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1  Architecture Constraint White Papers


Background


The DoD Financial Management Enterprise Architecture was initially developed using commercial leading and standard practices in an unconstrained environment.  The unconstrained environment was defined in a manner that the architecture activities would not be bound by any existing laws, policy, or guidance.  However, as the “To Be” architecture was matured into a constrained environment, the leading and standard practices that were integrated into the various activities within the architecture resulted in the identification of potential constraints or conflicts with existing laws, policy or guidance that could prevent  implementation of the leading and standard practices.  


White Paper Process


The FMEA Compliance Team worked with the Process Action Teams to research those leading and standard practices that appeared to have conflicts with laws, policy, or guidance.   White papers were then developed to:


· Describe the practice;


· Identify the benefits industry had realized as a result of implementing the leading practice, benefits that could accrue to DoD from implementation of the leading practice;


· Identify the relevant existing laws, guidance, policy or standards that would inhibit the realization of benefits that would be expected from implementation of the leading practice, and


· Make a recommendation on whether to implement the practice or not and whether an effort should be made to propose a change to an existing law, policy or guidance.


The resulting white papers  categorized constraints into the following categories:


· External constraint outside of DoD cannot change, practice will be constrained;


· Leading practice conflicts with external constraints, pursue change, practice will be constrained;


· Leading practice conflicts with DoD constraints, change constraint and implement practice;


· External/internal constraint does not require change to implement practice, and 


· Further research determined that FMEA should not  pursue the leading practice as part of the architecture.


All of the draft white papers were coordinated with the DFAS Office of General Counsel.  In addition, the white papers were provided to the Office of the Under Secretary of Defense (Comptroller), Office of General Counsel (Fiscal), and the General Accounting Office.  The papers were provided to these organizations to determine if all of the related potential constraints had been adequately identified and characterized.  


As noted above, some of the white papers were determined to have minimal support or potential for change.  Although the leading or standard practice could provide benefits, it was decided that DoD would not pursue the implementation of those practices.  Each of these decisions was so noted in the white paper recommendation.  However, the process to develop and vet the papers has provided valuable information that has been incorporated into the “To Be” Architecture as appropriate.       


DRAFT


1.1 C0006-1  White Paper 06--Constraints to Flexibility to Negotiate Contractual Payment Terms


Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.


Purpose


This paper explains the standard practice of negotiating contractual payment terms.  This paper identifies the entities that have negotiated payment terms in excess of 30 days, the benefits that the DoD could realize by negotiating mutually agreed upon payment terms, and legislation relevant to implementing this practice within the DoD.  Finally, this paper recommends that DoD pursue legislative changes to allow DoD to adopt this standard practice. 


Flexibility to negotiate contractual payment terms


Currently, laws and regulations require specific contractual payment clauses that eliminate DoD’s flexibility to negotiate contractual payment terms that are in the best interest of the Government.  Private industry’s standard practice is to negotiate mutually agreed upon contractual payment terms that benefit the purchasing entity while providing incentives to the supplier to meet the needs and requirements of the purchaser.


DoD needs the flexibility to negotiate contractual payment terms which would allow DoD to match payment terms to the risk carried by its suppliers/vendors.  In some circumstances, DoD would want to pay frequently and within days of consuming or receiving goods.  For example, with Vendor Managed Inventory, the contractor is carrying the inventory and essentially assuming all of the risks.  In order to provide incentives for contractors to take the risk and incur the costs of carrying inventory at levels and specifications required by DoD, the Department needs the flexibility to negotiate early and frequent payment terms.  Conversely, if DoD’s acquisition is for goods and services that are provided by many contractors and there is sufficient competition to provide DoD the best value and price, the Department may want to follow the standard payment terms used by the private sector—payment 45 days from receipt of goods and services or receipt of an invoice, whichever is mutually agreeable between DoD and its contractor(s).


Entities that have flexibility to negotiate contractual payment terms


In private industry, all entities have the ability to negotiate payment terms with its suppliers/vendors.  Negotiating payment terms is one of the primary actions performed by the acquisition community.  Negotiating payment terms is one way the industry provides incentives to its suppliers and vendors to obtain goods and services when needed, where needed, in the quantities needed, and in agreement with the quality standards established in the specifications of the contract.


Benefits

The DoD, and the Government as a whole, would benefit by having the flexibility to negotiate mutually agreed upon contractual payment terms.  DoD could match payment terms to risks and, thereby, provide incentives to businesses to assume risks and responsibilities that otherwise would be borne by DoD.  This industry standard practice would also provide DoD the flexibility to manage its finances by allowing payment terms that are in excess of 30 days (industry standard practice is a 45 day payment cycle) for requirements that are less sensitive—common items that are readily available at a competitive price.  The incentive for competitors to agree to a 45 day cycle is that in the “To Be” environment, DoD will be able to meet its commitment to provide a consistent payment cycle.


Finally, DoD would be able to legally take advantage of discounts offered by contractors for early payment.  As outlined in the relevant legislation and guidance below, each time DoD takes advantage of discounts and pays before the later of the 30th day after receipt of an invoice or the 30th day after acceptance of goods or services, it is in violation of the Federal Acquisition Regulation 48 CFR 52.232-25.


Relevant laws, guidance, policy and standards associated with flexibility to negotiate contractual payment terms


The following legislative and regulatory authority prevents DoD from exercising flexibility when negotiating contractual payment terms:


· The Prompt Payment Act (5 CFR, Part 1315);


· Title 31 United States Code 3903 (a)(8), and 


· Federal Acquisition Regulation (48 CFR 52.232-25).


The Prompt Payment Act, as amended in 1988, as implemented by the Office of Management and Budget (OMB) at 5 CFR 1315.4(g)(i), allows agencies to make payments on the dates specified in the contract.  However, Title 31 of the United States Code 3903 (a)(8) requires OMB to prescribe regulations that prevent agencies from making payments more than 7 days earlier than the required payment due date.  Finally, the Federal Acquisition Regulation, 48 CFR 52.232-25 Prompt Payment, (FAR) requires that contracts include a clause that states “Notwithstanding any other payment clause in this contract, the Government will make invoice payments and contract financing payments under the terms and conditions specified in this clause.”  This section of the FAR continues to state that the due date for making invoice payments by the designated payment office shall be the later of the following two events:


(a) The 30th day after receipt of a proper invoice.


(b) The 30th day after Government acceptance of supplies delivered or services performed.


The FAR, 48 CFR 52.232-25 Prompt Payment, has the effect of negating all negotiated payment clauses contained in the contract and requires that DoD make payment on the later of the 30th day after receipt of an invoice or on the 30th day after acceptance of goods or services.


The Defense Finance and Accounting Service General Counsel has reviewed this paper.


Recommendation

Adherence to current legislative and regulatory authority prevents DoD from negotiating with contractors for goods and services in a manner that would improve operations, cash management, and save money.  It is recommended that the FAR, 48 CFR 52.232-25, be amended to allow payment dates that are in agreement with terms that have been negotiated and stated in the contract.  The FMEA will be constrained to reflect the existing legislative constraints. 


DRAFT


1.2 C0006-1 White Paper 07--Constraints to Flexibility to Maximize Automated Contractor Information


Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.


Purpose


This paper explains the private industry’s standard practice of maximizing automated contractor information that can provide users access to requested data related to contracts, contractors, contract line item detail, and to contractor performance metrics.  This paper identifies entities that maximize automated contractor information to provide unique identification of contractual information that meets the needs of the organization, benefits that the Department of Defense (DoD) could realize by maximizing automated contractor information to identify contractual details that do not conform to the Defense Federal Acquisition Regulations (DFAR), and relevant regulation.  Finally, this paper recommends that DoD adopt this standard practice.


Flexibility to maximize automated contractor information


Today, the DFAR requires the use of an elaborate process to assign uniform procurement instrument identification numbers.  This elaborate process detailed in the DFAR must be used to assign contract identification numbers, which include contract numbers, contract line item numbers (CLINs), sub-line item numbers (SLINs), element line item numbers (ELINs), and delivery order numbers (DOs).  These identification numbers require the use of a specified structure that identifies the DoD service, agency, organization, activity, and/or command, issuing office, fiscal year, type of contracting instrument, and more.  The numbering structure required by the DFAR is primarily intended to help users identify and/or locate contractual documents and information.  This process is too complex, requires constant maintenance, and creates multiple opportunities for error when matching invoices/receiving documents to contractual deliveries.


The “To-Be” environment will identify billable events associated with contracts and the related CLINs by the use of purchase contracts issued pursuant to a sourcing agreement.  DoD would require contractors to invoice by purchase contract and by billable event or line item on the purchase contract.  Since the contractors’ payments are directly tied to individual purchase contracts maintained in the accounts payable system, DoD will not need contract identification numbers to be as detailed as is currently maintained.  Additionally, in the “To-Be” environment, all contractual information and related financial transactions will be easily accessible electronically to authorized persons from any location via a common data warehouse.  The implementation of a common data warehouse will allow DoD to maximize automated contractor information and to quickly gain access to information currently represented in contract numbers, CLINs, SLINs, ELINs, and DOs.


Entities that have the flexibility to maximize automated contractor information


In private industry, entities utilize current technology to provide the flexibility to maximize automated contractor information to meet the needs of the organization.


Benefits

The following items are some of the benefits DoD could realize if it had the flexibility to maximize automated contractor information:


· DoD could develop a more intuitive and user friendly process for identifying contractual information that would not require constant maintenance as with the current complex numbering process used for assigning contract identification numbers;


· DoD could minimize the risk of errors when matching invoices/receiving documents to contractual deliveries by using a common data warehouse to provide automated matching to contractual information;


· DoD could use a common data warehouse to access contractual information such as the location that issued a contract, the fiscal year, the program, delivery number, financial transactions, and


· DoD could use automated contractor information to respond to Congressional inquiries, accounts payable questions, and to satisfy other information needs.


Relevant laws, guidance, policy and standards associated with flexibility to maximize contractor information


The following regulatory guidance requires DoD to maintain cumbersome and complex procurement instrument identification numbers and contract line item numbers:


· Federal Acquisition Regulation (Subpart 4.10 – Contract Line Items);


· Federal Acquisition Regulation (Subpart 15.204-1 – Uniform Contract Format);


· Defense Federal Acquisition Regulation (Subpart 204.7 – Uniform Procurement Instrument Identification Numbers), and 


· Defense Federal Acquisition Regulation (Subpart 204.71 – Uniform Contract Line Item Numbering).


