Department of the Navy

Financial Management & Comptroller


Meeting Minutes

1. Meeting identifier

	Meeting Name
	DON Audit Committee Quarterly Meeting

	Date
	5 December 2007
	Location
	Pentagon 4B648A

	Start Time
	1300
	End Time
	1430


2. Objectives

Convene the DON Audit Committee for its quarterly review of efforts to improve DON’s financial management information by strengthening processes and preparing for future audit.
3. Attendees

	Name
	Office

	RADM Stanley Bozin
	Performing duties of ASN(FM&C)

	Mr. Mark Easton
	ASN (FM&C), Director, DON Office of Financial Management

	Mr. Robert Uhrich
	Representing ASN (I&E)

	Dr. Russ Beland
	Representing ASN (M&RA)

	CAPT Francis Tisak
	Representing ASN (RD&A)

	Mr. Wes McNair
	Representing Deputy Director, Navy Budget Office

	Mr. Charles Cook
	Representing ACMC

	Mr. Marc Brito
	USMC

	Mr. Joel Nankivel
	USMC

	Mr. Alex Hardisson
	USMC

	Col Thomas Fuhrer
	USMC

	Mr. Luther Bragg
	Naval Audit Service

	Ms. Barbara McCabe
	Naval Audit Service

	Mr. Fred Carr
	Air Force

	Mr. John Knubel
	Highly Qualified Expert, ASN (FM&C) FMO

	Mr. Dan Blair *
	Representing DoDIG

	Mr. Bob McNamara *
	Representing OUSD(C) FIAR

	Ms. Becky Allen **
	Representing OUSD(C) FIAR

	Mr. Wes Miller
	Comptroller, Army Corps of Engineers


* Non-voting member

** Invited guest

4. Agenda

	#
	Details
	Responsible

	1
	Welcome and Opening Remarks
	RADM Bozin

	2
	FY2007 Annual Financial Statements
	Mr. Easton

	3
	Navy ERP Status
	Mr. Easton

	4
	September FIAR Report and DON Segment Strategy
	Mr. Easton

	5
	Role of the Audit Committee
	Mr. Knubel

	6
	USMC Audit Readiness
	Mr. Cook

	7
	Closing Remarks and Discussion
	RADM Bozin


Handouts (provided at the meeting and available upon request)
	#
	Details

	1
	Meeting Brief

	2
	FY2007 Management Representation Letters and Disclaimer Audit Opinion

	3
	The CPA Journal Article on Role of Public Sector Audit Committees

	4
	Civilian Pay End-to-End Business Process Example


5. Meeting Minutes

	#
	Details

	1
	RADM Stanley Bozin opened the meeting and welcomed all attendees.  He noted that Dr. Douglas Brook, the recently confirmed ASN(FM&C), would be joining the next meeting.  RADM Bozin described the agenda and objectives for the meeting and passed the floor to Mr. Mark Easton to proceed.


	2
	Mr. Easton began his presentation by reviewing standard audit committee business:

· Mr. Easton explained that the DON FY2007 Annual Financial Statements had been completed.  Each member of the audit committee will receive a copy upon publishing.  DoD IG is required by statute to audit the statements.  As with past statements, the IG expressed a disclaimer of opinion for the statements.
· Mr. Easton paused from reviewing normal business to recognize Mr. Warren Pfeiffer.  Mr. Pfeiffer is retiring on 3 January 2008.  He has been involved with financial statement development from the creation of the first statements in 1996.

