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Message from the Under Secretary of Defense (Comptroller)/
Chief Financial Officer

This year marks a turning point for the Department of Defense (DoD). In January 2015,
independent public accounting firms began auditing the Military Departments’ General
Fund Schedules of Budgetary Activity (SBAs) for their fiscal year (FY) 2015
appropriations. Although a number of organizations and some of the Department's
largest funds have already been sustaining full financial statement audit opinions,
moving the Military Departments and many of the components into an annual audit
routine represents a major cultural change for the Department.

No one feels the impact of this shift more than the over 53,000 members of the financial
management workforce. Our financial management workforce must be prepared to
work with auditors and respond to their requests, while also completing extensive and
challenging audit readiness work for the remaining statements. Additionally, as we add
increased emphasis on the correct financial account treatment of business transactions
to our current budgetary focus, the workforces in our business areas will become more involved. Personnel in areas
such as acquisition, human resources, logistics, maintenance, and facilities management are being called upon to
strengthen their internal controls, processes, and systems while also supporting the warfighter.

Currently, the Department has nearly 90 percent of its General Fund FY 2015 budgetary resources under audit. The
remaining budgetary resources are being readied for audit. With the audits of current year appropriations underway,
our focus has expanded to include the Working Capital Funds and remaining financial statements. Many financial
management issues that cut across the Department remain—future milestones critical to audit readiness will be a
challenge for all components to meet. Regardless of these challenges and the amount of audit readiness work to be
completed, I remain confident that with sustained emphasis and commitment from DoD leaders, the DoD workforce,
and Congress, we will continue making progress toward our goals.

loos b W Coal
Michael McCord

Under Secretary of Defense (Comptroller)/
Chief Financial Officer
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The FIAR Plan Status Report was prepared in accordance with section
1003 of the National Defense Authorization Act (NDAA) for Fiscal Year
(FY) 2010, as amended. The Report addresses issues impeding the
reliability of the Department of Defense financial statements.

Preparation of this Report cost the Department of Defense an
approximate total of $164,560.00
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Executive Summary

The Honorable Ashton Carter was sworn in as Secretary of the
Department of Defense (DoD) in February 2015. Secretary Carter
previously served as Deputy Secretary of Defense from 2011 to 2013
and as Under Secretary of Defense for Acquisition, Technology, and
Logistics (USD(AT&L)) from 2009 to 2011. His commitment to
having auditable financial statements has been constant, and as
Secretary, he has renewed that commitment. He, Deputy Secretary
Robert Work, Michael McCord, USD(Comptroller) and Chief
Financial Officer (USD(C)/CFO), and other leaders have continually
stressed accountability, sound business and financial management,
and audit readiness as a DoD priority and an all-hands responsibility.

Since the November 2014 Financial Improvement and Audit
Readiness (FIAR) Report, the Department has moved from focusing
strictly on audit readiness to also being under audit. In December

Defense Secretary Ash Carter hosts an all-call meeting at the Pentagon,
Feb. 19, 2015, to inform Defense Department personnel about his priorities as
he takes office. (DoD photo by U.S. Air Force Master Sgt. Adrian Cadiz)

2014, the Department awarded contracts to three independent public
accounting (IPA) firms. With the DoD Office of the Inspector
General (DoD OIG) providing oversight, the IPAs began audits of
the Military Departments’ General Fund Schedules of Budgetary
Activity (SBAs) reporting fiscal year (FY) 2015 appropriations.
Additionally, the budgetary activities of most of the other Defense
organizations (ODO) are under SBA examinations or completing
mock audits.

Moving from audit readiness into audit is a tremendous
accomplishment for the Department. Going under audit will
highlight remaining deficiencies through an auditor’s lens so that
corrective actions can be implemented and full audit readiness
achieved by FY 2018. Going under audit also means an important
culture change is underway, requiring both military and civilian
personnel across the Department to learn and understand the business
of being audited.

Just over two years remain before the deadline of September 30,
2017, for auditable financial statements. Audit readiness activity is
intensifying and focusing on the remaining financial statements. The
Department has expanded its audit readiness priorities from
budgetary data reported on the Statement of Budgetary Resources
(SBR) to all financial transactions reported on the Balance Sheet,
Statement of Net Cost, and Statement of Changes in Net Position.
The focus of current FIAR activity includes:

e Valuing and accurately reporting over $2.2 trillion in assets
e Reporting over $2.4 trillion in liabilities

e Preparing full financial statements for audit

PROGRESS

Achieving audit ready financial information for the DoD
Consolidated Financial Statements by September 30, 2017, is the
goal of every Component. To date, six ODOs have received
unmodified opinions on their FY 2014 financial statements, and one

Executive Summary ES-1
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ODO has received a modified opinion. These Components will
continue to prepare stand-alone, audited financial statements.

Figure ES-1 lists the Components that have already achieved the
goal of preparing auditable financial statements and received positive
audit opinions on their FY 2014 financial statements and prior years.

Figure ES-1. Financial Statement Audit Opinions

FY 2014 Unmodified Audit Opinions

U. S. Army Corps of Engineers — Civil Works

Defense Commissary Agency

Defense Contract Audit Agency

Defense Finance and Accounting Service

Defense Health Agency — Contract Resource Management

Military Retirement Fund

FY 2014 Modified Audit Opinions

Medicare-Eligible Retiree Health Care Fund

Statement of Budgetary Resources

Although the Department did not achieve the September 30, 2014,
SBR deadline, progress was made in how the Department manages
and reports budgetary resources. The Department’s approach to SBR
audit readiness starts with audits of each Military Department’s
FY 2015 General Fund SBA and expands subsequent year audits to
include all open appropriations and associated budgetary activities.
Successful SBA audits will demonstrate the Department is
effectively implementing improvements, allowing for materially
complete and accurate reporting of current-year activity (including
the receipt and execution of budgetary funding).

This approach follows the Marine Corps’ SBR strategy. Recently,
the DoD OIG rescinded its opinion on the Marine Corps’ FY 2012
SBA due to newly discovered findings that provided enough

uncertainty that additional audit work is required. The Marine Corps
is working to resolve the audit findings and is planning for an
expanded scope SBA audit in FY 2016. The Department remains
committed to the Marine Corps’ incremental approach to achieving
audit readiness on the SBR.

FY 2015 SBA Audits

In the last quarter of FY 2014, each Military Department asserted
audit readiness on their General Fund SBA and prepared for audits of
their FY 2015 General Fund appropriations. The General Fund SBAS
include financial transactions directly related to appropriations
received in FY 2015 and do not include financial transactions for
appropriations received in prior fiscal years.

In December 2014, the Department awarded contracts to three IPA
firms to audit the respective FY 2015 General Fund SBAs of the
Department of the Army, the Navy, and the Department of the Air
Force. The Army, Navy, and Air Force audits began in January 2015
with entrance conferences, and the SBA audits are now well
underway. The DoD OIG approved each audit plan, and IPA auditors
are making site visits and familiarizing themselves with the business
and financial operations of the Component they are auditing. The
three audits are expected to continue through FY 2015 and conclude
by the end of the calendar year.

Unmodified SBA audit opinions are not expected in the initial years.
However, proceeding with audits helps the Department uncover
remaining challenges and exercises the Department’s audit support
infrastructure. Proceeding with audits now also follows the example
of the Department of Homeland Security and is consistent with the
feedback received from some members of Congress.

Other Defense Organizations Audit Readiness Assertions

In June 2014, the ODOs asserted audit readiness of the applicable
SBR assessable units, such as Civilian Pay and Contract Pay, or of
specific SBR line items, such as Obligations. Five of the ODOs
completed mock audits in March 2015, and those organizations are
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now working to correct auditor-identified deficiencies. An additional
eight ODOs began FY 2015 SBA examinations in April. The
Department is planning to begin full financial statement audits and
examinations for most of the material ODOs in FY 2016.

