Defense Working Capital Fund

Issue:  Financial / Functional Systems

Issue Description:

Defense Working Capital Fund operational “feeder”system linkages to finance, and ultimately DWCF financial systems, are inadequate for effective management of costs and cash.

Background:

Financial Systems:

DWCF financial systems are the official source of component cash balance and cost-of-operations data.  Cash balances arise from financial system disbursement and collection data, are reconciled monthly with US Treasury balances, and are reported monthly, usually about three weeks following the end of the month.  (In the case of the Defense Logistics Agency, data must be consolidated from multiple Defense Finance and Accounting Service (DFAS) centers and is usually provided five weeks after the end-of-month.)  Cost data is sourced from a wide variety of component feeder systems and depends on the capabilities of those individual systems to produce timely, “manager-friendly” data.  Official reports of cost data are provided by financial systems each month, about two weeks following the end-of-month.  Both cash and cost data are subject to significant end-of-month adjustments, which cause variances between preliminary feeder and financial system data and the official monthly reports.  The monthly reports are also consolidated at a high level of indenture, providing data no lower than one level below a WCF activity group (such as a maintenance depot).

DFAS is engaged in a comprehensive update of DoD financial systems.  The strategic plan is to migrate from a large number of existing financial systems to a target number of migration systems and enhance these migration systems to provide fully compliant accounting capabilities (including compliance with Federal Financial Management System Requirements (FFMSR)).  System conversion efforts are difficult and time-consuming.  Conversion efforts are impacted by non-standard business practices and data as well as by Year 2000 (Y2K) requirements.  DFAS is actively working with the components to resolve these issues.

In the interim, DFAS is providing weekly “flash cash” reports and developing a “sources and uses of cash” statement (which may be an outgrowth of the DWCF’s (M) 1307 monthly accounting report).  The sources and uses tool should provide component managers the ability to perform variance analysis to identify and correct problems, and to forecast more accurately.  FFMSR compliance and other requirements of law are being addressed, using both internal reviews and third party independent reviews conduced by “Big Five” accounting firms.

Functional Systems:

Functional (maintenance, supply, etc.) automated “feeder” systems are in general obsolete, inflexible, and unable to provide timely data.  Many are batch-process systems dating from the 1960s and 1970s.  The systems were generally developed for functional purposes and later adapted to provide financial data.  Each component developed its own functional systems, resulting in non-standard software, data, and business processes.  Also, the systems have not consistently kept up with regulatory and statutory changes.

Improvement efforts have met with many problems.  In some cases, new DoD standard systems were initiated then canceled.  Existing systems had been frozen for update in the interim.  Cancellation left the Services and Agencies “back at square one.”  Acquisition of COTS (commercial-off-the-shelf) software has not made replacement of existing systems significantly less costly or simpler.  This software generally requires extensive modification to meet the government’s unique and complex financial and business requirements.  

Often DoD’s experience with such “COTS solutions” has been systems requiring far more time and expense to develop than planned.  Resulting systems are typically slower, more detail-intensive and less flexible than expected.  Once the original COTS architecture has been modified, the systems can become incompatible with vendor updates.  They may no longer be supported by the vendor in the original version, and become increasingly obsolete.  When a COTS vendor goes out of business, this results in a loss of the extended maintenance agreement, requires that the system be supported with another contractor, and may result in entire systems being replaced when proprietary parts fail.

Clearly the components cannot all start moving to standard systems in the near future.  For the most part, they are managing with existing systems and working improvements unilaterally.  The short-term emphasis has been on compliance with data standards and common architecture requirements, with systems targeted for replacement being enhanced for only mandatory items.  Modernization and compliance with DoD requirements is typically harmonized within each component.

Indications are that significant improvement will be a lengthy process since funding shortfalls can’t be corrected overnight; current initiatives may not be sufficient; and component feeder system improvement efforts are generally not harmonized.  The impact of each component actively pursuing its own solution may be a perpetuation of system and data inconsistencies.  

Problem Statement:  

Data provided by current DWCF financial and operational feeder systems is not sufficiently timely, reliable, nor detailed (provided to the appropriate level) for effective management of DWCF costs and cash.  Current systems are generally not able to support timely analysis, including inquiry reports and “drill down” data decomposition.  This situation is exacerbated by the proliferation of outdated and non-standard (component-peculiar) legacy feeder systems.
Recommendations:

· DEPSECDEF direct Components to augment logistics system improvement plans to include better cost data for DWCF managers, reduce the need for reconciliation, and enhance cost analysis tools.

· OUSD(C ) lead a joint review/update of the AR(M) 1307 accounting report.

· DFAS Develop plans for improving customer access to ad hoc queries and financial data/reports.

Implementation Concerns/Impediments and Benefits:
Concerns:  Requires sustained high level sponsorship.

Benefits:  Improved cash management will reduce the potential for Anti-Deficiency Act violations and should enable a reduction of cash requirements.  Improved financial and feeder systems will enhance the productivity of WCF operations, thereby reducing the cost of goods and services below the levels that would pertain if no action were taken.
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Resource Implications:

Potential need for significant investments in automated systems.  Payback is anticipated in the form of projected reductions in WCF operating costs and cash.
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