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Audit Committee Newsletter

Fourth Quarter 2009
Audit Strategy: Shift to SBR Focus
The Under Secretary of Defense (Comptroller) defined the priorities for DoD audit readiness in the 11 August “Priorities” memo.  The memo articulated that the primary audit readiness focus will be placed on the Statement of Budgetary Resources (SBR) with a secondary focus placed upon Existence and Completeness of assets.  DON has responded with an initial draft SBR Financial Improvement Plan (FIP) and will provide a final plan to OUSD(C)’s Financial Improvement and Audit Readiness (FIAR) directorate by 31 October.  Additionally, DON will deliver the finalized Existence and Completeness plan to FIAR by 15 December 2009.  This shifting focus coincides well with the priorities established by Congress in the National Defense Authorization Act (NDAA) for FY10 requiring DoD to achieve an unqualified audit opinion by FY17.  Copies of the DON SBR and Existence and Completeness plans will be made available on the ASN (FM&C) website (http://www.finance.hq.navy.mil) when finalized.
Upcoming FIP Conference
The Department of the Navy (DON) Office of Financial Operations (FMO) will host the DON Financial Improvement Program (FIP) Conference on January 5th-7th, at the Washington Navy Yard, Admiral Gooding Center.  The Conference will be directed at Major Command senior managers including the Comptroller.  The theme of the Conference, “Driving Toward Auditability”, reinforces the Department’s focus on achieving an audit opinion.  Anticipated keynote speakers include Vice Chief of Naval Operations Admiral Jonathan Greenert, Assistant Deputy Commandant, Programs and Resources Department Mr. Charles Cook, Under Secretary of Defense (Comptroller) Mr. Robert Hale, and the Assistant Secretary of the Navy (FM&C) Nominee Ms. Gladys Commons.
Internal Controls Over Financial Reporting (ICOFR): 2009 results, 2010 goals

When the Office of Management and Budget (OMB) re-issued Circular A-123 in late 2004, its new Appendix A underscored the concept that Internal Controls Over Financial Reporting (ICOFR) are to be monitored and tested over continuous testing cycles. In line with these objectives, DON reported the status of its ICOFR weaknesses and accomplishments in the FY 2009 Statement of Assurance (SOA), submitted on 1 September.  

For FY 2009, the DON reported no new ICOFR material weaknesses, and for the first time, provided a qualified Statement of Assurance for both the DON General Fund and the Navy Working Capital Fund (NWCF).  As the DON enters a new year of Appendix A reporting, it will strive for improvement in focus areas associated with the SBR and the Balance Sheet, as well as continue to grow command ownership and accountability.

In FY10, DON will continue to improve upon its capacity to test and report on internal controls.  This will include cyclical testing efforts at the Command-level, as well as a centralized, Department-level, program for testing key controls across the enterprise. This approach will improve Management’s ability to assess DON’s ICOFR and will provide input to the Secretary of the Navy for the Statement of Assurance, as well as certification of the Department’s quarterly and annual financial statements.  Although the DON’s approach to ICOFR testing is still taking shape, we are excited about the impact of the improved control environment on financial data in FY10.
USMC Preparing for SBR Audit

There is no doubt that DON’s Audit Readiness efforts are gathering momentum.  The Marine Corps has set the pace in audit readiness, serving as a lead example for DON and DoD. Although achieving a state of audit readiness proved to be a formidable challenge (even for the Marines!), the USMC has met its goals and is moving towards an independent audit of the SBR in FY10.
DoDIG will perform the audit, with Independent Public Account, Grant Thornton, LLP, providing support.  The preliminary Audit Timeline has been developed and the Entrance Conference has occurred with attendees including the USD(C) and the Assistant Commandant of the Marine Corps General James F. Amos.  The audit process will require cooperation among USMC and service providers while also serving to answer long-standing questions related to certain GAAP or FMR related policy issues.  The DON Audit Committee will play a critical role in the coming months as USMC continues its pursuit of an audit opinion.  
The USMC SBR Audit will not only serve as an example to other DON organizations that audit readiness is attainable, but will be a critical knowledge-gaining opportunity for all of DoD.  The USMC experience will provide invaluable insight into the financial audit requirements that must be met to receive an audit opinion, but also to the everyday processes, relationships, and communication channels that are necessary to facilitate an audit.  The knowledge gained will lay the groundwork and facilitate the audit readiness progress for DON, and all of DoD.  For this, the USMC deserves a hearty BRAVO ZULU!
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Next Audit Committee Meeting:  TBD January 2010, 1300 – 1400, Pentagon Room 4C355
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