Figure ES-2. General Funds Under Audit in FY 2015

ODOs (TI-97)
$137.57B (14.4%)
Full Financial Statements

ODOs (T1-97)
$96.23B (10.0%)

< \GF) Under A“dit

—

General Fund SBA Audits, Examinations, and Mock
Audits

Nearly 90 percent of the total DoD General Fund appropriations are
under audit. The remainder of General Fund appropriations not
currently under audit are undergoing examinations or audit readiness
activities. Figure ES-2 identifies the Components under audit in
FY 2015 and their percent of the total DoD General Funds (based on
FY 2014 total).

-

1,

n /:,, Military Retirement
Fund (TI-97)
$55.45B (5.8%)
Full Financial
Statements

U.S. Army Corps
of Engineers-
Civil Works (T1-96)

Air Force (TI-57)
$188.51B (19.7%) 7

GF (SBA) 7 $28.73B (3.0%)
Full Financial
/7 Statements
/7
P 7’

Marine Corps (TI-17)

$28.17B (2.9%) N - -
GF (SBR) -

Based on FY 2014 Total Budgetary Resources.
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Full Financial Statements

The audit of the DoD full financial statements in FY 2018 will likely
be the largest consolidated financial statement audit ever undertaken.
A considerable amount of work is ensuring the Department’s
approach and strategy is achievable.

FIAR Guidance

From September 2014 through March 2015, significant time and
effort by the senior leaders of the OUSD(C) and the DoD
Components was devoted to establishing an effective strategy for
achieving full financial statement audit readiness. The updated FIAR
Guidance issued in April 2015 provides specific tasks, work
products, deliverables, and milestones for achieving and validating
audit readiness of the General Fund and Working Capital Fund full
financial statements.

The updated FIAR Guidance addresses each critical line item of the
remaining financial statements and defines the critical path to
achieving full audit readiness. In addition, it provides the target
timeline for Military Department and ODO audit readiness
validations. These validations are crucial to full audit readiness and
help the Department to:

e Ensure corrective actions were completed
e Identify remaining process and system control weaknesses

e Exercise the Department’s audit support infrastructure

Critical Path to Audit

The OUSD(C) identified milestones that are critical to achieving the
audit readiness deadline. Significant effort and management
oversight is needed to ensure these critical path milestones are
completed or remediated timely. Senior leaders from the OUSD(C)
and Military Departments met numerous times and devoted many
hours to establishing and committing to the critical path requirements

and due dates. The Department has already begun tracking the status
and completion of these milestones and related tasks during FIAR
Governance Board and FIAR Committee meetings. Working groups
have also been formed to address enterprise-wide issues related to
the critical path milestone tasks. Critical path milestones include:

e Universe of Transactions

¢ Fund Balance with Treasury

e Journal Vouchers

e Open Obligations

e Existence, Completeness, and Rights and Obligations of Assets
e Valuation of Assets

e Environmental Liabilities

Figures ES-3 — ES-8 identify the critical path requirements and the
Military Departments’ planned completion dates. An explanation of
each critical path milestone follows the figures. Each figure also
includes the Military Departments’ planned dates for completing all
corrective actions identified during validation and the planned dates
when full financial statement audits will begin.

Executive Summary ES-4
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ES-3. Army General Fund Audit Readiness Critical Path Milestones (v = Completed)

Army - General Fund

Implementation/
Remediation

Develop Plan

Validation

e Complete

Statement of Budgetary Resources 06/2015 SBA Audits (FY 2015 — FY 2017)
Universe of Transactions

Balance Sheet 06/2015 03/2017 09/2017
Fund Balance with Treasury 06/2015 03/2016 09/2016
Journal Vouchers 06/2015 09/2017 09/2017*
Open Obligations v 09/2017 09/2017*

Real Property (including Construction in Progress) v v 06/2015
Existence, Completeness, and General Equipment (including Military Equipment) v v v
Rights and Obligations of Assets | |nternal Use Software 06/2015 09/2016 03/2017

Inventory and Operating Materials and Supplies v v 06/2015

Real Property (including Construction in Progress) 06/2015 09/2016 03/2017

General Equipment (including Military Equipment) 06/2015 03/2017 09/2017
Valuation of Assets

Internal Use Software 06/2015 09/2016 03/2017

Inventory and Operating Materials and Supplies 06/2015 03/2017 09/2017

DERP 06/2015 09/2015 03/2016
Environmental Liabilities

Non-DERP 06/2015 12/2016 04/2017

* The Army will conduct internal reviews of audit readiness work products to validate corrective actions have been implemented and deficiencies remediated.

Financial Statements

Post-Validation Corrective

Actions Complete

Audit Start

Statement of Budgetary Resources 09/2017 10/2017
Balance Sheet 06/2017 10/2017
Executive Summary ES-5 May 2015
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ES-4. Army Working Capital Fund Audit Readiness Critical Path Milestones (v = Completed)

Implementation/

Army — Working Capital Fund Develop Plan Remediation Validation
Complete
Complete
Universe of Transactions 06/2015 09/2015 06/2016
Fund Balance with Treasury 06/2015 09/2015 06/2016
Journal Vouchers 06/2015 09/2015 06/2016
Open Obligations 06/2015 09/2015 06/2016
Real Property (including Construction in Progress) 06/2015 09/2015 06/2016
Existence, Completeness, and General Equipment (including Military Equipment) 06/2015 09/2015 06/2016
Rights and Obligations of Assets | |nternal Use Software 06/2015 09/2015 06/2016
Inventory and Operating Materials and Supplies 06/2015 09/2015 06/2016
Real Property (including Construction in Progress) 06/2015 09/2015 06/2016
General Equipment (including Military Equipment) 06/2015 09/2015 06/2016
Valuation of Assets
Internal Use Software 06/2015 09/2015 06/2016
Inventory and Operating Materials and Supplies 06/2015 09/2015 06/2016
DERP N/A N/A N./A
Environmental Liabilities
Non-DERP N/A N/A N/A

Post-Validation Corrective

Financial Statements . Audit Start
Actions Complete

Statement of Budgetary Resources 06/2016 10/2016

Balance Sheet 06/2016 10/2016
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ES-5. Navy General Fund Audit Readiness Critical Path Milestones (v = Completed)

Implementation/

Navy — General Fund Develop Plan Remediation Validation
Complete*
Complete

Statement of Budgetary Resources v 09/2015 03/2016**
Universe of Transactions

Balance Sheet v 09/2015 03/2017
Fund Balance with Treasury 09/2015 09/2016 03/2017
Journal Vouchers v 09/2016 03/2017
Open Obligations 12/2015 01/2016 03/2016

Real Property (including Construction in Progress) v 12/2015 03/2017
Existence, Completeness, and General Equipment (including Military Equipment) v 06/2015 03/2017
Rights and Obligations of Assets | |nternal Use Software 09/2015 09/2016 03/2017

Inventory and Operating Materials and Supplies v 12/2015 03/2017

Real Property (including Construction in Progress) 06/2015 03/2017 03/2017

General Equipment (including Military Equipment) 06/2015 03/2017 03/2017
Valuation of Assets

Internal Use Software 06/2015 03/2017 03/2017

Inventory and Operating Materials and Supplies 06/2015 03/2017 03/2017
Environmental Liabilities (DERP and Non-DERP) 08/2015 03/2017 03/2017

* The Navy will conduct concurrent internal reviews of audit readiness work products to validate audit readiness.
** The Navy plans to build beginning balances incrementally starting with the FY 2015 SBA audit and continuing each year until beginning balances are substantiated.