The Federal Acquisition Regulation (FAR), Subpart 4.1 – Contract Line Items, states that “Contracts may identify the items or services to be acquired as separately identified line items.  Contract line items should provide unit prices or lump sum prices for separately identifiable contract deliverables, and associated delivery schedules or performance periods.  Line items may be further subdivided or stratified for administrative purposes (e.g., to provide for traceable accounting classification citations).”  The FAR, subpart 15.204-1 – Uniform Contract Format, merely provides the format for required schedules of a contract.  DoD has the ability, within the FAR, to determine its contract numbers and contract line item numbering structure.


The Defense Federal Acquisition Regulation (DFAR), Subpart 204.7 – Uniform Procurement Instrument Identification Numbers, requires contract numbers to contain at least 13 characters (but not more than 19 characters) not including hyphens.  The first 6 alpha-numeric characters identify the department/agency and office issuing the contract, the 7th and 8th characters are the last two digits of the fiscal year in which the contract number was assigned, the 9th character indicates the type of contract, and characters 10 through 13 represent the serial number of the instrument.  The DFAR, Subpart 204.71 – Uniform Contract Line Item Numbering, specifies how to assign Accounting Classification Reference Numbers (ACRNs) to represent long lines of accounting and provides criteria for using 4 numeric digits (and additional digits in the form of sub line items) to represent separate activities within a single contract.  The DFAR eliminates DoD’s flexibility to develop procurement instrument identification numbers that meet its needs.  Additionally, under the FAR, DoD has the flexibility that the DFAR eliminates.


As DoD moves toward the future, contractual information will be readily accessible and identifiable.  The DFAR needs to provide DoD the flexibility to develop and implement a structure for contractual identification information that is useful and can be easily maintained by a common data warehouse.


The Defense Finance and Accounting Service General Counsel has reviewed this paper.


Recommendation


Adherence to current internal regulatory authority prevents DoD from developing and implementing a less complicated structure for deriving contract numbers and contract line item numbers.  It is recommended that the DFAR be changed to provide DoD the flexibility to maximize automated contractor information that is readily accessible and identifiable.  The DoD should implement this standard practice as a key initiative supporting the Financial Management Enterprise Architecture.


DRAFT


1.3 C0006-1 White Paper 08--Constraints to Strategic Sourcing


Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.


Purpose


This paper explains the leading practice of strategic sourcing.  This paper also identifies entities that have implemented strategic sourcing, benefits that the Department of Defense (DoD) could realize from using strategic sourcing, and discusses legislation relevant to the practice.  Finally, this paper recommends that DoD does not pursue changes to legislation in order to adopt this leading practice.  The FMEA decided not to pursue this practice and therefore, this practice should be excluded from consideration for implementation in the FMEA.


Strategic sourcing


Sourcing is the process of identifying the best supplier for goods and services necessary to support requirements of the DoD.  Strategic sourcing is the policy or approach that identifies a collection of suppliers that can be used to meet a defined requirement or set of requirements.  The suppliers minimize risk of a disruption in the supply-chain and maximize value to DoD.  This utilizes the proper (buying) center of excellence to meet business objectives.  Strategic sourcing / centers of excellence would combine the advantages of a centralized operating model with those of a more decentralized approach.  DoD could establish certain locations as centers of excellence that would focus on specific industries and commodities.  These centers of excellence would allow buying professionals to focus on a certain industry – like information technology.  This focus would allow buying professionals to develop an expertise in their given industry or commodity.  These professionals would work with industry and within DoD to develop standardized specifications for meeting DoD’s requirements.  Additionally, better informed buying professionals are more competent to evaluate quality requirements placed on suppliers.  Suppliers falling below the buyer’s quality levels would be excluded from consideration to provide goods or services.


Entities that use strategic sourcing


Strategic sourcing is practiced by some of the world’s largest companies.  For example, Lockheed Martin uses standard quality evaluation criteria for all suppliers.  Suppliers falling below a 96 percent quality level face elimination.


Benefits


Implementing strategic sourcing would provide the following benefits to DoD:


· DoD would use strategic sourcing to standardize specifications and rationalize its supply base;


· DoD would then reduce the number of suppliers that provide these standardized goods and services;


· DoD would develop better contract negotiating skills.  Developing industry expertise and building strong relationship with fewer vendors would allow DoD to negotiate better pricing, terms, and conditions with suppliers.  Contracts would be in place that would prevent DoD organizations from “starting from scratch” every time goods and services are required.  Additionally, DoD organizations would have experts that have already assisted them in determining the specifications of their requirement and negotiated the best deal; and


· DoD would ultimately realize savings in terms of dollars and/or enhanced responsiveness to DoD’s needs and requirements by establishing relationships with “preferred” vendors.


Relevant laws, guidance, policy, and standards related to strategic sourcing


The following legislation and regulation has been identified as directly relating to the implementation of strategic sourcing:


· Competition In Contracting Act of 1984 (41 USC Section 253, 10 USC Section 2304);


· Contract Goal for Small Disadvantaged Businesses (10 USC Section 2323, Public Law 100-656);


· Small Business Act (15 USC Section 637, 15 USC Section 644), and


· Federal Acquisition Regulation (48 CFR [various subparts]).


The Competition In Contracting Act of 1984 requires “procurement through full and open competitive procedures…except in the case of procurement procedures otherwise expressly authorized by statute.”  


10 USC Section 2323 requires the Federal Acquisition Regulation (FAR) to establish a goal of 5 percent of procurement for DoD, and other agencies, to contract with small businesses, HUBZone small businesses, and small and disadvantaged businesses.  Additionally, the Small Business Act, 15 USC Sections 637 and 644, reaffirms the requirement for DoD to seek opportunities to contract with small businesses.  The Small Business Act also allows DoD the flexibility to enter into full and open competition among small businesses—excluding other non-small business entities.


Finally, the FAR, 48 CFR [various subparts], provides details for implementation of contractual activities related to the various requirements for full and open competition, competition among small businesses, and for adherence to small business set-aside programs.


In complying with the requirements of full and open competition and requirements related to small business contracting programs, DoD is constrained by legislation and regulation to enter into full and open competition and to work towards achieving a goal of providing 5 percent of procurement dollars to small businesses.


Private industry engages in full and open competition and awards a contract based on best price and value—regardless of the entity.  Private industry does not track awards to determine whether they have provided a certain percentage of their contract dollars to small businesses.  Furthermore, although private industry engages in full and open competition (in order to maintain the best prices and value), there are no legislative or regulatory prohibitions preventing them from contracting with entities without competition.


There are times when based on an immediate need and/or trust with a certain vendor for certain classes of goods/services, private industry may enter into a contract based on its history with a preferred vendor—without competing the contract.  Under current laws and regulations that govern DoD’s procurement activity this practice would not be permitted—except as expressly provided by statute for sole source awards.


The Defense Finance and Accounting Service General Counsel has reviewed this paper.


Recommendation


We do not expect the legislation identified and discussed in the previous section to be changed and DoD should not pursue legislative changes to implement this leading practice.   The FMEA has elected not to pursue this practice and consequently, this proposal has been retracted.


DRAFT


1.4 C0006-1  White Paper 09--Constraints to Using a Web Based Inventory Reporting Tool for Contractor Acquired Assets


Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.  


Purpose


This paper explains the leading practice of the web based inventory reporting tool.  It further indicates entities that use the practice, the benefits of employing this practice, and discusses the relevant legislation that could affect implementation.  Finally, this paper recommends that DoD adopt this leading practice.


Web based inventory reporting tool


Contractors are required to provide to the DoD, accurate information on the location, status, and identity of contractor acquired Property, Plant, and Equipment (PP&E) at least annually.  The leading practice, which is utilizing a web based inventory reporting tool, would allow DoD to generate a contractor acquired assets list on a real-time basis.  The web based inventory reporting tool (the tool) would allow DoD to log on to the tool via the Internet to view and download contractor acquired PP&E information.


Using the tool would eliminate the need for contractors to provide the list of contractor acquired PP&E to the DoD and improve timeliness of reporting.  DoD would obtain total asset visibility of contractor acquired PP&E information on a real-time basis through this web based inventory reporting tool.


Entities that have implemented the web based inventory reporting tool


Some industries that widely use this leading practice are manufacturing, construction, transportation and telecommunication services.   


Benefits


The web based inventory reporting tool would allow DoD to view and download contractor acquired PP&E information at anytime.  The DoD would have total visibility of contractor acquired PP&E without making any inquires of the contractors.  This new tool provides location and status of PP&E on an as needed basis.  

Relevant laws, guidance, policy and standards associated with the web based inventory reporting tool


The following legislative authority has been identified as relevant guidance associated with the web based inventory reporting tool:


· Federal Acquisition Regulation (FAR) Part 45, Government Property;


· Statement of Federal Financial Accounting Standard (SFFAS) No. 6, Accounting for Property, Plant, and Equipment, and


· Department of Defense Instruction Number 5000.64, Defense Property Accountability.


The FAR 45.105 states, “Duplicate official records shall not be furnished to or maintained by Government personnel, except when otherwise determined by the contracting officer to be in the Government’s interest.”  The leading practice, web based inventory reporting tool, is in compliance with this statement.  The web based inventory reporting tool would allow DoD to have total visibility of contractor acquired/held PP&E.  This will provide adequate reason to have duplicate official records by DoD.


The leading practice, web based inventory reporting tool, appears to be in compliance with SFFAS No. 6.  


The Department of Defense Instruction Number 5000.64, paragraph 5.3.4 states, “The DoD Components shall rely on contractors’ property management system to account for and manage property acquired by virtue of contract requirements.  Financial or other information on acquired property shall be obtained from contractors, in accordance with Agency procedures.”  The Department of Defense Instruction Number 5000.64 requirement could be interpreted to require reliance solely on the contractor’s property management system.


The Defense Finance and Accounting Service General Counsel reviewed this paper.


Recommendation


Implementing the web based inventory reporting tool would allow the DoD to view and download the contractor acquired PP&E information on a real-time basis.  Also, this leading practice would allow DoD to have total visibility of contractor acquired/held PP&E.  Additionally, there appears to be no legal obstacle preventing DoD from implementing the leading practice.  We recommend appropriate changes to DoD Instruction Number 5000.64 to remove the language that could be misinterpreted. The DoD should implement this leading practice as part of the Financial Management Enterprise Architecture and we recommend appropriate changes to this instruction to allow implementation.  


DRAFT


1.5 C0006-1  White Paper 10--Constraints to Delinquent Debt Collection of Interest and Other Charges


Notice

This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.  


