Department of the Navy

Financial Management & Comptroller


Meeting Minutes

1. Meeting identifier

	Meeting Name
	DON Audit Committee Quarterly Meeting

	Date
	20 January 2010
	Location
	Pentagon 4C355

	Start Time
	1300
	End Time
	1400


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

	Hon. Gladys Commons
	ASN (FM&C), Chair

	Ms. BJ White-Olson
	Representing ASN (RD&A)

	Mr. Robert Cali
	Representing ASN (M&RA)

	Mr. John W. McNair
	PDASN, ASN(FM&C)

	Mr. Dennis Taitano
	DASN(FO)

	Mr. Ed Cochran
	Representing FMB

	Mr. Victor Ackley
	Representing VCNO

	Ms. Caral Spangler
	Representing ACMC

	Mr. Richard Leach
	NAVAUDSVC

	Mr. Jim Watkins
	Representing Army FM

	Ms. Joan Causey
	Representing Air Force FM

	Ms. Patty Marsh*
	Representing DoDIG

	Mr. Patrick Beckerle*
	Representing DFAS

	Mr. Ed Blair**
	DoDIG

	Ms. Cecilia Ball**
	DoDIG

	Mr. Kevin Cooley**
	Representing DON CMO

	Mr. John Knubel **
	HQE, ASN(FM&C)

	Ms. Tracy Porter **
	Grant Thornton

	Mr. John Short **
	Grant Thornton

	Mr. Greg Wallig
	Grant Thornton

	Not in Attendance

	Mr. Roger Natsuhara
	Acting ASN(I&E)

	Ms. Radha Sekar *
	OUSD(C) FIAR

	Mr. Mark Wilkoff **
	Representing General Counsel


* Non-voting member

** Invited guest

4. Agenda

	#
	Details
	Responsible

	1
	Welcome and Opening Remarks

	Ms. Commons

	2
	Audit Committee Update

· Approve Previous Meeting Minutes

· OSD FIAR & DON FIP Update

· Audit Governance Discussion

	Mr. Taitano

	3
	USMC SBR Audit Discussion

· DoD IG Update

· USMC SBR Audit Timeline

· Status of USMC SBR Audit


	DoD IG / DON Audit Executive Subcommittee 

	4
	Closing Remarks and Adjournment


	Ms. Commons


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

	1
	Agenda

	2
	Meeting Brief

	3
	10 October 2009 Audit Committee Meeting Minutes


5. Meeting Minutes

	#
	Details

	1
	Ms. Commons kicked off the meeting at 1 PM.  She provided a brief introduction:

· Ms. Commons welcomed the members of the Committee stated the DON is leading the DoD in the financial improvement area as a whole, especially with its focused approach toward a DON SBR audit.  Ms. Commons thanked USMC, in particular, for its efforts concerning the Statement of Budgetary Resources (SBR).
· Ms. Commons also stressed that while one of the main financial improvement goals is auditable financial statements, the larger focus should be on the improvement of business processes. More effective and efficient business processes will lead to more accurate and reliable financial information.  She emphasized that all functional communities inside DON execute business processes that impact financial information and the functional communities will have to work together to achieve our goals.


	2
	Mr. Taitano provided the regular Audit Committee updates:

· Mr. Taitano began the update by discussing the fifth Financial Improvement Conference that occurred on 5-7 January 2010 at the Washington. The conference was well attended and well received, garnering a 4.2 out of 5.0 overall rating from attendees. One of the key takeaways from the FIP Conference is that Commands are at different maturity levels with their FIP efforts. This suggests the opportunity to leverage lessons learned from more advanced Commands. The main goal of each Command, and the DON as a whole, is to understand its business and show that the DON can trace/support its financial transactions and has reasonable assurance regarding the accuracy of its financial data.
· Mr. Taitano reviewed DON FY2010 priorities and referred to the memorandum signed by Mr. Hale and the National Defense Authorization Act (NDAA) for FY 2010, which mandates that the DoD be audit-ready by 30 September 2017. The near-term focus is centered on the business processes closely related to the Statement of Budgetary Resources (SBR) and existence and completeness of mission critical assets.  Mr. Taitano stated that the Navy ERP Version 1.1 (Single Supply Solution) go-live is scheduled for March 2010.  Associated parties are currently going through the user acceptance process.