Post-Validation Corrective

Financial Statements . Audit Start
Actions Complete

Statement of Budgetary Resources 03/2017 10/2017

Balance Sheet 03/2017 10/2017
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ES-6. Navy Working Capital Fund Audit Readiness Critical Path Milestones (v' = Completed)

Implementation/

Navy — Working Capital Fund Develop Plan Remediation (\:/::]:dpa;:i::l
Complete
Universe of Transactions v 09/2015 03/2017
Fund Balance with Treasury 10/2015 03/2017 03/2017
Journal Vouchers 07/2015 03/2017 03/2017
Open Obligations 01/2016 03/2017 03/2017
Real Property (including Construction in Progress) v 12/2015 03/2017
Existence, Completeness, and General Equipment (including Military Equipment) v 06/2015 03/2017
Rights and Obligations of Assets | |nternal Use Software 09/2015 09/2016 03/2017
Inventory and Operating Materials and Supplies v 12/2015 03/2017
Real Property (including Construction in Progress) 06/2015 03/2017 03/2017
General Equipment (including Military Equipment) 06/2015 03/2017 03/2017
Valuation of Assets
Internal Use Software 06/2015 03/2017 03/2017
Inventory and Operating Materials and Supplies 06/2015 03/2017 03/2017
Environmental Liabilities (DERP and Non-DERP) 08/2015 03/2017 03/2017

* The Navy will conduct concurrent internal reviews of audit readiness work products to validate audit readiness.

Post-Validation Corrective

Financial Statements . Audit Start
Actions Complete

Statement of Budgetary Resources 03/2017 10/2017

Balance Sheet 03/2017 10/2017

Executive Summary ES-8 May 2015
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ES-7. Air Force General Fund Audit Readiness Critical Path Milestones (v' = Completed)

Implementation/ Validation

Complete

Air Force — General Fund Develop Plan Remediation
Complete

Statement of Budgetary Resources v 05/2016 06/2017*
Universe of Transactions

Balance Sheet v 03/2017 06/2017*
Fund Balance with Treasury v v v
Journal Vouchers v 03/2017 06/2017
Open Obligations v 06/2016 03/2017

Real Property (including Construction in Progress) 4 09/2015 03/2017
Existence, Completeness, and General Equipment (including Military Equipment) 4 06/2016 03/2017*
Rights and Obligations of Assets | |nternal Use Software v 06/2016 03/2017*

Inventory and Operating Materials and Supplies v 06/2016 03/2017*

Real Property (including Construction in Progress) v 03/2017 06/2017*

General Equipment (including Military Equipment) 4 03/2017 06/2017*
Valuation of Assets

Internal Use Software v 03/2017 06/2017*

Inventory and Operating Materials and Supplies v 03/2017 06/2017*
Environmental Liabilities (DERP and Non-DERP) 4 03/2017 06/2017*

* The Air Force will conduct internal reviews of audit readiness work products to validate corrective actions have been implemented and deficiencies remediated.

Post-Validation Corrective

Financial Statements . Audit Start
Actions Complete

Statement of Budgetary Resources 06/2017 10/2017

Balance Sheet 09/2017 10/2017
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ES-8. Air Force Working Capital Fund Audit Readiness Critical Path Milestones (v = Completed)

Implementation/

Air Force — Working Capital Fund Develop Plan Remediation Validation
Complete
Complete

Statement of Budgetary Resources v 05/2016 06/2017*
Universe of Transactions

Balance Sheet v 03/2017 06/2017*
Fund Balance with Treasury 09/2015 09/2016 06/2017*
Journal Vouchers v 03/2017 06/2017*
Open Obligations 09/2015 06/2016 03/2017

Real Property (including Construction in Progress) 4 09/2015 03/2017
Existence, Completeness, and General Equipment (including Military Equipment) 4 06/2016 03/2017*
Rights and Obligations of Assets | |nternal Use Software v 06/2016 03/2017*

Inventory and Operating Materials and Supplies v 06/2016 03/2017

Real Property (including Construction in Progress) v 03/2017 06/2017*

General Equipment (including Military Equipment) 4 03/2017 06/2017*
Valuation of Assets

Internal Use Software v 03/2017 06/2017*

Inventory and Operating Materials and Supplies v 06/2016 03/2017
Environmental Liabilities (DERP and Non-DERP) 4 N/A N/A

* The Air Force will conduct internal reviews of audit readiness work products to validate corrective actions have been implemented and deficiencies remediated.

Post-Validation Corrective

Financial Statements . Audit Start
Actions Complete

Statement of Budgetary Resources 06/2017 10/2017

Balance Sheet 06/2017 10/2017

Executive Summary ES-10 May 2015
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The critical path milestones are defined as:
Universe of Transactions

Universe of transactions refers to the entirety of underlying,
individual, accounting transactions that support a financial statement
line item or balance. The ability to provide the universe of
transactions is critical as an audit cannot begin without it.

During an audit, the IPA selects samples of transactions summarized
in the financial statements to form an overall conclusion on the
accuracy of the financial statements. One of the early steps in an
audit involves the Component providing the auditors with a universe
of transactions that reconciles to the financial statements. This
universe must reconcile to subsidiary and feeder systems to
demonstrate completeness to the auditors. As a result, the ability to
provide to the auditors the universe of transactions is critical to
moving a financial statement audit into the testing phase.

Providing complete universes of transactions is especially
challenging for the Components because of the numerous accounting
systems used to initiate and record transactions as well as hundreds
of feeder systems where most transactions originate. To address this
challenge, the Department is creating several transaction
reconciliation tools, which will be used to collect and provide
auditors with universes of transactions. The auditors will then use
these universes to select samples for internal control and substantive
testing.

Fund Balance with Treasury

Fund Balance with Treasury (FBWT) is an asset line on the Balance
Sheet that represents the aggregate amount of funds in the
Department’s numerous accounts with Treasury that DoD is
authorized to spend. In simple terms, FBWT is similar to a personal
checking account balance that must be increased for deposits
(appropriations and collections) and decreased for expenditures. Due
to the size of the DoD budget and the enormous amount of funds
expended and collected, the number of accounting transactions that

must be reconciled between DoD accounts and Treasury is very large
and the task complex.

Further complicating reconciliations with Treasury are the
Department’s many nonintegrated accounting systems, incomplete
lines of accounting information, and timing of transactions. Because
of these complexities and other reconciliation challenges, the
Department has routinely made unsupported journal entries to adjust
DoD balances to match Treasury balances.

Interim and long-term solutions address this critical path milestone:

e Interim solutions include performing FBWT transaction-level
reconciliations, instituting processes for timely and accurately
recording financial events, and clearing differences between
DoD and Treasury.

e The long-term solution is standardizing FBWT end-to-end
processes by replacing multiple reporting and reconciliation
tools with a single, auditable enterprise-solution that aligns with
Treasury modernization initiatives.

Journal Vouchers

Journal vouchers are summary-level accounting adjustments made
when balances between systems cannot be reconciled. Often these
journal vouchers are unsupported, meaning they lack supporting
documentation to justify the adjustment or are not tied to specific
accounting transactions. While many adjustments are valid, having
too many journal vouchers may be an indicator of underlying
problems, such as weak internal controls.

For an auditor, journal vouchers are a red-flag for transactions not
being captured, reported, or summarized correctly. Auditors must
judge whether the errors that triggered the journal voucher are
isolated or systemic, leading them to select more transactions to test.
If the auditors cannot estimate the magnitude of the errors, they may
not be able to complete the audit or issue an opinion on the financial
statements.
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Open Obligations

Open obligations are undelivered and delivered orders for which
payment has not yet been made. Because SBA audits cover open
obligations against new appropriations, Components must verify that
open obligations for all active and expired appropriations are
supported before beginning SBR audits, and many hundreds of open
and expired appropriations must be reviewed. Components are using
their triannual review process to ensure open obligations can be
reconciled to the financial statements and appropriate documentation
is available to support the remaining balances.