Purpose

This paper explains the leading practice associated with delinquent debt collection processes, the charging of interest, and other costs associated with delinquent debts owed to and collected by organizations.  It identifies commercial entities that use the practice, the benefits realized from using the leading practice, and relevant legislation that could affect the adoption of this leading practice by the Department of Defense (DoD).  This paper recommends that DoD seek changes to the existing requirements relative to the collections of principal, interest and service charges being deposited in the U.S. Treasury’s Miscellaneous Receipts account and not being made available to DoD.


Delinquent Debt Collection of Interest and Other Charges

In private industry, companies routinely charge interest in addition to the principal amounts of delinquent debts.  Also, the mortgage industry assesses late charges in addition to interest on the delinquent principal.  In DoD these options are limited and other factors must be considered.  Prior to implementing the leading practices of retaining the amounts of delinquent debt collected in DoD, consideration must be given to three components of debt collection.  The following describes retaining collections relative to each of the three components.


1. Principal. If DoD debts are collected in time to be credited to a current or expired fiscal year appropriation, the debt principal amounts collected are recorded in the appropriation originally charged (over disbursement collections) or the appropriation originally designated to receive credit for the sale.  Otherwise, the debt principal proceeds must be deposited in a Miscellaneous Receipts account with the U.S. Treasury.  The adoption of the leading practice would enable DoD to deposit all principal amounts collected in current appropriations. 

2. Administrative Cost.  Administrative costs must always be deposited in a Miscellaneous Receipts account with the U.S. Treasury.  DoD can then submit a request to be reimbursed for the administrative costs incurred for debt collection.  The adoption of the leading practice would enable DoD to retain all collections associated with the administrative costs in a current appropriation.


3. Interest and Penalties.   The interest and penalties collected must always be deposited in a Miscellaneous Receipts account with the U.S. Treasury.  As an additional incentive to encourage debt collection within DoD, all the funds collected by the DoD should be deposited in an appropriation to benefit the DoD.  The adoption of the leading practice would enable DoD to retain interest and penalties collected from delinquent debts in a current appropriation.

Entities that maximize debt collection processes


The Congress has recognized that an incentive could be beneficial to the debt collection process by approving a voluntary “gainsharing” provision that allows agencies to deposit a limited and defined portion of their debt collections into a special fund account maintained and managed by Treasury. The law provides that deposits into the special fund are available to the Secretary of the Treasury for gainsharing purposes only in amounts provided in advance through appropriations acts. The amounts agencies transfer to Treasury’s debt collection improvement account would be available to reimburse the agencies only to the extent and in amounts provided in advance by Treasury’s appropriations. 


Private industries widely utilize this practice.  The mortgage and credit card industries are noted for employing this practice.


Benefits


DoD would have a much greater incentive for debt collection if the collected funds were made available for DoD use.  


Relevant laws, guidance, policy and standards associated with delinquent debt collection


The following criteria have been identified as directly relating to the implementation of the leading practice in DoD:


· 31 U.S.C., section 3717 – Interest and penalty on claims;

· Federal Claims Collection Standards (4 CFR Parts 101-105)


· Contract Disputes Act of 1978;


· 31 U.S.C., Section 3720C- Debt Collection Improvement Account;


· 31 U.S.C. Section 3720- Collection of Payments, and 


· 31 U.S.C. Section 3711-Collection and Compromise.


Administrative fees collected as part of the delinquent debt process may be retained by the agency and used to cover defined costs.  However, unused (or, unobligated amounts) portions of the administrative fees are to be transferred to the Treasury annually.  Interest and penalties are required to be deposited with the Treasury in a Miscellaneous Receipts account and are not available to DoD because there is no appropriation of the funds to the DoD by the Congress.  Likewise, collections of principal amounts are not available to DoD unless the receivable was recorded in a current or expired appropriation (that is, an appropriation still available for obligation).  Otherwise, the collections of principal amounts are deposited in a Miscellaneous Receipts account with the Treasury.



The Defense Finance and Accounting Service General Counsel has reviewed this paper.

Recommendation


DoD should request that the applicable sections of the laws noted above, be amended to provide DoD with access to all funds collected from DoD’s delinquent debts.  They should further be amended to request that funds be available to DoD to utilize as necessary to support its debt collection activities.  


Because it was not anticipated that the existing laws could be changed in the near term, the FMEA reflects these legislative limitations.  However, DoD should pursue the ability to have access to the proceeds from collection of DoD delinquent debt.


DRAFT


1.6 C0006-1 White Paper 11--Constraints Relating to Collection for Goods/Services Provided by DoD to Outside Vendors


Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.


Purpose


This paper explains the standard practice associated with collections from outside vendors for goods and/or services provided by the Department of Defense (DoD).  It identifies the commercial entities that use the practice, benefits realized from using the standard practice, and relevant legislation that could affect the adoption of this standard practice by the DoD.  This paper recommends that DoD not be required to collect in advance for goods/services provided to outside vendors when it is not efficient or practical to do so.


Collection for Goods/Services Provided by DoD to Outside Vendors


In the private sector, companies identify the specific support costs associated with the operations of the outside contractors and charge the outside vendors for the costs of the goods/services provided.  However, the costs should be accumulated and charged in the most practical manner.  For example, utilities should be charged based on consumption, which would be after the fact and not in advance.  The DoD routinely provides support services and/or goods to outside contractors who are located on military installations and bases.  Some of these outside contractors are fast food restaurants, coffee shops, or cafeteria facilities, service stations, banks, newsstands, and other retail facilities.  Typically, these entities would require buildings or space, utilities, and possibly other infrastructure such as roads or parking lots.  The costs of fulfilling these support requirements are normally incurred through the support of the military installation.  


Entities that efficiently collect costs of goods/services provided to outside vendors


Generally, the costs of goods/services provided to an outside vendor are charged to the vendor in the most basic way possible to avoid complicating the cost accumulation and billing processes.  For example, many company cafeterias are contracted to outside vendors and the vendors are billed for utilities based upon their usage and not based upon advance estimates.


Benefits


DoD would benefit by simplifying the accounting for the support costs.  Rather than estimating the costs, accumulating the actual costs, adjusting the estimates to actual costs and then adjusting the next billing appropriately, DoD should bill for the actual consumption of the costs.  Benefits of billing and collecting based on consumption are:


· Increased practicality of cost accumulation;


· Increased efficiency in billing, and 


· Decreased efforts in accounting for and reconciling billing issues.


Relevant laws, guidance, policy and standards associated with collection for goods/services provided by DoD to outside vendors


The following criteria have been identified as directly relating to the implementation of collection of user charges in DoD:

· 31 U.S.C., section 9701 – Fees and charges for Government services and things of value;


· OMB Circular A-25-User Charges, and 


· DoD FMR Volume 11A Chapter 4 “User Charges” Section 0405 “Collections”.


The U.S. Code requires that the Government recover the costs of services and things of value provided to contractors on government property or facilities.  OMB Circular A-25 requires that user charges be collected in advance of, or simultaneously with, the rendering of services unless appropriations and authority are provided in advance to allow reimbursable services.  However, the DoD FMR is much more restrictive than either the aforementioned law or policy in that the DoD requires advanced payment by contractors for services or things provided in all cases.


The Defense Finance and Accounting Service General Counsel has reviewed this paper.


Recommendation


Revise the DoD FMR to be consistent with the U.S. Code and OMB Circular A-25 by removing the requirement for collection in advance of delivery of services to outside vendors.  The FMEA architecture should contain the appropriate business rules and controls to enable collections to be made upon delivery of the services.


DRAFT 


1.7 C0006-1  White Paper 12--Constraints to Shared Services for General Accounting Activities


Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.  


Purpose


This paper explains the leading practice associated with implementing a shared service organization for all of the standard general accounting activities of the Department of Defense (DoD).  It further indicates entities that use this practice, the benefits of employing the practice and discusses the relevant legislation that could affect implementation.  Finally, this paper recommends that the DoD implement shared services as a part of the Financial Management Enterprise Architecture (FMEA).


Shared services


Shared service is an organizational structure that consolidates specific accounting and other administrative functions into one organization.  This organization leverages accounting or any administrative activity using a smaller group of employees.  Firms are able to reduce workforce by better managing employees’ workload through utilization of technology, work scheduling, and consistent training. 


A shared services organization eliminates the need for redundant levels of management at multiple locations and allows economies of scale with processing personnel.  These organizations also allow for the improved use of technology and other leading practices since implementation is confined to a single location and organization.  It provides for a consistent application of policies and better training capabilities by requiring interpretation of policies and requirements in only one or a few locations.  The shared services organization improves communication and the ability to react to changing environmental and governmental circumstances.


DoD implemented shared services in the early 1990s when it created the Defense Finance and Accounting Service (DFAS) which reduced the number of accounting processing locations from over 300 to the existing 26 DFAS locations.  A new emphasis on shared services would allow the Department of Defense (DoD) to reduce the level of resources assigned to general accounting activities and provide a higher level of service to the Department.  However, there is a security risk associated with commingling general accounting for unclassified programs with similar functions for classified programs.  Accordingly, DoD should have adequate controls in place to address this risk. 


Entities that have implemented shared services


Shared service centers have been implemented in a wide range of organizations in both the public and private sector.  Some companies that have used shared service organizations are General Electric, Dun and Bradstreet and Union Carbide. 


Benefits


The primary benefits of using shared services are:


· Reduced cost of general accounting efforts because of improved leverage of personnel;


· Consistent application of policies;


· Better training capabilities;


· Better communication of information;


· Enhanced ability to react to changing environmental circumstances;


· Faster and more consistent, implementation of new practices and technologies, and


· High quality service due to consistent training and application of policies and procedures.


Relevant laws, guidance, policy and standards associated with shared services


Because DoD has implemented shared services in the past, there appears to be no legal requirement to restrict the further implementation of this practice in DFAS.  However, the consolidation of general accounting activities and the potential movement of personnel necessary to implement shared services, could have an impact on the Base Realignment and Closure process.  


The Defense Finance and Accounting Services General Counsel has reviewed this paper.


Recommendation


Implementing shared services could improve the timeliness of financial reporting, reduce general accounting costs, and promote efficient use of DoD resources.  Additionally, there appears to be no legal obstacle preventing DoD from implementing shared services.  DoD should implement shared services as a key initiative supporting the Financial Management Enterprise Architecture.


