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Mr. Chairman, members of the Committee, I appreciate this opportunity to discuss the progress we are making in improving the management of the business mission area of the Department of Defense, including the specific improvements we are driving in the area of financial management.  Since I arrived in the Department last fall, I have been extremely impressed with the level of effort and focus DoD employees have dedicated to the improvement of the Department’s business capabilities.  Our organization is complex, but we are working to drive best business practices, to improve financial accountability, and most importantly, to provide better support to our warfighters as they fight the global war on terror.  

We recognize that our challenges are not exclusively caused by systems, or processes, or culture, or bureaucracy.  Therefore, we understand that it is the combination of these factors that must be addressed with great energy in order to make progress.  As a result, improvement initiatives that enhance our financial management capabilities are being pursued with an appreciation for the broader business management transformation that is necessary.  We are leading these efforts from the top, but our successes are a direct result of broad cooperation, collaboration, integration, and cultural change across Department.  
From this perspective, I should note how appropriate it is that I appear today with my colleague, Michael Wynne.  Shortly after Under Secretary Tina Jonas’s testimony to this committee last fall, the office of the Under Secretary of Defense (USD) for Acquisition, Technology, and Logistics and the Comptroller joined with the Under Secretary for Personnel and Readiness (P&R) and the Acting Assistant Secretary for Network Integration and Information (NII) to direct necessary changes to the next phase of the Business Management Modernization Program (BMMP).  Both Ms. Jonas and Mr. Wynne designated senior DoD officials (Mr. Tom Modly, Deputy Under Secretary of Defense for Financial Management, and Mr. Paul Brinkley, Special Assistant to the Under Secretary (AT&L) for Business Transformation) with the direct responsibility for shifting the BMMP program from its previous phases to an implementation phase.  The program is now focusing on the delivery of DoD enterprise systems and standards.  Under Mr. Modly’s and Mr. Brinkley’s leadership over the last several months, the program has developed an interim Transition Plan detailing the Department’s current plans for enterprise systems evolution and migration.  More importantly, the program has established a set of clear DoD enterprise priorities for new systems and capabilities, and it has established a tiered approach with the Components to guide the further development of the enterprise architecture.  A final Transition Plan and release of the architecture will be delivered to Congress in September, 2005.  Details about the program realignment were delivered in our report to Congress on BMMP on March 15th.  

Further reinforcing our efforts to drive from the top an enterprise approach to business transformation and financial improvement, we have established the Defense Business Systems Management Committee (DBSMC).  As chairman of the committee, the Deputy Secretary of Defense designated the Under Secretary of Defense (AT&L) as the vice chair.  Concurrent with that designation, the Under Secretary of Defense (AT&L) has assumed direct responsibility for the program management of BMMP.  This will facilitate centralized tracking of cost, schedule, and performance for the critical DoD enterprise business systems programs.  