Existence, Completeness, and Rights and Obligations of Assets

In August 2009, the Department established achieving existence and
completeness of mission-critical assets by June 30, 2016, as a
priority. When FIAR existence and completeness activity is
performed, rights and obligations are also validated since only those
assets to which a Component has the rights and obligations are to be
reported on the Component’s financial statements.

The Department’s extensive assets located worldwide make
completing existence, completeness, and rights and obligations audit
readiness challenging. Audit readiness ensures accurate information
exists and is essential to establishing the baseline of existing assets
each Component must value for Balance Sheet reporting.

Valuation of Assets

Valuation of General Property, Plant, and Equipment and of
Inventory and Related Property is critical. Each of these Balance
Sheet lines is material to the Department’s financial statements and
will require considerable time and resources to develop or validate
auditable amounts.

Many of the Department’s assets were acquired decades ago and
before there was a requirement to produce financial statements. As a
result, the acquisition (cost) documents required for supporting
valuation and audit are often no longer available. For these assets,
the Department must use alternative valuation methods.

The Department must also establish processes, controls, and systems
for capturing the cost of assets while under construction (e.g.,
buildings) and in production (e.g., weapon systems) that allows the
Components to capture the full cost of new assets. The acquisition
and installations communities must also modify existing policies,
processes, and systems to meet additional standards.

Environmental Liabilities

Significant challenges exist with Environmental Liabilities and time
is needed to implement processes, controls, and systems capable of
producing auditable liability cost estimates. Challenges include:

e ldentifying all environmental liability sites and reconciling them
with the accountable property systems of record

e Implementing methodologies to capture changes to detailed
environmental liability clean-up cost estimates

e Establishing requirements for procedures, controls, and
documentation when using cost estimation models

e Developing and supporting cost estimates for costs associated
with the decontamination and decommissioning of assets with
environmental and disposal liabilities

e Identifying and recording environmental liabilities for the
disposal of General Equipment hazardous materials

CHALLENGES TO AUDIT READINESS

The Department faces many difficult challenges to audit readiness.
Some of the challenges are more easily resolved than others, but
several will be very difficult and are critical to success, including:

o Integration of Service Providers
e Systems Audit Readiness
e Qualified Personnel

o Audit-Related Impediments
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Integration of Service Providers

A service provider is a DoD Component that performs a control or
business process on behalf of another Component. In order for a
customer Component to become audit ready, the service provider
must be audit ready. The Components rely heavily on service
providers to perform essential services, such as accounting and
finance, military and civilian pay, and contract management.

The roles and responsibilities of the service providers are embedded
in the end-to-end financial and business processes of their customers.
During financial statement audits, the auditors trace financial
transactions from their point of origin to the balances reported on
financial statements, thus all processes, systems and controls
material to the financial statements may be subject to audit. Some of
these processes and systems are owned and operated by service
providers such as Defense Finance and Accounting Service (DFAS),
Defense Contract Management Agency (DCMA), and Defense
Civilian Personnel Advisory Service (DCPAS).

The FIAR Guidance specifically addresses service providers, and the
OUSD(C) routinely conducts a service provider working group
involving the Component customers. Service providers supporting
two of more customers should have Statement in Standards for
Attestation Engagements (SSAE) No. 16 examinations performed by
IPAs to validate audit readiness. Integrating service provider audit
readiness activity with their Component customers’ audit readiness
activities is complex and will continue to be challenging until DoD
audit readiness is fully achieved.

Systems Audit Readiness

To achieve and sustain an audit ready systems environment, the
Department must evaluate and remediate controls for hundreds of
information technology (IT) systems that materially affect the
financial statements. Systems material to audit readiness include
Enterprise Resource Planning (ERP) systems, custom built legacy
systems, financial systems, and non-financial feeder systems.

Systems also vary widely in technology and function. Financial
systems include budget, accounting, and finance systems, as well as
business feeder systems, such as personnel, logistics, and property
systems, where most financial transactions originate. Although some
systems are being replaced, many will still be in use after FY 2017,
when the Department is required to produce auditable financial
statements. While the Department continues to make progress in
addressing IT system audit readiness, a number of challenges remain.

Dependency on Legacy Systems

Most legacy systems were originally designed to address operational
or mission requirements. Additionally, many were built prior to the
Federal Financial Management Improvement Act (FFMIA) of 1996
(Public Law 104-208), which requires financial systems to comply
with the U.S. Standard General Ledger (USSGL) and Treasury
Financial Manual. As a result, these systems were not designed to
meet federal standards for financial systems. Data from these
systems are difficult to reconcile to financial systems, and the
systems may not include automated business control capabilities
available in more modern systems. The Department will continue to
look for opportunities to expedite retirement of systems while
building compensating manual controls around the legacy
environment.

Dependency on Service Provider Systems

The Components rarely control transactions from the point of a
transaction being initiated to the point of it being reported on their
financial statements. Furthermore, the Components do not own and
operate all of the IT systems used to process their transactions. To
process and record contract pay, for example, the Components
depend on over a dozen systems owned and operated by service
providers. This level of interdependency increases the complexity of
identifying the systems affecting audit readiness and defining critical
roles and responsibilities.

The migration to more modern systems, including ERPs, will
ultimately yield many audit readiness and operational benefits.
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However, transitioning to these new systems while supporting audit
readiness and audits, is time consuming and difficult. The
Department is making changes to legacy systems at multiple points
to support audit readiness and at the same time trying to deploy new
systems over many years and at locations worldwide.

Qualified Personnel

Attracting and retaining qualified personnel to help the Department
achieve audit readiness and sustain an audit ready state has been an
on-going challenge. Efforts such as the Financial Management
Certification Program have helped give existing personnel the skills
they need to improve controls and prepare for audit. Contractors with
specialized skills have helped fill in gaps in knowledge.
Additionally, as the Military Departments and ODOs move into
audits and examinations, the availability of experienced personnel to
support the audits is becoming a challenge. Additional personnel
with different skillsets are needed to support and respond to the
auditors. The Department’s financial managers and personnel need to
know how to work in an audit environment, and how to manage and
respond to auditor requests.

The same individuals that have been performing audit readiness are
now also supporting and responding to auditor requests, and the need
for staff to support both audit readiness and audits exceeds the hiring
authority. Exacerbating the problem is the IPAs are competing to
hire people with the same skillsets. As the number of audits grows,
the need for specialized resources also grows.

These personnel problems and concerns also convey to the DoD
OIG. The DoD OIG must have adequate qualified personnel to
oversee the IPA-conducted SBA and financial statement audits.
A related issue involves the availability of qualified and independent
IPAs. The sheer size of the DoD enterprise makes sustaining a viable
and competitive private sector audit capacity challenging.

Audit-Related Impediments

The SBA audits have highlighted the unique challenges of some
business processes, which the Department is working to resolve. For
example, when disbursing and collection transactions do not meet
the necessary data requirement to be recorded properly in the
accounting system, those transactions are rerouted to a holding or
suspense account. Each transaction remains in the suspense account
until it is researched and posted. In order to properly clear the
transaction, the process and controls around the suspense account
must to be strengthened and clearly documented.

Suballotments also present challenges. Suballotments are funds that
one entity gives to another entity for execution. Sometimes the funds
are passed through to additional entities, creating multiple layers of
suballotments. When the entity that originally owned the funds goes
under audit, auditors must trace the suballment across all entities.
The processes and controls of the entity or entities that received the
suballotment must also meet audit standards. These additional
dependencies and complexities expand the scope of the audit. The
Department is working to reduce the number of suballotments and,
where possible, replace them with reimbursable agreements.