· Mr. Taitano discussed the OSD and DON definition of assertion. This is a key term and it deals with Management’s ability to gain assurance that it has gone through enough iterations of testing, corrective actions, etc., to state that the DON’s financial information is accurately represented and the associated internal controls are effective.
· The services will brief Under Secretary of Defense (Comptroller) Mr. Hale on 22 January 2010 with respect to their FIAR plans. Mr. Taitano discussed the DON’s near-term audit-readiness plan. The plan spans SBR & existence and completeness objectives for the next 36 months. The plan does not reflect the assertion of the full SBR (the assertion date is 12/31/2012). USMC asserted its SBR in 2009 and is currently undergoing an audit.  Mr. Taitano highlighted components of the plan and stated the areas identified for review would represent almost 99% of the DON obligations.
· Mr. Taitano continued the update with a conversation regarding Existence and Completeness. This effort will focus on Military Equipment “quick wins”.  The quick win segments are: Ships and Submarines, Aircraft, Satellites, and Intercontinental Ballistic Missiles.  DON is required to assert existence, completeness, presentation, and rights over the assets but valuation is not a factor in the E&C quick wins assertion. The assertion dates for these efforts are 9/30/2010 because the consensus is that these assets are appropriately recorded in Accountable Systems of Record (ASRs). In addition, the DON has passed previous audits in these areas.
· Mr. Taitano discussed SBR plan risks include the following: the need for change management, sustainment of FIP efforts, adapting to unforeseen risks and unknowns, and key trouble segments (Military Pay, FBWT reconciliation, Contract/Vendor Pay and associated system interfaces).
· Mr. Taitano wrapped up the brief with a discussion on the Audit Committee and Audit Executive Subcommittee. Mr. Taitano stated the Audit Committee was chartered in 2004 prior to the creation of the Chief Management Officer (CMO) position.  Consideration will be given to re-evaluate the charter to determine appropriate membership, considering the Congressional responsibilities assigned to the CMO.  Mr. Taitano also said the charter and membership for the Subcommittee is currently under review and proposals will be provided as an item for the next Audit Committee.
· Ms. Commons emphasized that all functional areas will need to work together in order to meet DON milestones and make this effort work. She used the example of contract writing to illustrate Financial Management’s reliance on another functional area.  The focus is not just on the output, but is also on the process to getting there (with special attention paid to the audit trail).



	3
	Ms. Marsh introduced Ms. Porter from Grant Thornton, who provided a brief on the USMC audit:

· Ms. Porter started the brief by discussion the audit entrance conference that occurred in October 2009 in Quantico. The conference was very well attended and emphasized open communications.  During the conference, USMC provided briefs on multiple business processes were given.  Grant Thornton also provided a brief and fielded question on the upcoming audit.
· Ms. Porter provided an update on the current status of the audit.  The audit planning phase is nearly half completed. Grant Thornton is almost complete with its identification of initial systems for review. Since the kick-off Grant Thornton has experienced some audit challenges but they have been overcome through effective communication between USMC, Grant Thornton and the DoDIG.
· Ms. Porter discussed issues that have risen through the initial stages of the USMC audit:

- Data transfer has been one of the major issues.  Ms. Porter recommended that, before the audit contract is signed, protocols should be communicated for data transfers from the entity system to DoDIG including encryption processes, server needs, etc.  Ms. Ball recommended that an organization getting ready for audit should know its data, know the volume, determine how auditors will access this information and determine what’s necessary to aid in a data transfer. 
- USMC’s general ledger (GL) and trial balances have tie-outs at the summary level but not at the detail level.

- Incorrect transaction codes represent potential FFMIA compliance issues. 
- Lack of service level agreements with third party providers and system owners.

Ms. Porter suggested that these issues could serve as “lessons learned” for future engagements.