Concurrent with the formation of the DBSMC, we also established  Investment Review Boards (IRBs) that will be required to approve investments in excess of $1 million.  These IRBs will be led by the Under Secretaries for AT&L, Comptroller, and P&R.  Standard procedures that streamline the current certification process will be established by the DBSMC later this month, and we will implement them immediately.  In the interim, we have continued to certify systems investment through the Comptroller and Domain certification process.  To date we have reviewed 116 systems against our plan of reviewing 148 systems in FY 2005.  A shift to the new streamlined investment review process will facilitate a rapid completion of the remaining system reviews required for this year.  
DoD Financial Management Progress
The successful implementation of BMMP enterprise priorities will have a significant long-term impact on the business operations of the Department.  The BMMP, however, is not the sole focus of our day-to-day efforts to improve DoD financial management.  We are committed to eliminating all DoD financial management deficiencies identified as “high-risk” areas by the Government Accountability Office.  We have raised our professional standards for financial management.  It is inspiring to see the work financial management professionals are doing despite the organizational complexities and systems challenges of our current environment.   We are building upon accomplishments from the past four years and moving ahead with critical initiatives that will further improve financial performance and accountability.  
In December, we provided to this committee our planned financial improvement objectives and milestones through June.  We organized these objectives along four main financial management improvement areas:  correcting reporting deficiencies, cleansing data, improving business processes, and modernizing defense business systems.  Under each area we identified specific objectives to be accomplished by June.  We are on track to meet these objectives, although we have been impeded in some areas by the language of Section 352 of the FY 2005 National Defense Authorization Act.  Specifically, Section 352 prohibited spending to advance financial audit work until our systems transition plan was complete.  While we agree that an integrated systems transition plan is important, we have a responsibility to promote good financial management practices, including better internal controls, more credible asset and liability valuations, and business process improvements regardless of the current state of systems transformation.  Limited relief from the restrictions of Section 352 would allow us to continue to pursue sustainable improvements that are not in conflict with our current understanding of our plan for new systems.  More importantly, it would help sustain the momentum of previous progress in this area. 
We are on track to complete each of our 27 objectives for June.  Several of the specific objectives have been completed, and only two (professional accounting certification policy and audit assertion for Navy “other assets” category) require some mitigating action at this time to ensure a June completion.  We have accomplished the following:  
· Correcting Reporting Deficiencies—improving how we report financial information:  
· Standard Financial Information Structure (SFIS).  By May we will have a final financial coding structure for the Department.  This is the standard financial language that will be required to ensure all DoD financial transactions/information are coded consistently across all components.  Our current environment has multiple financial languages that require translation at various levels before being rolled up to the Department’s financial statements.  
· Fund Balance with Treasury Assertions.  Two of the military departments (Air Force and Army) are ready for audit confirmation of the  “Fund Balance with Treasury” line items on their respective balance sheets.  This represents 12% of the Department’s assets.  (Section 352 of the FY05 NDAA has restricted us from completing this work)  
· Cleansing Data—establishing a baseline understanding of the value significant balance sheet line items prior to integration into new systems:
· Military Equipment Valuation.  Since December, we have completed an initial valuation of an additional 281 military equipment programs, bringing our total to 661 programs.  We are well on our way to completing valuations for all 1,086 military equipment programs. This is critical to developing a baseline valuation for our military equipment to accurately report the largest asset category on our balance sheet (27% of assets).   
· Reconciliation of Personnel Pay Records.  We have completed a detailed review of over 600,000 military pay records to ensure the accuracy of records being migrated into the new pay system (Forward Compatible Pay). 

· Improving Business Process—implementing best practices across the core business missions of the Department:  
· BEA/EBPM Revisions.  The BMMP has completed revisions to the Enterprise Business Process Models to reflect a greater emphasis on horizontal, end-to-end business processes aligned with the new governance of the program.  This is a critical element of the September, 2005 architecture deliverable.   

· Modernizing Defense Business Systems—implementing a new, interoperable business systems environment that reduces manual dependencies and increases human resource, materiel, and financial visibility:
· Defense Business Systems Management Committee (DBSMC).  Established the DBSMC as the governing body for business transformation chaired by the Deputy Secretary of Defense, and vice chaired by the Under Secretary of Defense (AT&L). 

· Investment Review.  Established Investment Review Boards (IRBs) to review all spending in excess of $1 million on business systems.  

· Interim Transition Plan.  Completed an interim systems transition plan and program baseline for BMMP as a roadmap for systems migration and the development of DoD enterprise-level capabilities.  A final plan will be delivered in September, 2005.  

We are currently developing our key objectives for the June through December timeframe, and we look forward to reporting similar successes to you.    
Closing
In closing, I would like to emphasize that our business improvement challenges in DoD are not one-dimensional.  Systems improvements are critical to this effort, but we also take seriously our management responsibility to improve the accountability and efficiency of our business operations regardless of today’s systems environment.  Our military forces are transforming themselves to adapt to a changing security environment that requires speed, agility, and flexibility.  We are focusing our work to ensure the business mission of the Department is transformed as well.  
Improved financial management that leads to accurate financial reporting is a high priority objective of the senior leadership of the Department because it  provides tangible measures of accountability to the taxpayers.  The process and business improvements that accrue to the warfighter through more reliable, accurate, and timely financial information, however, are the real value of this work.  
This committee’s continued support and interest in this area is deeply appreciated.  I look forward to further opportunities to discuss this important work with you.     
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