Finally, sensitive activities also pose a challenge for the Department
during audit. A standard framework and process for the appropriate
handling of classified and unclassified documents and data during
audit is essential. The Military Departments, the DoD OIG, and
representatives of organizations with oversight of classified activities
developed and are implementing a plan to mitigate this challenge.
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AUDIT READINESS RESOURCES

Despite all of the challenges, substantial resources have been
programmed to support achieving auditable financial statements. The
Department will continue to refine resource requirements as
remaining audit readiness activities are completed and audits
continue. The FIAR activities funded by the amounts in Figure ES-9
include:

Audit Readiness, Validations, and Audits resources provide for:

e Completing evaluation, discovery, and corrective actions of the
Components and their service providers (e.g., DFAS)

e Testing or verifying audit readiness after completing corrective
actions and preparing management assertions

Figure ES-9. DoD Audit Readiness Resources (DoIIars in Millions)

e Supporting IPA audit readiness validations and financial
statement audits

Financial Systems resources provide for:

o Designing, developing, and deploying audit-ready compliant
systems as well as cost-effective changes to legacy systems that
will be part of the systems environment

e Converting and validating data, implementing and testing
controls, and documenting systems and processes

Because ERPs are being deployed to modernize functional as well as
financial processes, ERP system deployment costs are not included
Figure ES-9. ERP costs are reported in Section VII.

FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019

Audit Readiness, Validations, and Audits

Financial Systems 53 60 62 54 44 42
Total Resources 640 679 635 571 562 566
Executive Summary ES-15 May 2015
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|. Enterprise-Wide Initiatives

In addition to aggressively working to achieve audit readiness, the
Department has three enterprise-wide initiatives underway that
improve the financial management workforce professional
development, management of financial resources, and information in
the end-to-end processes. Enterprise-wide financial improvement
initiatives include:

e Financial Management Certification Program
o Cost Management

e Standard Financial Information Structure

Many of the remaining audit readiness challenges cut across the
Components and require DoD-wide changes to policies, procedures,
and regulations. To address these challenges, the OUSD(C) is
leading enterprise-wide initiatives that will assist the Military
Departments and ODOs in achieving the September 30, 2017, audit
readiness deadline. Enterprise-wide audit readiness initiatives
include:

e Funds Distribution of Defense-wide Appropriations

¢ Fund Balance with Treasury and Cash Accountability
e Balance Sheet Working Groups

e Service Provider Integration

e Sharing Lessons Learned and Solutions from Audits
e Transportation of Things

¢ Intragovernmental Transactions

FINANCIAL IMPROVEMENT INITIATIVES

Financial Management Certification Program

The DoD Financial Management (FM) Certification Program
provides an overarching framework for professional development in
the financial management career field. The program emphasizes
training and development in areas such as audit readiness, fiscal law,
ethics, decision support, and leadership development. As of March
2015, 98 percent of the active component and 97 percent of the
reserve component were enrolled. In addition, there have been over
94,000 completions of OUSD(C) developed web-based training
courses, and over 2,500 personnel have obtained certification.

The certification program is course-based, rather than test-based,
with course hour requirements aligned to FM and leadership
competencies. FM workforce members must achieve certification
within two years of being assigned to an FM position. After meeting
initial ~ certification requirements, FM personnel must meet
continuing education and training requirements every two years.

Three levels of certification outline training requirements in
technical and leadership competencies. The DoD FM Learning
Management System helps the workforce track progress against
certification requirements. This tool enables supervisors and
certification authorities to track and approve certifications and helps
them identify where additional training is needed and plan for future
training requirements.

Cost Management

Cost management refers to the management of information used for
budgeting, estimating, forecasting, and monitoring costs. The offices
of the USD(C) and the Deputy Chief Management Officer are jointly
developing a management accounting capability that will improve
the Department’s ability to predict expenditures, execute budgets,
and maximize resources. In today's resource-competitive
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environment, the ability to reduce costs and manage costs more
strategically is critical.

A number of initiatives are underway to improve the fidelity of data
and improve cost management. Initiatives include developing a
unifying framework for consistent management information,
application of cost standards, and improved cost identification and
reporting at the enterprise-level. Additionally, the Department is
working to improve the accuracy and timeliness of cost information,
increase cost visibility, and enable decision-makers to track costs
across systems.

To achieve an enterprise-wide solution, the Department must
develop a common set of data standards and overcome technical
challenges that make obtaining and managing very large volumes of
data difficult. The solution must also normalize data so that decision-
makers can make accurate cost comparisons. The Department
developed a high-level cost management framework. The framework
incorporates work done at the Component-level to improve cost
management and integrates existing standards for financial
information and accounting line data. Specific business lines,
product lines, and performing activities will array cost information
across the DoD enterprise.

Standard Financial Information Structure

The Standard Financial Information Structure (SFIS) is the
Department’s common financial business language. SFIS
standardizes data elements, business rules, and the transaction
posting logic used in DoD financial systems. Systems compliance
with SFIS, as well as with the DoD Standard Chart of Accounts
(SCOA) and USSGL ensures standard, consistent transaction
accounting across the Components facilitating reconciliations and
audit readiness.

In an effort to establish data standards between trading-partner
systems, the USD(C)/CFO and Deputy Chief Management Officer
directed the Components to implement a single standard line of
accounting (SLOA)/accounting classification to all applicable

transactions. Having the Components use a SLOA will improve
system interfaces and interoperability, and reduce the number of
interfaces. For the remaining interfaces, the SLOA data exchange
will improve controls and help financial managers and auditors trace
business transactions across multiple systems.

On July 14, 2014, the Deputy Chief Financial Officer issued
guidance for producing accurate and reliable Component trial
balances. The guidance directs the Components and service
providers to combine budgetary and proprietary general ledgers to a
self-balancing trial balance and conduct edits and validations (“tie-
points™) prior to reporting data. This guidance enforces the USSGL,
SCOA, standard data elements, and posting logic at the transaction
level.

Beginning in August 2014, the Joint Interoperability Test Command
(JITC) began independent verifications of the Department’s ERPs
and key financial systems to determine system compliance with SFIS
data element configuration, SCOA, USSGL posting logic, tie-points,
and SLOA/trading-partner interface interoperability standards.
Aligned with Federal Information System Controls Audit Manual
(FISCAM) general application and interface controls, the results of
JITC verification provides further insight into the audit readiness
status of DoD systems.

AUDIT READINESS INITIATIVES

Funds Distribution of Defense-Wide Appropriations

The Enterprise Funds Distribution (EFD) system, Phase 2, will give
the Department an audit ready system that allows funds distribution
of Defense-wide appropriations to be tracked to the final allotment
holder. The Program Budget and Accounting System (PBAS), which
is used for funds distribution today, does not record accounting
transactions at the level of detail needed for financial statement
audits.
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Accounting transactions from the time appropriations are received
through final distribution need to be identified and associated with
each transaction. Such transactions could include accounting for
continuing resolutions, transfers, or final rescissions. New
functionality in EFD will provide direct interfaces between EFD and
Component accounting systems, ensuring funds can be traced for
audit.

EFD Phase 1 is already in use for congressional reporting and data
calls. The OUSD(C) and DFAS are developing internal funds
distribution guidance. System testing has been completed. In
anticipation of EFD implementation, the OUSD(C) defined the
coding to be used for funds distribution and execution, and required
systems to use a single set of data defined in SFIS.

Cash Accountability and Traceability

The Department’s audit success is closely linked to cash traceability,
including proper management and accountability of all transactions
affecting FBWT. Unsupported journal vouchers and unresolved
FBWT differences between the Department and Treasury are
material and jeopardize achieving audit ready financial statements.