· Mr. McNair asked who most needed to learn the lessons during the audit process. Mr. John Short answered that one of the major data transfer roadblocks dealt with a policy issue within DoD. Mr. Cooley asked if it would be possible to receive a list of shared systems. This would help with future audits. Mr. Wallig answered that Grant Thornton is still finalizing this list and should have one by the end of February. Mr. Blair added that the IG is responsible for the systems and will be glad to communicate this information to the various services.
· Ms. Porter proceeded to present the audit timeline. Grant Thronton focused on beginning balance testing at the start of the audit. Due to the lack of tie outs and reconciliations, the beginning balance testing has not yet been completed so the next phase of the audit has not yet been planned. One account/file was finally reconciled but there are still several hundred more to go. This issue has caused a delay in the planning stages. Site visits will be conducted in late February and these walkthroughs will help determine if the internal controls expected to be in place actually are. This will determine how much internal controls can be relied upon and the type of testing (substantive vs. internal controls) that is necessary. Beginning balance testing will be conducted at the same time that sample testing efforts take place.
· Mr. Cooley asked what the original time estimate was for the planning phase. Mr. Short answered that the planning phase was scheduled for completion end of March and that the beginning balance testing was scheduled for completion by December. Grant Thornton believes that the audit timetable can be caught up to in a couple of months. Grant Thornton is still shooting for a mid-November completion date. If it is determined that this date is not realistic the potential delay will be raised at an Audit Committee meeting. Mr. Short added that audit efforts, including testing and reconciliations, are taking place even though Grant Thornton is still in the planning phase. Ms. Spangler added that the largest hold up is still the data transfer issue.

· Ms. Porter continued the brief by acknowledging USMC’s enthusiasm and support throughout the audit.  Mr. Knubel brought up the Army Corps of Engineers (ACE) audit and stressed that it took a couple years to complete. Ms. Porter stated that the challenges faced thus far on the USMC audit are not unexpected. Grant Thornton identified areas as significant matters upfront and only two of the current issues were not originally anticipated at the time of the entrance conference. The issues identified should be seen as areas of concern but they are not necessarily show-stoppers. Mr. McNair confirmed that progress is being made and that this does not appear to be an impenetrable barrier.
· Mr. Cooley asked about Grant Thornton’s briefings on business processes and the completed site visits. He was interested in whether Grant Thornton will pass judgment on the efficiency of these processes.  Ms. Porter answered that a judgment on the efficiency of USMC’s business processes would not be done in the audit report. If any judgments were to be made they would be done in off-record conversations. Ms. Spangler mentioned that USMC worked hard to streamline its business processes prior to audit.



	4
	Ms. Spangler discussed the USMC audit from the USMC perspective.

-  The three key elements to the USMC's progress are as follows:

- Open communication and the tone from the top;

- The use of paperless data transfers as much as possible;

- Internal Control over Financial Reporting (ICOFR) efforts.

· A key takeaway from audit experience thus far is that Grant Thornton and the DoDIG know auditing and accounting but the USMC knows its business.

· Mr. Cooley inquired as to the impact of overcoming technical difficulties and whether this has impacted the cost of the audit. Ms. Porter replied that assumptions were made regarding the level of effort for the audit and the reliance that would be applied to controls. Discussions with Grant Thornton are now occurring regarding whether or not more substantive testing should be conducted rather than tests of controls. Mr. Blair noted that the data transfer issue has mainly been solved but reconciliation challenges are now causing time delays and could potentially impact audit cost.



	5
	Ms. Commons closed the meeting.  She thanked participants for their attendance and contributions and stated that their participation is key to the process of attaining auditability. Ms. Commons added that attendees with suggestions could contact Mr. Taitano and stated that the next Audit Committee will take place in the April timeframe unless the need to convene sooner arises. Ms. Commons shared that she will be meeting with functional sponsors in the near future.  
Ms. Commons adjourned the meeting by reminding participants that the DoD is looking for the DON to set the standard for audit preparedness and she expects to push to meet their expectations.



 Actions

	#
	Details
	Responsible

	1
	Distribute meeting notes to committee members


	DASN(FO)


6. Next Meeting

	Date
	TBD
	Time and Location
	TBD
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