DRAFT


1.8 C0006-1  White Paper 13--Constraints to Implementing Centralized Control of Accounting Structure


Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.  


Purpose


This paper explains the leading practice associated with the establishment of a Centralized Control of Accounting Structure, a subset of the leading practice of a Standard Chart of Accounts and Standard Accounting Code.  It further indicates entities that use the practice, the benefits of employing the practice and discusses the relevant legislation that could affect implementation.  Finally this paper recommends that the DoD implement a Centralized Control of Accounting Structure.  


Centralized control of accounting structure


This practice establishes a process for requesting changes to the accounting structure, reviewing and analyzing the impact of these changes, management’s approval of the change and controlling updates to edit files.  The following implementation steps establish this control process:


1. Units within an organization submit a request for change for new coding which requires such information as change requested, reason for change and benefit to organization.


2. The controlling organization reviews the request and identifies whether the current structure can meet the request.  If the request can be met, it is forwarded for management approval.  If not, an alternate solution will be proposed.


3. Management and customer review and approve.


4. Controlling organization updates edit files of all source transaction processes organized.


Centralized Control of Accounting Structure would allow the DoD to maintain a standardized structure across the Department.  


Entities that have implemented a centralized control of accounting structure


Wide ranges of private sector companies use Centralized Control of Accounting Structure.  Companies and organizations moved to central control of accounting code during the late 1990’s as they implemented new integrated technology during the Year 2000 conversion effort. Manufacturing, service and financial services industries routinely use this process.  Integrated technology that communicates efficiently, such as that associated with FMEA, will facilitate Centralized Control of Accounting Structure implementation.


Benefits


The primary benefits of using Centralized Control of Accounting Structure are:


· Reduced cost in maintaining the standard accounting code by controlling the change process;


· Improved validation of information by reducing coding inconsistencies and errors, and


· Improved timeliness of reporting and improved source transaction information.


The use of Centralized Control of Accounting Structure would reduce the requirements to research invalid entries and transactions.  Since all financial and other supporting processes would build validation from a centrally controlled and maintained accounting code, the potential for inconsistency would be minimized.  


Relevant laws, guidance, policy and standards associated with centralized control of accounting structure


There are no legal restrictions associated with implementation of Centralized Control of Accounting Structure.  The following guidance has been identified as directly relating to Centralized Control of Accounting Structure:


· Joint Financial Management Improvement Program;


· Treasury’s Financial Management Service, and


· Federal Financial Management Improvement Act.


The Defense Finance and Accounting Services General Counsel has reviewed this paper.


Recommendation

Implementing Centralized Control of Accounting Structure could improve the timeliness of financial information, reduce research and rework processing costs, and provide consistency of information.  Accordingly, because there is no legal obstacle preventing DoD from implementing Centralized Control of Accounting Structure, DoD should implement Centralized Control of Accounting Structure as a key initiative supporting the Financial Management Enterprise Architecture.


DRAFT


1.9 C0006-1 White Paper 14--Constraints to Implementing Risk-based Materiality Limits


Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.  


Purpose


This paper explains the standard practice of risk-based materiality limits.  It further indicates the entities that use this practice, the benefits of employing the practice and discusses the relevant legislation that could affect implementation.  Finally, this paper recommends that the DoD implement risk-based materiality limits as a part of the Financial Management Enterprise Architecture.


Risk-based materiality limits


Risk-based materiality limits are primarily the process of identifying the level of analysis associated with monthly, quarterly and annual account closing.  The process identifies the dollar limits used for determining and analyzing variances, performing adjusting entries, allocating costs and accruing financial activity.  Beneficial impacts of implementing this practice in the DoD will accrue as its business areas increase their participation and accountability for financial information by performing risk analysis and establishing materiality limits.


Materiality limits are established by identifying the risks associated with each financial activity or account and matching that to the organization risk profile.  The established limits minimize risk while enhancing closing and reporting. The limits reflect the level of risk associated with an activity and the cost and time required to monitor and analyze variances.  This process allows an organization such as DoD, to focus on those financial balances, activities or results that are most important to the financial and performance results of the Department. 


Entities that have implemented risk-based materiality limits


A significant number of private sector companies use risk-based materiality limits as a practice in their account closing process.  The practice has effectively become a standard among leading companies because it is so widely used.  Some companies that use this practice are Cisco, Motorola, General Electric and Dun Bradstreet.  Surveys have shown that the majority of large companies have established a form of materiality thresholds for adjusting entries, allocations and inter-company transactions.  


Benefits


The primary benefits of using risk-based materiality limits are:


· Reduced cost and efforts during the financial closing process;


· Improved timeliness of information by reducing the number of manual activities and analysis performed, and


· Improved quality by focusing accounting resources on material information related to the elements of cost and revenue that have significant impact on the financial results.


Risk-based materiality limits reduce the level of manual activity and intervention during the account closing process. DoD could potentially save significant time and resources that today are used to analyze minor deviations while improving the actual information used to manage the Department.


Relevant laws, guidance, policy and standards associated with risk-based materiality limits


There are no legal restrictions associated with risked based materiality limits.


The Defense Finance and Accounting Services General Counsel has reviewed this paper.


Recommendation


Implementing risk-based materiality limits would improve the timeliness of information, reduce analytical costs, and improve information quality.  Additionally, there are no legal obstacles preventing DoD from implementing risk-based materiality limits.  DoD should implement risk-based materiality limits as a key initiative supporting the Financial Management Enterprise Architecture.


DRAFT


1.10 C0006-1  White Paper 15--Constraints to Maximizing Outsourcing of Depot Maintenance


Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.  


Purpose


This paper explains the leading practice of maximizing the outsourcing of depot maintenance as much as the Department of Defense (DoD) determines to be in the government’s best interest.  It identifies entities that use the practice, benefits realized from using the leading practice, and relevant legislation that must be considered in the adoption of this leading practice.  Finally, this paper recommends that depot maintenance outsourcing be incorporated into the FMEA in accordance with existing legal constraints.


Maximizing Outsourcing of Depot Maintenance


The outsourcing of depot maintenance functions revolves around decisions over whether support functions might better be provided in-house (within DoD) or outsourced to contractors.  The private sector frequently outsources maintenance functions to more effectively and efficiently provide for maintenance support.  It enables the company to focus on delivery of its core business rather than support type functions.  


Entities that have maximized outsourcing of maintenance support functions


In recent years, many private sector firms have outsourced maintenance functions.  FEDEX, United Parcel Services, United Airlines, and General Electric have outsourced maintenance functions, such as the scheduling of routine maintenance for its vehicles and/or planes.  The contracts for the outsourcing establish requirements for the number of vehicles that must be available and penalty clauses for failure to comply with the minimal requirements.  

Benefits


The acquisition program guidance provides that within limitations, support concepts for new and modified systems shall maximize the use of contractor provided support that combines depot-level maintenance for non-core-related workload along with materiel management functions.  DoD would benefit from maximizing outsourcing of depot maintenance through:


· Reducing requirements to invest and maintain facilities, equipment, and human capital required to sustain the long-term viability of the maintenance depots;

· Supporting other initiatives and programs such as reduced force structure requirements and the Base Realignment And Closure;

· Developing industry expertise and building strong relationships with vendors allowing DoD to negotiate better pricing, terms, and conditions with contractors;


· Negotiating contracts that would prevent DoD organizations from “starting from scratch” every time services are required;


· Utilizing experts that have previously assisted DoD in determining the specifications of DoD requirements and have negotiated favorable contracts, and


· Realizing savings in terms of dollars and/or enhanced responsiveness to DoD’s needs and requirements with “preferred vendors”.


Relevant laws, guidance, policy and standards associated with maximizing outsourcing of depot maintenance


· 10 U.S.C. Section 2464—Contracting for Performance of Civilian Commercial or Industrial type functions-Core Logistics Functions, and 

· 10 U.S.C. Section 2466—contracting for Performance of Civilian Commercial or Industrial type functions-Limitations on the performance of depot-level maintenance of materiel.

DoD is required under 10 U.S.C. 2464 to identify and maintain within government-owned and


government-operated  (GOGO) facilities a core logistics capability for the equipment, personnel, and technical competence required to maintain weapon systems identified as necessary for national defense emergencies and contingencies. Specifically, the Secretary of Defense is to identify the workloads required to maintain the core logistics capabilities and assign to government facilities sufficient peacetime workload to attain cost efficiency and technical competence, while preserving capabilities necessary to fully respond to national defense emergencies and contingencies.  


In addition to the 10 U.S.C. 2464 requirements described above, 10 U.S.C. 2466 specifies that no more than 50 percent of the funds made available for depot maintenance may be spent for private sector performance. This sets aside 50 percent of the funding for public-sector performance of these workloads--in essence establishing a minimum public-sector core for depot maintenance.

The Defense Finance and Accounting Service General Counsel has reviewed this paper.


Recommendation


The laws identified in the previous paragraphs establish the balancing requirements that must be considered in determining fulfillment of the ultimate mission of providing for the Defense of the United States and the sourcing decision restrictions that will be a part of the FMEA.   We propose that the Financial Management Enterprise Architecture contain processes and business rules that have the necessary elements to maximize depot maintenance outsourcing in accordance with the existing legal requirements. 


DRAFT


1.11 C0006-1  White Paper 16--Constraints to Streamlining Outsourcing Analysis Process


Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.  


Purpose


This paper explains the standard practice of utilizing a streamlined outsourcing analysis process as much as the Department of Defense (DoD) determines to be in the government’s best interest.  It identifies entities that use the practice, benefits realized from using the practice, and relevant legislation that could affect the adoption of this practice by the DoD.  Finally, this paper recommends that development of the constraints to streamlining outsourcing analysis be delayed pending OMB’s revisions to Circular A-76.


Streamlining the outsourcing analysis process


The private sector is outsourcing its non-core functions to focus more on its core business operations.  Generally, firms specialize and have more expertise in their primary business line rather than support operations or non-core functions.  Outsourcing can be accomplished less costly and more efficiently than performing non-core functions within the DoD.  Maximizing outsourcing could impact virtually any and all programs throughout DoD.  Use of accepted cost benefit business analysis would expedite the determination of the levels and extent of outsourcing.


Entities that utilize standard outsourcing


Private sector entities use normal business cost benefit analysis processes to outsource operations that are not directly associated with their business.  For example, many companies contract for janitorial services, facility maintenance, and cafeteria operations.  Many firms also contract for support services such as payroll and human resource management functions such as management of benefits, training and seasonal temporary staffing.


