroller within the Chief of Naval Operations
organization, since the Navy must be objective in dealing with both
its services. In addition, the Director of Budget and Reports
(part of the Comptroller's staff) was required by law to be located
within the Navy Secretariat. The Director of Budget and Reports
has also been responsible for certain budget formulation and
execution functions for the Chief 6f Naval Operations while the

Marine Corps has a separate office for fiscal management
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responsible to the Commandant of the Marine Corps for similar

functions.

1 .

Ghart i1 Department of the Navy Financial Management Structure

Assistant Secretary of the Navy

for Financial Management/Comptroller of

: Director of Information the Navy
Resources Management -
Oirector of the Administrative/
| Fiscal Oivision |'—— Deputy Comptroller |—— ~ Counsel l

Director of the Office of Assistant Comptroller for Financial
Budget and Reports Manqqement Systems

The Subcommittee has raised some questions about the Navy's
financial management structure and its felationship with the Marine
Corps Fiscal Division. We have evaluated the issues raised and we
believe that the Navy structure provides an appropriate framework
for effective financial management as well as civilian control in
line with the goals of the Act. The Assistant Secretary for

Financial Management/Comptroller has responsibility for the

S




comptroller (financial managemeﬁt) function and’th; 240 staff
responsible for carrying out thié function. Allo,éthe Office of
the Assistant Secretary has a clo#e working r.la:iénship with the
Marine Corps Fiscal Division which ekecutes the Maiine Corps
budget, as the dual-hatted Budget and Reports.0£fiée does for the
Chief of Naval Operations. Providing a more formai relationship
between the Marine Corps Fiscal Division and the Assistant

Secretary and his office is an option that could be considered.

A}_rllx

Before its reorganization the Army had an Assistant Secretary for
Financial Management and a'military Comptroller. The Comptroller
was responsible to both the Assistant Secretary and the Chief of
Staff. (See Charts II and III.) The Army has now combined the
Office of Assistant Secretary for Financial Management with that of
Comptroller of the Army. (See Chart IV.) The Comptroller, a
3-star general, now serves as the Military Deputy to the Assistant
Secretary for Financial Management, while a political appointee
serves as the Principal Deputy. The Principal Deputy serves as the

acting Assistant Secretary in the Assistant Secretary's absence.
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Deputy Assistant Secretary for Planning,
Programming, Budget and Execution

Assistant Secretary of the Army
for Financial Management

Principal Deputy Assistant Secretary

Deputy Assistant Secretary for Manage-
ment Evaluation and Improvement

Deputy Assi#tant Secretary for
Fmanc}ial Systems

Deputy Assi ttant Secretary for
Cost Analysis

?

Deputy Assi'Ftant Secretary for
Information Hepource Management

t
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Assistant Secretary of the Army ‘
for Financial Management | Chief of Staff of the Army I

Comptrolier of the Army I

Deputy Comptroller

Assistant Comptrolier for Finance and Director of Productivity and
Accounting Management Programs
Assistant Comptroller for Fiscat Policy Director of Army Budget I
t

1
|

Assistant Comptroller for Cost Analysis

Director of Operations and Support

i

Asgistant Comptfoller for Director of Resburce Management
Internal Review Systems

A number of the Comptroller's former functions, such as acting as
the Army point of contact with Congressional Appropriations
Committees, and overseeing the Army's Finance and Accopnting Center

in Indianapolis, Indiana, have now become the direct rjésponsibility
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f X | of the Assistant Secretary.

Other key otfict-, 1nc1udinq the
budgot, cost and economic analysis, and business manaqcncnt
practices offices, continue to report to the Aslistanq Secretary

| through the Comptroller. The Comptroller also continJcs to provide

feedback to the Army Chief of Staff on financial mana;oment

matters,

Chart 1V: Current Financial Management Structure of the Department of the Army
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Director for independent
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Director for Review and

Director for Business
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| Director for Financial Management _|
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Systems Integration
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Analysis
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Internally, the structure of the Assistant Secretary's office has
changed markedly as a result of the reorganization. The Assistant
Secretary now has direct oversight of a staff of approximately 220,
as compared to 29 before the reorganization. Offices from both the
old Comptroller's and Assistant Secretary's offices were
eliminated, and functions were redistributed among several new
"Directorships." Several high-level officials, such as Deputy
Assistant Secretaries and Assistant Comptrollers, remain within the
new structure as Directors, but in a number of instances the
reporting lines and scope of authority for these officials have
changed. Overall, the Army appears to have made a substantial
effort toward integrating its two former financial management

structures.

Air Force

The Air Force made the most controversial and, in our opinion, the
least desirable change by eliminating the position:of Assgistant
Secretary for Financial Management and establishing its military
Comptroller as head of the financial management structure. (See
Charts vV and VI.) Most functions from the former Office of the
Assistant Secretary for Financial Management were transferred to
the Office of the Comptroller. However, the functions of
information systems management were transferred to:the Agsistant
Secretary for Acquisition, and the functions of prégram development

were elevated to the Under Secretary of the Air Force.
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Chart V: Department of the Air Force Financisl Mmlgmm
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Seorstaryofthe AlrFores | | Chief of Statt
Under Secretary of the Alr Force ™ || gaf the Alr Force
i L . ' [ .
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Frincipal Geputy Assistant Secrotary ™ [Pemuty Compiralier
|‘ ]
Deputy
Assi:t:r,\t Assistant Assistant Deputy  Assi
Manage- Secret Secretary Secretary Assistant ssistant
ment cf':r ary for for Secretary Director of Comfptroller Director of
; Economic for Budget or Cost
s[;stoms Account- '”;°$lar::n Analysis Programs Account-
eputy ing and M;n age- and and ing and
Audit ment Financial Budget Finance
Control