Although there have been many initiatives related to FBWT audit
readiness, there has not previously been a DoD program for
developing a standardized FBWT end-to-end business process. The
Deputy CFO established a Cash Accountability and Traceability
Work Group in FY 2014. The working group endorsed a shared
target end-state for cash accountability and reconciliations that
delivers a single, auditable enterprise-wide FBWT solution that
aligns with Department of Treasury modernization initiatives. The
working group will test the new end-to-end notional target during
third and fourth quarters FY 2015 with select DoD accounts.

Balance Sheet Working Groups

The OUSD(C) identified critical Balance Sheet line items that align
with the critical path milestones and require a concerted effort to
resolve long-standing issues. The valuation and reporting of General

Property, Plant, and Equipment is an example. To resolve these
issues, the OUSD(C), jointly with process owners (OUSD(AT&L)
and DoD Chief Information Officer (Cl0)), established DoD-wide
working groups.

The working groups comprise Component representatives and are
co-chaired by the OUSD(C) and the OSD office with functional
oversight. Five working groups were established:

e General Equipment Working Group

o Real Property Working Group

o Internal Use Software Working Group

o Inventory and Related Property Working Group

e Environmental and Disposal Liabilities Working Group

The goal of each working group is to identify audit readiness
impediments, solutions, and implementation guidance. If policies
require changes, the changes would be expeditiously made, or if a
change or clarification is required of federal accounting standards,
the Department would approach the Federal Accounting Standards
Advisory Board (FASAB) to discuss the issue.

The Department met with the FASAB executive director to discuss
the potential need to clarify or modify accounting standards. FASAB
was very receptive to assisting the Department, and the executive
director assigned a FASAB staff member to participate in specific
working group meetings.

The working groups have identified many issues and solutions. The
groups meet regularly and will continue to meet until they are no
longer needed. Figure I-1 provides example issues and solutions for
each working group.
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Figure I-1 Balance Sheet Working Groups

Working Group

Issues

Implementation Issue — Valuation of Existing Assets
(Baseline). The Department lacks an auditable
valuation methodology that can consistently be
deployed across all Components.

Solutions

Using SFFAS No. 35, the working group is developing an estimating
methodology that includes the use of budget and contract
documentation. The methodology will focus on identifying and
allocating costs to capitalized end items using contract and budget
data.

General Equipment

Policy Issue — Contracts Do Not Differentiate Capital
vs. Expense. Major Defense Acquisition Programs
include a significant percentage of General
Equipment values on the Balance Sheet. Current
program structures do not isolate capital costs or
associate them to specific end items.

Major Defense Acquisition Programs will require estimates to
value end items, but such estimates should be minimized to the
extent possible. This includes differentiating between capital and
expense costs and liquidating construction in progress amounts as
end items are delivered. New CLIN structures must be embedded
in future acquisition contracts to map capital costs to end items.

Real Property

Policy Issue - Unclear Financial Reporting
Responsibilities. The Department has struggled for
years to develop a GAAP-compliant real property
reporting policy that is also doable in a practical
sense. Preponderance of use, operational control,
and Title X have all been considered at various times.

The working group considered options from GAAP compliance,
audit risk, and operational perspectives. The pending solution
requires Components that have exclusive right to use of real
property assets to report them on their financial statements.

Implementation Issue — Valuation of Existing Real
Property Assets. Following Wave 3 (existence and
completeness) work, a significant amount of the
Department’s real property lacks documentation to
support historical costs.

Based on SFFAS No. 35 (Estimating the Cost of PP&E), a
methodology was developed to use deflated plant replacement
values for existing real property. The methodology uses
information already included in property systems and can be
quickly and consistently deployed across the Department.

Internal Use Software

Policy Issue — Terminology and Conceptual Gap
Between FM and CIO. Component FM and CIO
organizations interpret SFFAS No. 10 and DoD FMR
IUS definitions in a variety of ways. Further guidance
is needed for consistent application of the accounting
standard and financial reporting.

The working group is collecting areas that lack clarity. For example,
the SFFAS No. 10 IUS definition includes the term “operating
system programs,” which CIO and FM personnel understand
differently. This causes a disconnect in what IUS is reported. The
group is also working with FASAB to clarify future guidance.
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Working Group ‘

Internal Use Software (Cont.)

Issues

Implementation Issue — Lack of a Complete IUS
Universe. IUS is underreported in many Components
(e.g., Navy reports $5 million in IUS on its General
Fund Balance Sheet). To establish a baseline, a
methodology is needed to identify the complete
universe of IUS.

Solutions

A methodology is being developed to identify a complete IUS
universe by reviewing multiple software record repositories, such
as electronic discovery reports, APSRs, contracts, and budget
documents. Following the accumulation of a potential IUS
universe, functional and FM personnel will reduce the list to
potentially capital IUS. Lessons learned from the Components that
have completed this requirement are being considered.

Policy Issue — Valuing existing OM&S. Much of the
Department’s OM&S predates the requirement for
historical cost supporting documentation. As a result,
an initial moving average cost cannot be supported
without a lot of manual effort to estimate values.

The working group is working with FASAB to consider other
valuation options. One option under consideration is to establish a
baseline at latest acquisition cost and use moving average cost
going-forward.

Inventory and Related
Property

Implementation Issue — Defining the “end user” for
OMA&S. The Components have difficulty determining
whether the purchases or consumption method is
appropriate for OM&S. A big contributor to this
challenge is that there are no criteria defining OM&S
end users.

The working group is developing criteria to help evaluate whether
OMA&S stored in locations, such as on ships or field units, can be
expensed because they are in the hands of the end user or must
be valued and reported on the Balance Sheet.

Policy Issue — Required Support for Cost Models.
Cost models are used to estimate cost to complete.
However, a recent DLA audit highlighted the need for
additional clarification to determine how cost models
should be supported during an audit.

The working group is reviewing the Department’s cost models to
determine appropriate procedures for validating and documenting
cost data sources, table updates, and supporting documentation,
as well as responsibilities for supporting the audit.

Environmental and Disposal
Liabilities

Implementation Issues - E&DL Completeness
Challenge. Environmental liabilities can be associated
with DoD assets but can also exist outside fence lines
or even in locations where the Department has not
operated in many years.

The working group developed several approaches to establishing a
complete universe of E&DL. Establishing a complete universe may
require more than one approach, such as:

1. Reconciling to APSRs

2. Fence-to-fence surveys
3. Historical studies
4

Reconciling to other authoritative listings (e.g., EPA listings)
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Service Provider Integration

A service provider is a Component that performs a control or
business process on behalf of another Component. In order for a
customer Component to become audit ready, the service provider
must also be audit ready. The OUSD(C) conducts quarterly Service
Provider Working Group meetings between service provider and
Component representatives to discuss issues, deficiencies, and
solutions. Additionally, the FIAR Guidance includes specific
direction and requirements for service providers, including requiring
the service providers to:

e Perform SSAE No. 16 examinations of the processes, controls,
and systems they use to support their customers

e Address deficiencies identified in the examinations by
implementing corrective actions

Service provider representatives also participate in the FIAR
Governance Board and three FIAR committee meetings, giving them
the opportunity to participate in discussions on issues affecting them
and their customers, and ensuring they are up to date on FIAR
progress and plans.

Sharing Lessons Learned and Solutions from Audits

The Military Services” FY 2015 SBAs are under audit, eight other
Defense organizations’ FY 2015 SBAs are being individually
examined, and five mock audits were completed in March 2015.
Over the next two and one-half years, many more audits and
examinations of Component financial statements and financial
statement line items will be completed.

After completing an audit or examination, the auditors issue a Notice
of Findings and Recommendations (NFR) detailing deficiencies that
require corrective actions, and process, control, and system solutions.
The OUSD(C) is tracking the NFRs and Component corrective
actions and solutions to ensure they are properly and timely
remediated. In addition, the OUSD(C) is using the visibility of

auditor identified deficiencies to share lessons learned and solutions
across the Department, since deficiencies at one Component are
likely to be deficiencies at another Component.