Benefits


By using a streamlined cost benefit analysis process, DoD would benefit from maximizing its outsourcing by providing operations that are more business-like, less costly to operate, better maintained, more efficient, and generally better managed.  Outsourcing commercial activities could save DoD the requirement to invest in facilities and equipment related to the handling of logistics functions as well as the human capital issues of staffing, training and maintaining expertise to perform non-core functions.  Maximizing outsourcing could also support other DoD initiatives associated with reducing force structure requirements and Base Realignment and Closure.


Relevant laws, guidance, policy and standards associated with streamlining the outsourcing analysis process


Relevant legislation, regulation, policy and standards associated with streamlining the outsourcing analysis process follows: 


· 10 U.S.C., section 2461 - Commercial or Industrial Type Functions: Required Studies and Reports Before Conversion to Contractor Performance;

· Federal Acquisition Inventory Reform (FAIR) Act;

· Office of Management and Budget (OMB) Circular A-76 (Performance of Commercial Activities);

· Competition in Contracting Act of 1984 (41 U.S.C., section 253), and


· Federal Acquisition Regulations (48 CFR [various subparts]).


The Defense Finance and Accounting Service General Counsel has reviewed this paper.


Recommendation


Based on the advice of the DFAS Office of General Counsel, development of the constraints and impact of streamlining the outsourcing analysis process will be delayed pending OMB’s revisions to Circular A-76.


DRAFT


1.12 C0006-1  White Paper 17--Constraints to Implementing Defense Working Capital Fund Rate Structure Adjustments


Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.  


Purpose


This paper explains a proposal to adjust defense working capital fund (DWCF) rates in the Department of Defense’s (DoD’s) “To-Be” environment.  It further discusses the benefits of implementing the proposal and the relevant legislation that affects implementation.  Finally, this paper recommends that the FMEA support the Business Initiatives Council’s (BIC) decision to pursue working capital fund rate changes and incorporate those changes into the FMEA.


Adjusting defense working capital fund rates


The DWCF relies on sales revenue rather than direct appropriations to finance its operations.  It is intended to generate sufficient revenue to recover the full costs of its operations by billing the customers for work performed or goods provided using a stabilized rate.  The stabilized rates are established during the budgeting process and are used by DoD components to project their financing requirements.  In other words, DoD components use projected rates published by the DWCF business areas to prepare their budget estimates and project their financing requirements.  DWCF rates/prices remain fixed (held constant) during the year of execution. 


FMEA management suggested adjusting DWCF rates on an on-going basis to reflect actual or execution year data.  This would improve customer visibility of costs and provide more accurate pricing.  FMEA management recognizes that the BIC is reviewing the financial practices in the DWCF and will consult with the BIC on the results of this review.  The BIC’s evaluation is on going and its Council has identified additional financial practices for future assessment of other DWCF cost recovery practices.  Pending further assessments, the BIC proposes the following changes to the DWCF rate structure:


1. Changes to Defense Logistics Agency (DLA) Financing and Pricing:  The DLA should finance some costs with a direct appropriation rather than through the cost recovery factor in the rates.  The cost elements involved are uniquely military, and costs for other non-commercial mandated actions.  In addition, it is proposed that DLA finance its over-ocean and excess distribution warehouse costs through direct appropriations.


2. Changes to Defense Finance and Accounting Service (DFAS) direct billable hour (DBH) rate.  Currently DFAS uses separate composite rates that have been established for each of the Services.  Contained within this rate is cost incurred for operating various accounting systems on behalf of the customers.  The current structure does not properly relate specific system costs to individual users of those systems nor does it provide adequate visibility of costs that are influenced by the customer’s demand or consumption.  The BIC proposes that DFAS exclude systems costs from its DBH rate and treat them as reimbursable costs.  These costs would be billed to the Services/Agencies as fixed reimbursable costs against a core reimbursable funding source for both general fund and working capital fund activities.  DFAS will identify individual systems costs by system and customer.


3. Changes to Cost Recovery Methods of Direct Material at Depot Maintenance Activities.  The current policy for the depot maintenance activities requires that they achieve the budgeted operating result for the fiscal year.  If their costs vary from the stabilized rate, they are required to adjust customer rates or otherwise fund the difference.  The largest element of cost that causes losses is direct material.  The stabilized rate policy allows the activities to reflect material costs as an element of the stabilized rate or to charge the customers for the actual direct material costs.  The BIC proposes that the depot maintenance activities modify their cost recovery methods to have customers fund material costs in the year of execution.  Activities can accomplish this goal by excluding material from the stabilized rate or by agreeing to a stabilized material estimate by production line or project before they submit the execution year update to the President’s Budget in the early fall.


Benefits


The proposed changes to the DWCF rate structure should:


· Improve customer visibility of costs;


· Provide more stable prices;


· Eliminate military unique costs from the Defense Logistics Agency cost recovery factor on commercial items;


· Separately identify and charge legacy system costs for the Defense Finance and Accounting Service’s customers, and


· Use actual or execution year data for material costs.


Entities that utilize rate adjustments

It is customary in private industry for rates charged to customers to reflect actual costs incurred by the entity plus a surcharge.  In order to remain viable, it is imperative for entities in the private sector to recover the full costs of its operations by billing customers full costs incurred for work performed.  This practice is widespread in private industry.


Relevant laws, guidance, policy and standards associated with DWCF rate structure


The National Security Act of 1947, as amended (Title 10 U.S.C., Section 2208) provided the modern day revolving fund (working capital fund) authority.  The Fiscal Year 1996 DoD Authorization Act (Public Law 104-106) codified the Defense Business Operations Fund (the predecessor of the Defense Working Capital Fund) in Chapter 131 of Title 10, U.S.C.  These statutes established the DWCF and are not an impediment to changing the existing structure.  Therefore, there are no legislative restrictions to adjusting the DWCF rate structure.


The Defense Finance and Accounting Service General Counsel has reviewed this paper.


Recommendation


The FMEA should support the BIC’s proposal to change the DWCF rate structure.  These changes are internal to the DoD and do not require legislative modification.  The BIC’s proposal is in process and will be further refined.  Once the BIC’s entire proposal is concrete and fully defined, the FMEA should evaluate the proposed changes.  Those changes, with which the 


FMEA management concurs, should be incorporated into FMEA.


DRAFT


1.13 C0006-1 White Paper 18--Constraints to Minimizing Budget Restrictions via an Annual OMB Apportionment


Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.  


Purpose


This paper explains the standard industry practice of minimizing restrictions to budget execution. It further indicates some entities that use the practice, the benefits of employing this practice, and discusses the relevant legislation that could affect implementation by the DoD.  Finally, this paper recommends that this practice be excluded from consideration for implementation in the FMEA.  


Minimizing restrictions to budget execution 


The DoD leaders should be given greater flexibility to manage programs.  Congress typically restricts appropriations by dividing them into hundreds of accounts.  DoD is subject to additional budget restrictions from OMB.  OMB apportions each account by quarter or year, and sometimes divides it into sub-accounts by line item or object class in order to control spending.  In some instances these partitioned funds can be moved around and transferred among accounts.  In others, the managers are restricted not only as to what the funds can be used for, but also as to the time the funds can or must be spent.  In these cases, managers must spend funds when and where they are available as opposed to when and where they are needed.   This movement of funds and delaying or accelerating program schedules and execution to comply with OMB time requirements or restrictions, contribute to the inefficiency in budget execution within the Department.


DoD operates in an environment of unforeseen requirements, changes in operating conditions, price estimate revisions, and wage rate adjustments makes it difficult to forecast when funds will be needed.  In addition, quarterly apportionments are unrealistic because in an efficiently run business environment, funds will rarely be spent evenly throughout the year.  Private industry business managers recognize the need for flexibility in carrying out program objectives.   It is standard practice in industry to streamline budget execution by allowing managers to execute their budgets in a practical manner and to use their discretion to adjust to varying circumstances.  Executives of commercial enterprises do not restrict their managers by regulating how much they can or must spend in any given quarter of the year. Commercial enterprises are primarily concerned with actions that make the most business sense and that achieve program objectives in the most timely and efficient manner.  That is, in the private sector, accountability and controls are tied to performance.


Entities that have implemented minimizing budget restrictions


The practice of allowing flexibility in budget execution is pervasive in private industry.  It is standard practice in all industries and is globally applied.


Benefits


The benefits to implementing this standard practice in industry are:


· Allows timely response to unforeseen circumstances;


· Provides greater flexibility to manage at the program level;


· Eases the accounting burden;


· Enhances the effective utilization of funds, and


· Generates cost savings due to reduction in coordination efforts.


Providing flexibility by having an annual apportionment from OMB would allow the DoD to spend funds when necessary without having to make requests for reapportionment.  Financial Management Enterprise Architecture’s (FMEA) “To-Be” processes will enforce strict internal controls to manage and expend funds in a way that benefit both the DoD and the taxpayers.  More importantly, FMEA will create a reporting and performance based budgeting infrastructure that increases accountability and performance visibility.  Accordingly, reporting will link performance outcomes to budgetary resources.  This reporting structure will make budget execution and performance outcomes transparent enough to provide Congress, OMB and DoD managers with the information required to oversee DoD activities and operations.


Relevant laws, guidance, policy and standards associated with apportionments


Section 1512 of Title 31 U.S.C. provides the legislative authority for apportionment.  Section 1513 of Title 31 U.S.C. provides the President (executed by OMB) with the authority to apportion an appropriation that is available to an executive agency.  Apportionment is a distribution of budget authority by OMB that imposes limitations on the amount of obligations allowed during a given period under an appropriation.  The OMB apportions or distributes budgeted amounts to the executive branch agencies by time periods (usually quarterly), activities or by a combination thereof.


The Defense Finance and Accounting Service General Counsel has reviewed this paper.


Recommendation


It is not anticipated that the DoD will be successful in changing the apportionment process in the near term and should reflect this in the FMEA.  The FMEA management has elected not to pursue this practice at this time.  


DRAFT


1.14 C0006-1  White Paper 19--Constraints to Maximizing Flexibility and Enhancing Program Performance by Utilizing Multipurpose Funding


Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.  


Purpose


This paper explains the standard practice of providing multipurpose funding to business managers.  It further indicates some entities that have used this practice, the benefits of employing this practice, and discusses the legislative limitations to implementation in the DoD.  Finally, this paper recommends that this practice be excluded from consideration for implementation in the FMEA.  