Because the Comptrollerfs office was moved to the Service

Secretariat, the Air Force reorganization is in compliance with

that aspect of the Act.

done & good job in carrying out his £financial management

Furthermore, the current Comptroller has

responsibilities., However, as I will discuss shorﬁly, the Air

Force reorganization seems to run counter to the congressional goal

of strengthening civilian authority.
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Staffing in the office of the Cohptroller before the reorganization

consisted of 214 individuals and increased by 11 to 225 under the

new structure. The former Assistant Secretary for Financial

Management's staff consisted of 26 individuals;

Comptroller staff,

11 moved to the

3 were assigned to the Assistant Secretary for

Acquisition, 4 were assigned to the Under Secretary, and 8 were

transferred to the Office of the Assistant Secretary for Manpower.]

Chart Vi: Current Financial Management Structure of the Department of the Alr Force

Chief of
Comptroller

Secretary of the Air Force
Under Secretary of the Air Force
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Comptroller of the Arr Force
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1The transfer of financial management personnel to manpower
occurred because the former Assistant Secretary for Financial
Management became the Assistant Secretary for Manp¢wer and Reserve
Affairs after the reorganization.
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The Air Force retained the Dep@éy Compcrolln? bdsi@ion, filled by a
career civil aervaht, and creaﬁed an Assistant bepéty Combtroller
position, filled by a colonel.j The Air Force appointed two of the
five former civilian Deputy Assistant Secretaries ior Financial
Management to be Deputy Comptrollers. Five other éeputies or
assistants are military. One other former Deputy Assistant for
Financial Management was appointed Assistant to thé Under Secretary
and has retained responsibility for program develoément. Only
minimal operational changes in the Comptroller's office have taken

place since the reorganization.

STRUCTURING FINANCIAL MANAGEMENT

The Reorganization Act significantly changed the structure that
supports the Service Secretary. Service Secretariés were and are
supported by Assistant Secretaries who are charged with oversight
of key functions and activities. Where before, Asbistant
Secretaries were generally assisted in their oversight role by a
small staff composed largely of civilian employees, the Act
essentially merged this staff with the much larger staffs responsi-
ble for day-to-~day management of the financial, acquisition, and
other functions specified in the Act. I believe this integration
should ultimately strengthen civilian control -- it reduces dupli-
cation and layering and should provide Assistant Secretaries with
greater authority and direct control over the people directing,

managing, and executing these activities.
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The Air Porce's financial managément roorqanizatioﬁ complies with
the requirements of the Reorg;nization»hct. aowevér, the Air
Force's elimination of the position of Aasistant‘sécretary for
Financial Management should concern ﬁhe Congreas bécause it may

diminish civilian control.

The primary contribution of financial management to civilian
control is to assure that civilian authorities--the Congress, the
President, the Secretary of Defense, and Service
Secreta;ies-—receive consistent, reliable, and timely information

on which to base their decisions.

A qualified Assistant Secretary is needed to assure that the
systems are in place to provide the needed information. And, an
Assistant Secretary, with an understanding of the President's and
Secretary's agenda, is in a position to ask the right gquestions,
making sure that information flows to the appropriate people.
Moreover, an Assistant Secretary signals the importance of
financial management and focuses attention on the activity. This
in turn should strengthen financial management in the military

departments.
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FINANCIAL EXPERTISE IS CRITICAL

Assistant Secretaries for Financial Minagemont sho#ld have demon-
strated ability in the requisite qualifications. éivilian presi-
dential appointees from either outside the government or from the
career civil service ranks could possess these quaiifications. The
appointment of career employees may also offer greéter continuity
than has been the case with many political appointees. The Assis-
tant Secretary is the principal advisor to the Service Secretary
and as such must possess the knowledge to offer informed opinions
on financial policy, procedures, and methods, including approaches
to utilizing financial information to more effecti&ely manage the
activities and operations of the military departmehts. The Assis-
tant Secretary must be able to integrate the Admin@stration's
financial policies into the military department's missions, goals,
and objectives and oversee their execution. Effective supervision
and control demands appropriately qualified individuals. 1In this
regard, the Reorganization Act requires that the Secretary of
Defense inform the President of the qualifications needed by
presidential appointees to effectively carry out the duties and
responsibilities of their offices.

In summary, we believe that the goals of strong financial
management and civilian control can best be served by having an
Assistant Secretary as head of financial management in each of the

military departments. An Assistant Secretary brings visibility to

15




financial management and reinforces the importance of the financial
management function. In addition, we believe that the 3eéretary of
Defense should ensure that the qualitications for this position
include strong experience in financial managcment.j

To accomplish this, we believe a fourth Assistant s@crecary should
be authorized for the Air Force and that this posiéion be desig-

nated for financial management. Moreover, because of the impor-

-tance of financial management, I believe that an Assistant

Secretary for Financial Management should be required by statute

for alltthe military departments.

This concludes my prepared statement. I would be happy to respond

to any questions.
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