Department of the Navy

Financial Management & Comptroller


Meeting Minutes

1. Meeting identifier

	Meeting Name
	DON Audit Committee Quarterly Meeting

	Date
	15 April 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 J. Commons
	ASN (FM&C), Chair

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

	Ms. Pat Adams
	Representing ASN (M&RA)

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

	Mr. Ed Cochrane
	FMB

	Mr. Vic Ackley
	Representing VCNO

	Mr. Charles Cook
	Representing ACMC

	Ms. Caral Spangler
	Representing ACMC

	Mr. Carlton Parker
	Representing NAVAUDSVC

	Mr. Jim Watkins
	Representing Army FM

	Ms. Patty Marsh*
	Representing DoDIG

	Ms. Martha Smith*
	Representing DFAS

	Mr. Joseph Quinn*
	OUSD(C) FIAR

	Mr. Dennis Taitano
	DASN (FO)

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

	Ms. Tracy Porter **
	Grant Thornton

	Mr. John Short **
	Grant Thornton

	Mr. Jimaye Sones**
	Representing DISA

	Mr. Mark Brito**
	Representing USMC

	Ms. Frances Sullivan
	Representing USMC

	Not in Attendance

	Mr. Roger Natsuhara
	Acting ASN(EI&E)

	Ms. Joan Causey
	Representing Air Force FM


* Non-voting member

** Invited guest

4. Agenda

	#
	Details
	Responsible

	1
	Welcome and Opening Remarks

	Hon. Mrs. Commons

	2
	Audit Committee Update

· DON FIP Assertions and Priorities
· OSD(C) FIAR Update

	Mr. Taitano

	3
	USMC SBR Audit Discussion

· DoD IG Update

· Status of USMC SBR Audit

	DoD IG/Grant Thornton

USMC

	4
	Closing Remarks and Adjournment


	Mrs. Commons


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

	1
	Agenda

	2
	Meeting Brief

	3
	20 January 2010 Audit Committee Meeting Minutes


6. Meeting Minutes

	#
	Details

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

· Mrs. Commons welcomed the members of the Committee and stated that much has occurred since the last meeting, citing the progress of the USMC Statement of Budgetary Resources (SBR) Audit and mentioning that she and FM&C and M&RA signed out the assertion of the DON FIP Civilian Pay business process segment on 31 March 2010.
· Mrs. Commons informed the members that Mr. Dennis Taitano and Mr. John Knubel recently briefed staff members of the Senate Subcommittee on Federal Financial Management, Government Information, Federal Services, and International Security on DON financial improvement efforts.  Also, Mrs. Commons stated that members of the Defense Business Systems Management Committee and individuals at the OSD level were recently briefed, noting that all of this signifies greater attention being paid to DoD financial improvement efforts.  Mrs. Commons stated that DON continues to reach out to others such as DFAS and other ASNs to help audit readiness efforts, and she sees the Navy as a leader in DoD auditability and will be happy to share lessons learned.
· Mrs. Commons yielded to Mr. Taitano for the Audit Committee update.
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	Mr. Taitano provided the Audit Committee updates:

· Mr. Taitano began the update by echoing Mrs. Commons’ comments about increased awareness and engagement in DON audit readiness measures at al levels of the organization, citing a recent “Personal For” message sent by the VCNO to all Echelon 2 Commanders.  Mr. Taitano also reiterated Ms. Commons’ statement that DON Civilian Pay was asserted with management assurance that figures recorded on the DON General Ledgers are reasonably stated.
· Mr. Taitano provided an update on the SBR audit readiness effort and DON FY2010 priorities by displaying the current DON SBR and Existence & Completeness audit readiness plans, which will be reported to Congress in early May.  He also displayed the SBR update “quad chart” containing SBR current status, key milestones, resource profile, and risks and challenges.  For current status, he noted that the date for Reimbursable Work Orders – Performer had been moved from 9/30/2010 to 6/30/2011 and set an assertion date of 9/30/2012 for Financial Statement Compilation & Reporting.  He also noted that neither of these updates had an impact on the overall SBR assertion date.  Mr. Taitano stated that currently, DoDIG is reviewing the Appropriations Received assertion from May 2009 and that the USMC is currently undergoing an audit of its SBR, with an audit opinion to be delivered before 15 November 2010.
· Mr. Taitano continued the SBR update by noting the upcoming key milestone of the Transportation of People segment assertion date: 9/30/2010.  He stated that the Defense Travel System (DTS) program office has been engaged, and testing of DTS will be transferable to other DoD components.  He noted the assertion date of 12/31/2010 for Net Outlays and Funds Balance with Treasury.  Mr. Taitano listed risks and challenges, stressing that communication and adaptability are vital to addressing issues such as change management, unknown risks, and sustaining FIP as a DON priority.  Additionally, he stated that Military Pay is an area of concern, due to its decentralized documentation and alignment with future projects such as FPPS.  Ms. Adams asked about accuracy of current USMC Military and Civilian Pay figures.  Mr. Wes McNair responded by saying that when the current USMC SBR audit is complete, it will provide valuable evidence on this subject.
· Mr. Taitano provided the Existence & Completeness update, displayed in the E&C “quad chart”.  For current status, he stated that “Quick Wins” (Ships, Aircraft, Trident Missiles, and Satellites) are on schedule for assertion 9/30/2010 with key stakeholders having been engaged and asset systems and control procedures under evaluation.  Mr. Taitano stated that the DON believes it is adequately resourced to achieve the current plan, and current risks and challenges include areas such as OM&S having greatly dispersed ownership.  He added that there is a need for a governance structure over property, and talks have begun about this within DON, recently with RD&A.
· Mr. Taitano provided the OSD FIAR update by noting that the FIAR Report was coordinated by the Services on 31 March and will be delivered to Congress by mid- May, as part of the biannual NDAA 2010 reporting requirement.  Mr. Taitano also stated that new FIAR Guidance is being coordinated to accompany the FIAR plan and said that much discussion has gone on and comments provided about the new plan.  He stated that the final product will likely be lengthy and complicated and that DoD will hold training sessions to help with its understanding.  Mr. Taitano discussed the new FIAR plan stating that it lays out a DoD Audit Governance structure as well as a “waved” approach to audit readiness milestones.  Mr. Taitano concluded by moving to the status of the USMC SBR Audit.
Please see meeting brief for additional information.
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	Ms. Patty Marsh introduced Ms. Tracy Porter from Grant Thornton, who provided a brief on the USMC audit:

· Ms. Porter started the brief by stating that auditors have received the reconciliation detail transactions to the adjusted trail balance used for preparation of the SBR and that data is coming from the field and is being reviewed.  She added that IT testing has begun related to military pay.
· Ms. Porter stated an issue with the audit is that although Funds Balance with Treasury reconciliations have been performed, and some are being re-performed, other reconciliations are still pending.  She mentioned issues with SABRS to DDRS reconciliation for the FY2009 financial statements, specifically related to the general ledger accounts supporting the unadjusted trial balance.  Ms. Caral Spangler asked for further clarification of “bullet 2 versus bullet 3” on the meeting brief “Issues” slide, referring to FBWT reconciliation versus SABRS to DDRS reconciliation.  Ms. Porter responded by stating that FBWT reconciliation deals with FY2009 financial statements, while SABRS to DDRS deals with the beginning balance on the FY2010 financial statements.  Mr. John Short added that these issues were due to various causes, including legacy system problems.  Ms. Porter also mentioned issues exist related to FFMIA non-compliance and the problem that the beginning balance testing was still not complete, which was scheduled to have already been finished.
· Ms. Porter discussed the critical path of the effort stating that two near-term actions were needed: completion of beginning balance testing and timely and accurate 2nd quarter financial reporting.  Also, she stated that 99-100% of sample documents have been received with 60% reviewed and followed-up on with comments and questions.  Ms. Porter discussed that the current timetable for receiving requested beginning balance samples from the field (85% in 10 days, 95% in 15 days, and 100% in 20 days) may need to be accelerated.  She also stated that with beginning balance testing not being completed and current year testing underway, resource constraints are being faced.  Mr. McNair questioned how changed expectations on the document delivery timetable would be communicated, and Ms. Porter responded that they would communicate expectations to USMC HQ.
· Ms. Porter discussed findings under review stating that there is a lack of reconciliation estimates to actual for multiple obligations and stated that untimely contract close-out is occurring with money that could be de-obligated quicker.  She added that there is a lack of controls over financial statement preparation and opened the discussion for questions.  
· Mr. Charles Cook raised the issue related to untimely contract close-out.  Ms. Porter responded that when money is de-obligated it is apparent, and this issue was spotted quickly.  Mr. Brito added that this is an issue that every DoD service will encounter.  Mrs. Commons asked about the best way to move forward on these various issues and what the current timetable looks like.  Ms. Porter and Ms. Spangler responded that Grant Thornton and USMC coordinate daily to discuss priority items and that adherence to dates and focus on near-term objectives must continue, with the immediate focus on getting through beginning balance testing in 1-2 weeks.  Ms. Smith added that system issues have occurred with DDRS-B to SABRS reconciliation, but for FY2010 numbers, the data will be much cleaner as system changes have recently occurred.  Mr. Knubel questioned if it was possible to put an “order of magnitude” on the current findings under review, and Ms. Porter responded by saying that it was too early to tell as more findings are needed.
· Mrs. Commons revisited the point about getting through the current issues in the next 1-2 weeks and asked about its effect on the current timeline.  Ms. Porter stated that it will be assessed on 30 April and that it is vital to incorporate the lessons learned from the first quarter into the second and third quarter efforts and timeline, as this will be helpful with the FY2010 data.  Ms. Marsh echoed the sentiment of reviewing the timeline on 30 April.  Mrs. Commons requested a progress update in one week, and this was agreed to.  Ms. Spangler stated the possibility of “crunching the timeline” but said that it will be addressed at later time.  Mr. Cook asked about the need for special support for the contract close-out issue.  Mr. Sones stated that this issue was a number one priority at DISA, and they had to inform the contract officers, in the form of a meeting with the vendor, that it was their job to address it.  Mrs. Commons stated that vendors typically ask for input before contracts are closed-out, and issues cannot just be “thrown over the wall” to the Defense Contract Management Agency (DMCA).  Ms. Frances Sullivan added that as USMC’s Contracting Office she would work with Ms. Spangler, but that DCMA is not much involved with USMC and that most USMC contracts are fixed-cost.  Mr. Short clarified that most of the contract issues to date have dealt with Military Interdepartmental Purchase Requisitions (MIPRs) mainly related to equipment modifications.  Ms. Commons stated that these issues will all be focused on moving forward.  Ms. Porter concluded by discussing lessons learned thus far from the USMC Audit: 

· Accurate trial balance reconciliations must be commonplace
· Automating FBWT reconciliations between inputs and core accounting system will improve accuracy and limit data transfer errors

· Service provider (DFAS, DISA) readiness to support auditor training, IT testing, and source documentation retrieval/distribution needs improvement

· Data and source documentation requirements are large and complex, and an effective mechanism  for communicating with audit stakeholders and capturing their input is important

· Improve audit trail for estimates used in bulk obligations (e.g. Travel)

· “Trust but Verify” submissions to the auditors via improved process controls and quality reviews.

Please see meeting brief for additional information.
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	· Mrs. Commons asked if anyone from DLA or DCMA was present, and when there was no response, she expressed the desire to invite these individuals in the future.  Mr. Taitano stated that the next scheduled meeting is in July, and that the Audit Committee or smaller working groups will meet on issues as necessary.  He added that the agenda would include an update on the two planned FY2010 assertions -- Travel and Existence & Completeness.  
· Mrs. Commons thanked everyone for their hard work and lessons learned, and she stressed that any suggestions and ideas are welcome and should be brought up, as that is the purpose of the Audit Committee.  Mrs. Commons adjourned the meeting.



7. Actions

	#
	Details
	Responsible

	1

2

3

4
	Distribute meeting notes to committee members
Invite DLA & DCMA to subsequent meetings
Ms. Smith to report to Ms. Commons on reconciliation status

Present control status at next Audit Committee
	DASN(FMO)

DASN(FMO)

Ms. Smith

DASN(FMO)


8. Next Meeting

	Date
	TBD July
	Time and Location
	TBD
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