Multipurpose funding structure


The Department of Defense currently operates in a highly controlled environment that results in some inefficiencies.  The funding structure of the DoD contains numerous appropriations which dictate the purpose for which funds can be used.  Congress traditionally utilizes numerous appropriations to fund DoD programs and operations such as separate appropriations for Military Personnel, Operations and Maintenance, Research, Development, Test and Evaluations, Procurement and Military Construction.  The primary purpose for separating funding is to provide Congress with controls and accountability related to DoD’s spending.  The use of these measures to control DoD spending contributes to inefficient budget execution.  Today it requires considerable effort and time to reprogram funded budgets to respond to changing priorities or circumstances.


Commercial enterprises use multipurpose funding to resource their programs and operations.  Funding initially slated for one program can readily be redirected to more important or efficient programs without much bureaucracy and red tape.  Additionally, industry executives recognize that budgeting and forecasting is not an exact science and using multipurpose funding provides the flexibility to adjust to changes in projections.  The DoD, on the other hand, is prohibited from reallocating funds at its discretion.  It is limited by the appropriation account and must execute funding in accordance with the purpose of the appropriation even when it is obvious that realigning funding is most appropriate to achieving program objectives and implementing national defense strategies.


Entities that have implemented multipurpose funding


The practice of using multipurpose funding for budgeting and executing programs is pervasive in private industry.  Most for-profit commercial entities utilize a flexible budgeting process which ties budgetary spending to performance.


Benefits


Companies that utilize this standard practice increase their levels of efficiency and effectiveness.  The benefits are:


· Enables responsiveness to changing conditions;


· Facilitates the ability to take advantage of unanticipated opportunities;


· Promotes better cash management;


· Streamlines the funding realignment process;


· Provides greater flexibility to manage program activities, and


· Reduces the level of effort (and corresponding costs) required to maintain various accounts.


A significant benefit of utilizing multipurpose funding is that it would require fewer appropriations and thereby greater flexibility in covering unanticipated changes in programs that may vary from original estimates. Fewer appropriations would reduce the need for reprogrammings and transfers of unobligated balances and would allow the DoD to more readily redirect funds from one program to another to meet unforeseen circumstances without having to request supplemental funding. Reprogramming and transfer of funding within the existing appropriation structure can take several months or longer and impede the DoD’s ability to meet changing program needs.  The FMEA will create a reporting and performance-based budgeting infrastructure that increases accountability and performance visibility that will replace the need for appropriation control.  Congress and OMB can ascertain that funds are spent wisely and judiciously by monitoring performance metrics that are tied to budget requests.  Accordingly, reporting will link performance outcomes to budgetary resources.  This reporting infrastructure will make budget execution and performance outcomes transparent enough to provide Congress with the information it requires to oversee DoD activities and operations.  Additionally, it will provide program managers incentive to improve performance and reduce program costs. 


The various DoD appropriations currently enacted by Congress, require setting up accounts with the United States Treasury Department for each appropriation and monitoring outstanding balances for each open year of the appropriation.   A reduction to fewer appropriations would considerably reduce this effort and enable resources to be focused on more beneficial tasks.


Relevant laws, guidance, policy and standards associated with multipurpose funding (fewer defense appropriations)


In the United States Constitution, the Appropriations Clause, the first part of Article I of section 9, clause 7, provides that “NO Money shall be drawn from the Treasury, but in Consequence of Appropriation made by Law.”  Congress has plenary power to give meaning to the Constitutional provision.   Congress has the authority to appropriate funding in whatever way it so chooses.  This means that Congress dictates the length of time the appropriation can be used as well as the purposes for which the funds may be used.  Based on these legal provisions, the DoD needs Congressional legislation to effect the requested change to a funding structure consisting of multipurpose funding and fewer appropriations.


The Defense Finance and Accounting Service General Counsel has reviewed this paper. 


Recommendation


The Congress dictates the funding structure and it is unlikely that the current structure will be changed in the near term.  We recommend that the FMEA be constrained to reflect the current funding structure.  The FMEA management has elected not to pursue this practice at this time.  


DRAFT


1.15 C0006-1  White Paper 20--Constraints to No-Year Funding


Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.  


Purpose


This paper explains the standard practice of providing multi-year funding to business managers without limitations on the time allowed to execute funds.  It further indicates the entities that use this practice, the benefits of employing this practice, and discusses the legislative limitations to implementation in the DoD.  Finally, this paper recommends that this practice be excluded from consideration for implementation in the FMEA.  


Flexibility in funding structure—no-year funding


The Department of Defense currently operates in a highly controlled environment that results in some inefficiencies.  The funding structure of the DoD contains numerous appropriations which dictate the purpose for which funds can be used as well as the time frame during which funds will be available.  Limitations on the time funds are available for obligation are set at the discretion of Congress and vary from one appropriation to another.  Unless otherwise stated in the appropriations act, appropriations are for 1 year.  When a specific time frame is set, it is generally 1 to 5 years.   Traditionally, Congress utilizes numerous appropriations to fund DoD programs and operations such as separate appropriations for Military Personnel, Operations and Maintenance (1 year appropriations), Research, Development, Test and Evaluation (2 year appropriation), Procurement (3 year appropriation) and Military Construction (5 year appropriation).  The primary purpose for separating funding and limiting the time the funding will remain available is to provide Congress with controls and accountability related to DoD’s spending.  The use of these measures to control DoD spending contributes to inefficient budget execution and waste in valuable resources.


Commercial enterprises fund their programs and operations without restriction as to the amount of time the funds are available.  Corporate managers focus on the performance of programs and the efficiency with which funds are utilized as opposed to the amount of time it takes to execute programs.  Additionally, industry executives recognize that budgeting and forecasting is not an exact science and using funding with no time limitations provides the flexibility to adjust to changes in projections and program schedules.  The DoD is prohibited from creating new obligations on appropriations after their specified period of availability.  DoD is restricted by the provisions of the appropriation and must execute funding in accordance with the fiscal year limitations of the appropriation even when it is apparent that no-year funding is more appropriate to achieving program objectives and implementing national defense strategies.


Entities that have implemented no-year funding


The practice of using funding without fiscal year limitations in budgeting and executing programs is pervasive in private industry.  Some industries that use this standard practice are manufacturing, oil and gas, transportation, telecommunications, construction, health services and financial services.


Benefits


Companies that utilize this standard practice operate their businesses in a way that is most practical and efficient.  The benefits are:


· Responsiveness to changing conditions;


· Ability to take advantage of unanticipated opportunities;


· Ability to better manage cash;


· Elimination of unnecessary spending based on set time requirements;


· Greater flexibility to manage program activities and schedules, and


· Reduction in the level of effort (and corresponding costs) required to maintain and reconcile the various appropriation accounts.


Currently, especially during periods in which continuing resolution authority is in effect, programs that are in a ramp-up phase are effectively compromised by time limitations and restrictions on spending.  A significant benefit of utilizing a no-year funding structure is the flexibility in executing programs.  Additionally, a no-year funding structure would conserve resources by replacing the practice of obligating funds at the end of the fiscal year of availability in order to avoid the lapsing of funds.  Finally, no-year funding eliminates the need for record keeping to track funds by period of availability.  This considerably reduces the efforts necessary to reconcile outstanding balances with the Department of Treasury for each open year of appropriation accounts and thereby enables resources to be focused on more beneficial tasks.


The Financial Management Enterprise Architecture will create a reporting and performance based budgeting infrastructure that increases accountability and performance visibility.  Accordingly, reporting will link performance outcomes to budgetary resources.  This reporting infrastructure will make budget execution and performance outcomes transparent enough to provide Congress with the information it requires to oversee DoD activities and operations. 


Relevant laws, guidance, policy and standards associated with no-year defense appropriations


In the United States Constitution, the Appropriations Clause, the first part of Article I of section 9, clause 7, provides that “NO Money shall be drawn from the Treasury, but in Consequence of Appropriation made by Law.”  Congress has plenary power to give meaning to the Constitutional provision.   Congress has the authority to appropriate funding in whatever way it so chooses.  This means that Congress dictates the length of time the appropriation can be used as well as the purposes for which the funds may be used. The Constitution of the United States, Article I, section 8, clause 12 also provides that the Congress shall have power to “raise and support Armies, but no Appropriation of Money to that Use shall be for a longer Term than two years”.  The two-year limit in clause 12 has been strictly construed as applying to appropriations for personnel and for operations and maintenance and not to other military appropriations such as weapon system procurement or military construction.   Based on these legal provisions, the DoD needs Congressional legislation to put in place the requested funding structure of no-year appropriations.


This Defense Finance and Accounting Service General Counsel has reviewed this paper.


Recommendation


The Congress dictates the amount of time funds will be available for obligation and expenditure.  It is unlikely that the current structure will be changed in the near term.  We recommend that the FMEA be constrained to reflect the current funding structure.  The FMEA management has elected not to pursue this practice at this time.  


DRAFT


1.16 C0006-1 White Paper 21--Constraints to Implementing Changes to Eliminating Interfund Transactions Procedures


Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.  


Purpose


This paper explains the proposed changes in DoD practices relating to interfund transactions.  It further indicates entities that use this practice, the benefits of implementing this practice, and discusses the legislative implications related to implementation in DoD.  Finally, this paper recommends that this practice be excluded from consideration for implementation in the FMEA.  


Streamlined Interfund Structure


The DoD has established the Defense Business Operations Funds (currently known as the Defense Working Capital Funds) to create a more commercial-like environment between internal DoD service providers and customers.  This initial goal is commendable and it is a leading practice to create more financial visibility and accountability of service organizations. However, the current process creates a huge number of internal DoD transactions via interfund transfers.  Currently, DoD interfund transactions are posted to the general ledger.  In some cases however, the provider makes expenditures prior to establishing cost centers or charge codes.  Buyer-seller transactions that occur within an organization (interfund transactions), must be eliminated or cancelled out so as not to double count revenues and expenses.  Without establishing consistent cost structures between the service providers and customers, it is difficult to eliminate interfund transactions in the general ledger.  Consequently, numerous posting errors are created when generating treasury reports.  Reconciliation of account differences is difficult because some providers send bulk billings to customers without providing the detail for interfund transactions.  In addition, all transaction details are not always transferred between systems and transactions are not posted in a timely manner.


The existing DoD processes for handling interfund transactions should be redesigned to capture the necessary account data that relates customer and provider inter-organization transactions.  In addition, front-end controls should be put in place to match interfund transactions.  This would alleviate many of the posting error problems that exist today.  Furthermore, not using the general ledger to record interfund transactions would remove the significant reconciliation problems currently encountered.  As a result, DoD should experience a significant workload reduction in general fund accounting.