· Mr. Easton provided a status update on the Navy ERP implementation.  NAVAIR is in the process of loading transactional data.  To date the conversion has been a success and Mr. Easton noted that NAVAIR will be producing their financial statements for 1st Quarter FY2008 out of the Navy ERP.  SPAWAR is slated for deployment beginning in April 2008.
· Mr. Easton reviewed the OSD change in audit readiness strategy as presented in the most recent iteration of the FIAR Plan, which was presented to Congress in October.  The FIAR Plan documents a change in perspective from line item preparation to end-to-end business process preparation.  Mr. Robert McNamara explained that the ability to show incremental progress was a major driver for the shift in perspective.  The new perspective also takes advantage of the Business Enterprise Architecture.  Through this focus on end-to-end process, DoD believes we have a more sound, sustainable approach to audit readiness.
· Mr. Easton addressed the DON approach to audit readiness and meeting the requirements of OMB Circular A-123, Appendix A.  He described the need to be able to tie business processes to financial transactions through an understanding of business events.  Mr. Easton continued to describe the FIP and A-123 progress towards audit readiness as a continual expansion of readiness supported by examination audits until DON reaches a state where a material portion of a financial statement has passed examination and DON is ready to proceed with a financial statement audit.  These comments triggered conversation on the distinction between an examination and a financial statement audit and how examinations where used by private sector.  Mr. Luther Bragg explained that examinations lead to a conclusion as to whether a management assertion is supported, while a financial statement audit would lead to an opinion on the DON financial representation contained in the financial statements.  Mr. McNamara furthered the conversation by noting that the examination audit is not used in the same context in the private sector because organizations are able to proceed with financial statement audits.



	3
	Mr. John Knubel presented analysis on different types of audit engagements and the role of an audit committee in preparing for audit as opposed to supporting the organization during an audit.
· Mr. Knubel explained the path to audit following assertion and how USMC would use examinations to move towards audit based on scope limitations.  This led to further discussion on the use of examinations.  Mr. Cook stated the question of proceeding to full audit vs. examination depends on the return on investment for the added validation of a number on the financial statements.  Mr. Wes McNair inquired as to whether the Army Corps of Engineers used examinations.  Mr. Wes Miller explained that the Army Corps of Engineers used Army Audit to validate their assertion prior to moving to the audit.
· Mr. Knubel presented his research on the difference between the DON Audit Committee and a private sector audit committee.  He explained the responsibility for the DON Audit Committee was an order of magnitude greater because the DON was building audit readiness from the ground up rather than managing by exception as a private sector audit committee would.  The main distinction Mr. Knubel emphasized was the private sector audit committee’s independence from management and role as an intermediary between management and the auditors.  Mr. Easton expressed his opinion that the DON Audit Committee structure was right for now, but may need to adjust when the Department is further along in its audit readiness.  Mr. Miller explained that at the Army Corps of Engineers there was more of a direct interaction between management and the auditor, describing the auditors as “right there on a daily basis”, and that the Audit Committee did not have a substantial role on a daily basis.


	4
	Mr. Charles Cook presented the USMC audit preparation status.  
· Mr. Cook began the discussion by explaining the USMC audit readiness efforts since the last audit committee.  He described the current position as fact-based.  He stated that USMC is now in a much better position to understand its audit readiness position and will proceed with audit when ready based on this new understanding. 

· Mr. Cook referred back to the output and the two main issues that arose from the USMC Audit Readiness Summit.  The first issue was discrepancies between the FMR and GAAP.  The second was assurance from external service providers.  USMC has invested effort to address both of these issues; however, to date they still remain significant hurdles to full audit readiness.

· As a change in prioritization, USMC has set aside Military Equipment for the time being because of the level of effort required to address audit readiness challenges.
· Mr. Cook noted that Deloitte and Grant Thornton have been assisting USMC in reviews of USMC financial management processes.  Deloitte has played a consultative role in reviewing processes and recommending actions to improve audit readiness.  Mr. Cook described the Grant Thornton effort as an independent gut check that will provide evidence for audit assertion go-no-go decision.  He noted that because a full FY2008 financial statement audit is off the table, some of the timing pressure has been relieved.  USMC hopes to have the Statement of Budgetary Resources in position for an examination in FY2008.
· Mr. Cook concluded his presentation by recapping the USMC accomplishments, audit readiness strategy, and challenges that lie ahead.

· Upon request from Mr. Easton, Mr. Cook said he was open to present at the upcoming FIP Conference on 8-9 January 2008.



	5
	Mr. Easton thanked the attendees for their time and participation in the meeting.  Adjourned at 1435.



6.  Actions

	#
	Details
	Responsible

	1
	Monitor progress on USMC Audit Readiness and call interim meeting, if necessary.
	ASN(FM&C) FMO and USMC

	2
	Review scheduling for next meeting based on availability of participants.
	ASN(FM&C) FMO


7. Next Meeting

	Date
	26 March 2008
	Location
	Pentagon 4C355

	Start Time
	1300
	End Time
	1430
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