To facilitate the process of monitoring the NFRs and sharing lessons
learned and solutions, the OUSD(C) developed the NFR Tracker.
The NFR Tracker includes:

o DoD OIG or IPA examinations for specific FIAR assessable
units (e.g., Military Equipment — Aircraft)

e Mock audits
e SSAE No. 16 examinations

e Audit findings by IPAs, Government Accountability Office
(GAO), DoD OIG, and the Military Departments’ audit services

The OUSD(C) is also reviewing the Components’ corrective action
plans and work products, and providing feedback. This helps ensure
the Components timely and properly resolve auditor identified
deficiencies and implement auditor recommendations, keeping the
Components on track to achieve audit readiness by the September
30, 2017, deadline.

Transportation of Things

A Transportation Financial Auditability (TFA) Working Group was
established in September 2013 to improve the auditability of the
Department’s transportation payment transactions by standardizing
procedures and recommending changes to guidance, systems
integration, and training. The group comprises transportation and
financial managers from the Military Services, Joint Chiefs of Staff,
U.S. Transportation Command, Defense Logistics Agency (DLA),
DFAS, and DCMA. The Deputy Assistant Secretary of Defense
(Transportation Policy) and the Director of Revolving Funds,
OUSD(C), oversee and guide this effort.

The working group is approaching transportation audit readiness
issues in two phases. During Phase 1, the working group published
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an obligation methodology based on FIAR requirements. The
methodology provided a baseline for Components to continue to
develop and refine corrective action plans in preparation for the
FY 2015 SBA audits.

Phase 2 focuses on longer-term business process improvements to
support auditability of three major transportation initiatives:

o Commercial Freight
e Organic Freight

e Personal Property

A dedicated working group was established for each initiative to
look at policy, process improvement, system integration, and billing,
and to identify best practices across the Department.

A direct result of the TFA Working Group was a recent decision to
migrate the Military Services and Components to a single shipper
system. A single shipper system establishes standard processes and
procedures for account code management, bill payments, and
supporting documentation, such as proof of delivery.

By FY 2018, the TFA Working Group expects to have standardized
commercial freight business rules codified in policy and a single
shipper system for the Military Services and Components. Using a
similar approach for commercial freight, the TFA Working Group is
also developing courses of actions for the other two major
transportation initiatives: Organic Freight and Personal Property.

Intragovernmental Transactions

One of the Department’s material weaknesses is the inability to
reconcile intragovernmental transactions (IGT) and balances. In
FY 2013, DoD IGT imbalances with civilian agencies exceeded
$10 billion. To manage DoD IGT buy and sell transactions, the
Department is partnering with the Department of Treasury to
implement the Treasury’s Invoice Processing Platform.

IGT Challenges

Intragovernmental transactions result when business is conducted
between two federal entities. Both entities must accurately record the
event so that the buying and selling documentation can be matched.
Imbalances occur when the federal entities are unable to account for
and reconcile differences. These differences in recording the buying
and selling of goods and services from one another often lack proper
documentation.

The Department identified six intragovernmental transaction
challenges:

e Proper documentation not available for audit

e Buyer and seller transactions and accounting out of balance and
not reconciled

e Proof of receipt and acceptance not always available

e Buyer and seller not in full agreement on terms and detail of
transactions

e Status of interagency agreements not clear, including remaining
period of performance, available funding, unfilled orders, and
paid orders

e Volume of transactions across multiple systems

Accomplishments and Progress

To address DoD-wide IGT issues, four working groups comprising
representatives from across the Department were formed:

e Strategy and Policy Working Group — Developing a single,
standard process for buying and selling that includes policies,
guidance, and IGT controls.

o Data Requirements and Standards Working Group — Defining
required system and data exchanges, standardizing data
elements, and mapping business rules and data validations in the
DoD Global Exchange.
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e Monitoring and Reporting Working Group — Reporting IGT
program status, generating required DoD financial reporting, and
defining reports and metrics needed for audit.

e Change Management Working Group - Managing
communication and training for new process and data standards.

During FY 2014, the Strategy and Policy Working Group
consolidated the laws, regulations, and policies for
intragovernmental transactions, including FIAR requirements and
financial reporting objectives. Using existing process standards in
DoD’s Business Enterprise Architecture, the group established a
single standard process for IGT activity. The Data Requirements and
Standards Working Group overlaid financial systems and identified
the accounting events to standardize the data elements.

During FY 2015, the Department is piloting buyer/seller activity in
the Invoice Processing Platform, with further implementation plans
for early adoption by specific Defense Agencies, followed by
broader implementation across the Department in FY 2016 and
FY 2017.
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Message from the Department of the Army
Under Secretary and Chief Management Officer

Financial improvement and audit readiness continue to be a top Army priority as we progress towards
meeting the 30 September 2017 milestone in our capability to produce fully auditable financial
statements. The Army is executing a sound plan in meeting audit readiness goals due in large part to the
hard work and effort of our leadership, Soldiers and Civilians. In December 2014, these efforts led to
the Army commencing the Fiscal Year 2015 Schedule of Budgetary Activity (SBA) audit. This significant
event marked the largest external validation of the Army’s financial activity to date with all fiscal year
2015 appropriations under independent audit. Additionally, in November 2014 the Department of
Defense Office of Inspector General issued a clean opinion on the existence and completeness of the
Army’s audit readiness assertion of general equipment and is currently working to complete
examinations on two additional asset classes to serve as key building blocks to achieve an auditable
balance sheet.

An Army enterprise audit is a challenging effort given the complexity and change management required. However, the Army is better
positioned to meet our future goals through leadership engagement and investments in Enterprise Resource Planning (ERP) systems.
Audit readiness is embedded in daily operations and reviewed by leadership on a regular basis to evaluate compliance and milestone
progression. In addition, the Army’s ERPs will yield an efficient and reliable enterprise-wide architecture to support the Army’s audit
goals.

The guiding principles of this important endeavor continue to be accountability, leadership and consistent governance. The Army has
made certain that both civilian and uniformed leaders are fully engaged in audit readiness to focus on achieving financial audit
objectives. The Army continues to enhance our professional financial management workforce through learning initiatives that have
trained more than 24,000 personnel. Our continued engagement with key stakeholders helps to confirm consistent and achievable
objectives are aligned with Department of Defense guidance.

All of the accomplishments to date are a direct result of the dedicated efforts by the entire Army and our commitment to audit
readiness. The potential of sequestration and budget uncertainty adds an additional unneeded risk to accomplishing our
goals. I am proud of the Army’s accomplishments and look forward to continuing to build momentum as we gxecute our
plan to achieve full auditability by 30 September 2017.

Brad'R. Carson
Under Secretary and Chief Management Officer
Department of the Army
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Il. Army Audit Readiness

The Army entered a new phase of its audit readiness program with
the start of the audit on the Schedule of Budgetary Activity. In
December 2014, a contract was awarded to an IPA to perform the
FY 2015 SBA audit. Over the next three years, the Army will
continue to support SBA audits and perform audit readiness activities
to meet FIAR milestones for the audit of the Army’s full financial
statements beginning in FY 2018.

The Army’s plan for the 2015 SBA audit and audit readiness
activities is based on a solid foundation and strategy. This strategy
includes using ERPs to standardize business processes across
functional areas thus enabling more effective implementation,
assessment, and corrective actions of internal controls. In addition,

TR AL i s

A U.S. Army UH-60 Black Hawk helicopter flies over Stryker armored vehicles in
Vilseck, Germany, as a part of Dragoon Ride April 1, 2015. (U.S. Army photo by
1st Lt. Henry Chan/Released)

the Army continues to make audit readiness a regular part of

everyday operations and validates progress through independent
examinations of audit readiness assertions for specific assessable
units.