Entities that have implemented this standard practice


Commercial entities that utilize this leading practice do not bill internal units.  They simply affect a general ledger account transfer from one entity to the other which alleviates stress on the buyer-seller processes if the buyer-seller controls are not required.  For many internal buyer-seller relationships, the control provided by the billing/receiving/accounts payable/accounts receivable processes are not necessary.


Benefits


Implementation will increase accounting efficiency and effectiveness.  The benefits are:


· Streamlined interfund tracking process, and


· Reduced level of effort (and corresponding costs) required to account for and reconcile various accounts.


Relevant laws, guidance, policy and standards associated with eliminating interfund transactions in the general ledger


The National Security Act of 1947, as amended (Title 10 U.S.C., Section 2208) provided the modern day revolving fund (working capital fund) authority.  The Fiscal Year 1996 DoD Authorization Act (Public Law 104-106) codified the Defense Business Operations Fund (the predecessor of the Defense Working Capital Fund) in Chapter 131 of Title 10, U.S.C.    These statutes established the Defense Working Capital Funds and are not an impediment to changing the existing structure.  Therefore, there are no legislative restrictions prohibiting eliminating interfund transactions from the general ledger.


The Defense Finance and Accounting Service General Counsel has reviewed this paper.


Recommendation


The problems described in this paper are expected to be addressed by the various technological advances as well as the processes and procedures that will be implemented in the FMEA.  Because these problems will be resolved, we recommend that the FMEA not pursue the changes described in this paper.  The FMEA management has elected not to pursue this practice.  


DRAFT


1.17 C0006-1 White Paper 22--Constraints to Utilizing Sourcing Agreements and Purchase Contracts


Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.


Purpose


This paper explains the industry standard practice of sourcing agreements and purchase contracts.  This paper also identifies entities that have implemented the standard practice, benefits that the Department of Defense (DoD) could realize from using the standard practice, and relevant legislation that could affect the adoption of this standard practice.  Finally, this paper recommends that DoD adopt this standard practice. 


Sourcing agreements and purchase contracts

Sourcing agreements establish the contractual relationship between a vendor or supplier and identify a specific program, project, or purchase requirement.  Performance characteristics, quality control, product delivery expectations and other program specific requirements may also be included in a sourcing agreement.  Sourcing agreements describe the scope of the effort and associated potential financial considerations.  One important aspect of the sourcing agreement is that it does not authorize the vendor or supplier to begin work or purchase material.  Authorization to begin work and/or to purchase material is accomplished by the use of purchase contracts.


Purchase contracts document the information submitted to the vendor to purchase supplies and services.  In the private sector this document is a purchase order.  The purchase contract has a one-to-one relationship between the government and a single vendor.  The purchase contract will contain the price, quantity, delivery date, ship-to, bill-to, terms and conditions, specifications, and charge code.  Additionally, a purchase contract typically contains line number, quantity, unit or part number, high level description of supplies or services to be performed, unit price, total or extended cost, expected delivery date, accounting classification, and amount.  A purchase contract describes and authorizes a vendor to perform work or acquire materials that would be invoiced to the DoD.  The purchase contract authorizes the vendor to initiate billable work and/or materiel purchases – a purchase contract is required and generated for each billable event.  The purchase contract is the sole reference the vendor uses to create an order and generate the invoice to be submitted to the government (when the purchase contract type requires an invoice).  Currently sourcing agreements and purchase contracts are used in DoD, however, only to a very limited degree.


Entities that use sourcing agreements and purchase contracts


The use of sourcing agreements and purchase contracts (the private sector refers to purchase contracts as purchase orders) has become so widely implemented that they are considered a standard practice in the non-Federal acquisition community.  One of the primary reasons that purchase contracts have been so widely accepted by the private sector is the fact that they eliminate ambiguity associated with the payment process.  Charge codes are tied directly to billable events and the vendor is required to bill in accordance with the purchase contract – improving timeliness and accuracy of payments.


Benefits

Purchase contracts require attributing payments to appropriate purchases and, thereby, reduce or eliminate unmatched and problem disbursements associated with contract payments.  Fewer unmatched and problem disbursements should reduce or eliminate the need for DoD’s massive contract reconciliation efforts.  Purchase contract charge codes are tied to billable events and the vendor is required to bill in accordance with the purchase contract line items which improve timeliness and accuracy of payments.  Finally, an integral part of this practice is the internal controls associated with funds control/management.  The funds are reserved upon issuance of a purchase contract and, once a purchase contract is issued, no one can move money that is tied to that purchase contract.  As a result, this practice could eliminate the “back-end” process of pre-validation as practiced by DoD today.


Relevant laws, guidance, policy and standards related to sourcing agreements and purchase contracts


The following legislation has been identified as directly relating to the implementation of sourcing agreements and purchase contracts:


The Grassley amendment to Public Law 103-335, section 8137, requires the Secretary of Defense to develop a plan for establishing and implementing a requirement for disbursing officials of the DoD to match disbursements to particular obligations before making the disbursements.


As previously stated, the industry standard practice of sourcing agreements and purchase contracts has pre-validation “built in” to the front end of the procurement process and should alleviate many of the problems inherent with trying to match disbursements to obligations on the back end of the process.


The Defense Finance and Accounting Service General Counsel has reviewed this paper.


Recommendation


Implementing sourcing agreements and purchase contracts would improve the matching of disbursements to obligations and help resolve problem disbursements.  This practice would also save time and money by helping to reduce or even eliminate the need for extensive contract reconciliation.  Additionally, there appears to be no legal obstacle preventing DoD from implementing sourcing agreements and purchase contracts.  The DoD should implement this standard practice as a key initiative supporting the Financial Management Enterprise Architecture.


DRAFT


1.18 C0006-1  White Paper 23--Constraints to Establishing Different Capitalization Thresholds for Different Classes of Assets


Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.  


Purpose


This paper explains the standard industry practice of using a different capitalization threshold level for each different class of asset (e.g., Personal Property, Equipment and Real Property).  It further indicates entities that use the practice, the benefits of employing this practice, and discusses the relevant legislation that could affect implementation.  Finally, this paper recommends that DoD adopt this standard industry practice and establish different capitalization threshold levels for the different classes of assets within DoD.


Establish capitalization threshold levels for different classes of assets


Capitalization thresholds and useful life policies affect how the costs of Property, Plant and Equipment (PP&E) are capitalized and expensed through depreciation.  This information is critical to the fair presentation of an entity’s financial position and results of operations.  Assets have different useful lives and provide different economic benefits or service potential to an entity. Thus, capitalization threshold levels for different classes of assets should vary.  For example, a $2,000 laptop computer may be treated as capital personal property, but a $5,000 truck may be treated as an expense.  Additionally, certain items such as tools, furniture and machines might be below the capitalization threshold individually but are typically purchased or held in large quantities so as to represent significant expenditures overall.  In such cases, the entity may capitalize all items acquired in a given asset class or pool.  The different capitalization threshold levels for different classes of assets provides for better financial reporting because having different capitalization threshold levels increases the probability that all material capital assets are accounted for in an entity’s financial statements.  


The industry standard practice is driven by profit and loss for the stockholder.  However, many industries use a maximum capitalization threshold of $5,000 for personal property and real property.  DoD’s capitalization threshold is significantly higher than the private sector.  For example, the capitalization threshold for equipment at Boeing is $5,000 and $3,000 for ExxonMobil.  Also, the capitalization threshold for motor vehicles at Xerox is $3,000 and $1,000 for Pfizer.  Although DoD is significantly larger than private sector entities, assets should be capitalized when it is expected that an asset’s useful life spans more than two years and it should be depreciated in a manner that matches its expected useful life or over the period that it is expected to provide economic benefits.


Entities that use different capitalization threshold levels for different class of assets


There are so many private industry entities that use different capitalization threshold levels for different classes of assets that this has become the standard practice in the non-Federal community.  Additionally, only DoD uses two different threshold levels, one threshold level to track PP&E that DoD is accountable for and one threshold level to track PP&E that is capitalized.

Benefits


Private industry only tracks assets that are capitalized, therefore it is essential to have appropriate capitalization threshold levels for the different classes of assets to provide asset visibility and tracking—which would ultimately aid in safeguarding entity assets.  DoD, on the other hand, is required to track assets that are capitalized as well as those that are purchased for government use. Today, DoD maintains one capitalization threshold level for all classes of assets within DoD.  Therefore, DoD has to maintain two different systems to track its assets.  One system is maintained to track all assets acquired while the other system is maintained to track assets that are capitalized and depreciated.  DoD could set up different capitalization threshold levels for different classes of assets to capture all material assets for the financial statements and depreciate the assets in a manner that matches the expected useful life over the period that it is expected to provide economic benefits.   


Relevant laws, guidance, policy and standards associated with capitalization thresholds.


Generally Accepted Accounting Principles (GAAP) state that all normal expenditures of purchasing or constructing an asset must be capitalized in order to expense the costs of such assets over the periods benefited through depreciation.  Capitalization thresholds are set at levels that would not contribute to a material understatement on the balance sheet.  


Although the Federal Accounting Standards Advisory Board (FASAB) established the reporting objectives framework in developing the PP&E accounting standards, it concluded that capitalization thresholds should be established by the federal entities themselves based on their diversity in size and uses of PP&E.  


The Statement of Federal Financial Accounting Standard (SFFAS) No. 6 requires that depreciation expense be recognized on all general PP&E except land and land rights of unlimited duration.


Currently, the DoD Financial Management Regulation (DoDFMR) states that $100,000 is the capitalization threshold.  


The Defense Finance and Accounting Service General Counsel has reviewed this paper.


Recommendation


Implementation of a different capitalization threshold level for each different class of assets could help DoD improve asset visibility, improve the accuracy of its financial reporting, and increase efficiencies while reducing costs by not having to maintain different systems to track assets that fall below the capitalization threshold.  Assets have different useful lives and provide different economic benefits or service potential to the entity.  Thus, use of different capitalization threshold levels for the different classes of assets is an essential practice to capture all material capital assets in the financial statements.  Additionally, there appears to be no legal obstacle preventing DoD from implementing a different capitalization threshold level for different classes of assets.  The DoD should implement this standard industry practice of establishing different capitalization threshold levels for different classes of assets as part of the Financial Management Enterprise Architecture.


DRAFT


1.19 C0006-1 White Paper 24--Constraints to Utilizing Risk-based Inventory Cycle Counting


Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.  


Purpose


This paper explains the leading practice of risk-based cycle counting for inventory.  It further indicates the entities that use the leading practice, the benefits of employing this leading practice, and discusses the relevant legislation that could affect implementation.  Finally, this paper proposes that DoD adopt this leading practice.


Risk-based Cycle Counting for Inventory


The DoD’s inventory accountability system must record financial accounting data for inventory such as acquisition cost, quantity, and location.  The DoD’s accounting records are subjected to regular independent reviews and physical inventory audits performed by the General Accounting Office (GAO) and the Office of the Inspector General (OIG).  


Risk-based cycle counting is a sample-based inventory method, focused on high-risk assets and performed at intervals designed to meet management requirements.  The leading practice of risk-based cycle counting and evaluation is conducted based on materiality and risk associated with the type of assets.  The frequency of this evaluation (e.g., daily, weekly, monthly, quarterly, and semi-annually, etc.) is based on the probability that the asset records could be wrong or the risk to the DoD if there is an inaccuracy.  The risk-based cycle counting system will also designate a cycle counting code (A, B, C, etc.) for each asset or a materiality code that will determine the frequency and sample size of the inventory audit.  The “A” represents highest risk items and therefore this type of asset would be counted more frequently and selected more as a random sample testing item than other classes of assets.  By using risk-based cycle counting, the entity will be able to reasonably reflect the status of personal property accountability within the entity as a whole based on the results of the selected samples.


The current wall-to-wall annual physical inventory audits are not an effective inventory management methodology.  This process is very costly and very disruptive to operations.  It is also a less accurate inventory methodology because of the significant disruptions and the fact that less experienced personnel are involved in the annual audit.  Also, this process is a “detective” not “preventative” control.  The risk-based cycle counting practice is a preventive and predictive tool, which helps management focus on future problematic areas (e.g., stock-outs, unnecessary purchases) and is an essential first step in leading practice inventory management.  The objective of the risk-based cycle counting process is to ensure inventory records of critical and sensitive assets are updated more timely, which improves overall inventory record accuracy.


Entities that have implemented this leading practice


The use of risk-based cycle counting has become very popular among the non-Federal community.  Private industries that use this leading practice include manufacturing, construction, transportation, telecommunications, and health services.  These industries have realized significant inventory accuracy benefits (inventory record accuracy approaching 100 percent) and consider risk-based cycle counting a vital part of their continuous improvement plan.

Benefits


Risk-based cycle counting is an effective proven inventory accuracy tool.  Benefits include:


· Ensures inventory records of critical and sensitive assets are updated more timely;

· Minimizes stock-outs;

· Minimizes unnecessary purchases;

· Maximizes control;

· Reduces disruption to operations (minimizes complete stand downs), and

· Requires fewer resources than wall-to-wall annual inventory audits. 


This practice would allow the DoD to better account for the existence and completeness of all inventory types.  This practice also increases the accuracy of financial information necessary to prepare financial statements as well as provides property data to property managers on a real-time basis.  Also, the practice of risk-based cycle counting will minimize disruption to operations normally experienced during the traditional annual physical Property, Plant and Equipment (PP&E) inventory verification process.


Relevant laws, guidance, policy and standards associated with risk-based cycle counting


The following legislative authority has been identified as relevant guidance associated with risk-based cycle counting for inventory:


· Federal Acquisition Regulation (FAR) Part 45


· The Statement of Federal Financial Accounting Standard (SFFAS) No. 6


· Department of Defense Instruction Number 5000.64


The FAR 45.505-3 (f)(vi) states, “The contractor shall perform physical inventories of materials in stores included in the system other than work in process at least annually.”  The controls should be placed in the risk-based cycle counting to be in compliance with FAR Part 45.


The SFFAS No. 6, Paragraph 18 states, “PP&E also includes property owned by the reporting entity in the hands of others (e.g., state and local governments, college and universities, or Federal contractor); and land rights” The leading practice of risk-based cycle counting for inventory appears to be in compliance with this statement.  The objective of the risk-based cycle counting for inventory is a sample-based inventory method, focused on high-risk assets and performed at intervals designed to meet management requirements.


The Department of Defense Instruction Number 5000.64, Paragraph 5.4.2 states, “Military equipment shall be inventoried at least annually; other personal property shall be inventoried at least every 3 years.  Real property and Stewardship Land shall be inventoried at least every 5 years.”  This leading practice of risk-based cycle counting for inventory appears to be in compliance with this statement.


The Defense Finance and Accounting Service General Counsel reviewed this paper.


Recommendation


The risk-based cycle counting practice requires less time, less labor, and less coordination than performing annual PP&E inventory.  Additionally, this practice provides more reliable PP&E information on a real-time basis and aids in the accurate and timely preparation of financial statements.  The DoD should determine the type and frequency of inventory for PP&E in the possession of contractors.  There appears to be no legal obstacle preventing DoD from implementing this practice.  The DoD should implement this leading practice as part of the Financial Management Enterprise Architecture.


DRAFT


1.20 C0006-1  White Paper 25--Constraints to Using Collection Agencies

Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.  


Purpose


This paper explains the leading practice associated with referring delinquent debt to collection agencies as soon as practical.  It identifies the use of the practice by commercial entities, the benefits realized by utilizing the leading practice, and relevant legislation that could affect implementation of this leading practice by the Department of Defense (DoD).  This paper recommends use of collection agencies in the FMEA.


Use of Collection Agencies


The DoD should accelerate debt collection by referring delinquent debts to collection agencies as early as practical.  Currently, DoD sends three demand letters to debtors and then transfers any remaining debts to the U.S. Treasury for collection actions.  The first demand letter provides 30 days for the debtor to reply before interest is assessed and the debt is considered delinquent.  Two follow-up demand letters contain progressively stronger demands and are sent to the debtors at 30-day intervals after the initial demand letter.  After the third demand letter (after 180 days have passed), regulations allow the transfer of debts to the U.S. Treasury for collection.  This process allows debts to be outstanding much longer than necessary and is costly to the DoD.  


The DoD could refer delinquent debt to the Treasury or private collection agencies as soon as the first 30-day period has expired.  Commercial enterprises routinely use private collection agencies to expedite debt collection.  Private industry understands that they should focus on their core competencies and use outside collection agencies when it is prudent to do so.  Generally, private industry pays collection agencies a certain percentage of the debts collected.


Entities that have expeditiously use private collection agencies


This practice is widely used in private industry.


Benefits


Implementation would provide the following benefits:


· Accelerate debt collection;


· Increase available cash balances;


· Reduce administrative costs of collection, and


· Release resources to focus on core functions.


Relevant laws, guidance, policy and standards associated with using collection agencies


The following requirements have been identified as directly relating to the implementation of an improved debt collection process in DoD:


· 31 U.S.C., section 3718 – Contracts for Collection Services, and

· Debt Collection Improvement Act of 1996.

There are no barriers to immediately implementing this practice.


The Defense Finance and Accounting Service General Counsel has reviewed this paper.


Recommendation


Using private collection agencies to aggressively address delinquent debts after the 30-day response period for the initial letter to the debtor should be implemented in the Financial Management Enterprise Architecture and the appropriate workflows developed for debt collection.


DRAFT


1.21 C0006-1  White Paper 26--Constraints to Payment of Withholding (Taxes & Benefits) to Taxing Authorities and Benefit Providers when Collected


Notice


This white paper has been written as a result of analyzing the Financial Management Enterprise Architecture’s (FMEA) “To Be” practices for compliance with current external authoritative constraints.  Examples of external authoritative constraints are laws, accounting standards, the Federal Acquisition Regulation, and guidance issued by the Office of Management and Budget.  This white paper is considered draft and is for discussion purposes only.  


Purpose

This paper explains why the FMEA has decided to not pursue the payment of withholding taxes and benefits to the taxing authorities and benefit providers when collected.  The Human Resources Management Process Action Team initially developed this idea in July 2002, as one of their initial reformation practices.  


Payment of withholding to taxing authorities and benefit providers when collected

The Human Resources Management Process Action Team considered the idea to disburse taxes to the taxing authorities following the pay period in which it was collected instead of complying with the myriad of tax laws and regulations related to the time for deposits.  Therefore, payment of payroll withholding to taxing authorities and benefit providers would be on a “send payments as collected” basis, rather than according to the schedules imposed by the taxing authorities and benefit providers.


Benefits

Initially it was thought that the accounting might be simplified if payments were paid as collected.  However, it was later determined that this would not be the case.  In fact, it was determined that accounting would not in fact be simplified since there are many different payroll cycles due to various classifications of personnel (e.g., military, civilian, permanent, part-time).  Consequently, multiple payments would need to be sent to the same taxing authorities and benefit providers.


Additional disadvantages to adopting this practice are:


· It is contrary to industry leading practices, and 


· It limits the interest earning potential of funds withheld.


The Defense Finance and Accounting General Counsel has reviewed this paper.


Recommendation


Upon thorough analysis, FMEA determined that this practice should not be considered for adoption, since implementation would not be in the best interest of the Department.  The FMEA has elected not to pursue this practice; consequently, this proposal has been retracted


Appendix A. Acronyms Used in this Document


		Acronym

		Definition



		ACRNs

		Accounting Classification Reference Numbers



		BIC

		Business Initiatives Council



		CFR

		Code of Federal Regulations



		CLINs

		Contract Line Item Numbers



		DBH

		Direct Billable Hour



		DFAR

		Defense Federal Acquisition Regulations



		DFAS

		Defense Finance and Accounting Service



		DLA

		Defense Logistics Agency



		DO

		Delivery Order Numbers



		DoD

		Department of Defense



		DoD FMR

		Department of Defense Financial Management Regulations



		DWCF

		Defense Working Capital Fund



		ELINs

		Element Line Item Numbers



		FAIR

		Federal Acquisition Inventory Reform Act



		FAR

		Federal Acquisition Regulation



		FASAB

		Federal Accounting Standards Advisory Board



		FEDEX

		Federal Express 



		FMEA

		Financial Management Enterprise Architecture



		FMS

		Financial Management Service



		GAAP

		Generally Accepted Accounting Principles



		GAO

		General Accounting Office



		GOGO

		Government-Owned and Government-Operated



		OIG

		Office of Inspector General



		OMB

		Office of Management and Budget



		PP&E

		Property, Plant and Equipment



		SLINs

		Sub-Line Item Numbers



		SSFAS

		Statement of Federal Financial Accounting Standard



		U.S

		United States



		U.S.C.

		United States Code
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