The Army worked hard to instill the culture needed to achieve full
audit readiness. The Army established a “tone at the top” from senior
leadership that prioritizes audit readiness activities and holds leaders
accountable for attaining audit readiness. Activities include monthly
control and substantive testing, training to address knowledge gaps,
and the inclusion of audit readiness objectives in the annual
performance plans of members of the Senior Executive Service.

Progress Highlights Since the November 2014 FIAR
Report

Since the last FIAR report, the Army made significant progress in
several areas:

e In November 2014, the DoD OIG issued an unmodified opinion
on the existence and completeness of the Army’s General
Equipment assertion.

e In November 2014, the DoD OIG began existence and
completeness examinations of the Army’s audit ready assertions
for Real Property and Operating Material and Supplies (OM&S).
In support of these examinations, the Army responded to over
3,500 sample requests.

e In December 2014, a contract was awarded to KPMG LLC to
conduct an audit of the Army’s SBA for FY 2015 appropriations.
This is a tremendous accomplishment, and the funds under audit
represent most of the financial information reported in the
Statement of Budgetary Resources.

e The General Fund Enterprise Business System (GFEBS) is key
to the Army’s audit ready systems environment. The Army is
well on the way to addressing GFEBS deficiencies and has
completed 236 of 258 (91 percent) of the corrective actions
identified during a FY 2014 examination.
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Challenges to Audit Readiness by September 30, 2017

While the Army has made significant progress toward audit
readiness, challenges remain:

e The Army will have SBA audits over the next three years while
also supporting seven examinations and preparing for full
financial statement audit in FY 2018. Successfully supporting
these audits and examinations, which includes responding to
potentially hundreds of site visits and tens of thousands of
sample requests, will strain resources that are also responsible
for implementing audit readiness strategies. The Army’s plans
for audit readiness rely on having a measured approach through
FY 2017 to implement and execute audit readiness activities and
examinations.

e The Army has retired many legacy systems, however, it is still
relying on other legacy systems, such as Standard Financial
System (STANFINS), Standard Operation and Maintenance
Army Research and Development System (SOMARDS), and
Corps of Engineers Financial Management System (CEFMS) to
support business processes and operations. Successfully,
replacing these legacy systems is critical to audit readiness in
FY 2017.

e The Army must maintain strong relationships with its service
providers. The Army’s service providers operate essential
systems, perform business processes in support of the Army’s
operations, and maintain supporting documentation that will be
needed by the auditors. Success in FY 2018 is dependent on the
service providers’ ability to achieve and sustain unmodified
opinions on SSAE No. 16 examinations on their business and
system environments.

e The Army’s ability to strengthen its internal control
environment, obtain and provide supporting documentation
within the required timeframes, reduce the number of
unsupported journal vouchers (JVs), and improve FBWT
reconciliation are ongoing challenges. Continuing to identify

root causes and implementing corrective actions is essential to
audit success in FY 2018. The Army also is developing a robust
audit infrastructure environment to better respond, track, and
review the thousands of expected responses to auditor testing
samples.

e The Army, like the other DoD Components, is evaluating
methods for determining and reporting the values of mission-
critical assets. Early determination of an acceptable valuation
strategy will be important to allowing sufficient time for the
systems and process actions needed for the Balance Sheet audit
readiness assertion by September 30, 2017.

AUDIT READINESS PLANS

The Army’s audit readiness plans follow the FIAR Guidance for
incrementally achieving audit readiness by September 30, 2017. The
following briefly describes the audit readiness status and plans
depicted in Figure 11-1.

General Fund Financial Statements

SBR - Appropriations Received (Wave 1) Corrective actions
completed in FY 2010 and audit readiness validated by an IPA
examination in FY 2011.

SBR - Schedule of Budgetary Activity (Wave 2) FY 2015 SBA
audit ongoing by KPMG LLC.

SBR - Open Obligations and FBWT Reconciliation (Wave 2) The
Army is working to develop auditable SBR open obligations in
preparation for the SBR audit. Preparations are also underway to
develop an audit ready FBWT going back to FY 2012 for
examination in third quarter FY 2016.

Existence and Completeness of Mission-Critical Assets (Wave 3)
The DoD OIG is conducting an examination of Wave 3, Real
Property and OM&S with expected completion in third quarter
FY 2015. The Army will continue to remediate and sustain all

Department of the Army
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Wave 3 assessable units as part of Balance Sheet audit readiness
activities.

Full Financial Statements (Wave 4) For the SBR, the Army will
continue to develop and implement corrective action plans based on
existing and new NFRs identified during audits. An FBWT
examination is planned to start in third quarter FY 2016.
Examinations of the Balance Sheet, Statement of Net Cost, and
Statement of Changes of Net Position will start in first quarter
FY 2016 and continue through fourth quarter FY 2017. A continuing
cycle of remediation and sustainment efforts will progress using the
Army’s audit readiness strategy.

Figure llI-1. Army Audit Readiness Plans

FY 2014 FY 2015 FY 2016 FY 2017 FY 2018
Department of the Army 213 lalil23Talil213al21213 2

General Fund Financial Statements

Working Capital Fund Financial Statements

Full Financial Statements (Wave 4) Corrective actions will be
completed by the end of FY 2015, and an IPA examination is
planned for FY 2016. Corrective actions resulting from the
examination will be completed in FY 2016 in preparation for an IPA
audit of the Working Capital Fund Financial Statements in FY 2017.

The remainder of the Army section of the report provides the Army’s
audit readiness plans for the General Fund Financial Statements
followed by the Working Capital Fund Financial Statements.

SBR - Appropriations Received (Wave 1)

\:I Corrective Actions/Assert

SBR - Schedule of Budgetary Activity (Wave 2)

SBR - FBWT (Wave 2)

- Validation

SBR (Wave 2)

- Sustainment

Existence and Completeness (Wave 3)

[] sBAAudits

Full Financial Statements (Wave 4)

. Financial Statement Audits

Working Capital Fund Financial Statements

Full Financial Statements (Wave 4) I | | | I | | |

|:| NFR Corrective Actions

‘ Existence and Completeness Audit Ready
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General Fund Financial
Statements

The Army completed three IPA examinations on SBR processes and
systems and is now undergoing an audit of the FY 2015 General
Fund SBA. The SBA audit includes evaluating the presentation of
current year budget activity in accordance with U.S. Generally
Accepted Accounting Principles and is important to achieving full
audit readiness of the SBR. The audit will also evaluate the IT
controls over the Army’s general ledgers in various systems.

STATEMENT OF BUDGETARY
RESOURCES (WAVES 1 &2)

Figure 11-2 highlights the FIAR Strategy and approach for achieving
and validating General Fund SBR audit readiness.

Figure 1l-2. FIAR Strategy for the General Fund SBR

| Completion | Status / Description

Appropriations Received (Wave 1)
Appr-oprlatlons EY 2011 IPA e-xamlnatlon validated audit
Received readiness
Statement of Budgetary Resources (Wave 2)
SBA Assertion FY 2014 Asserted in 06/2014

. FY 2015 - . .
SBA IPA Audits EY 2017 IPA audit started in 12/2014
SBR Open Obligations, Corrective actions to be
FBWT Reconciliation, FY 2017 completed by 09/30/17
and JVs P y
SBR Audit FY 2018 IPA audit of SBR

FY 2011 — Appropriations Received

The Army completed corrective actions of the processes, controls,
and systems used for funds appropriated by Congress and received
by the Army. In FY 2011, an IPA performed an examination and
issued an unqualified opinion.

FY 2014 — Schedule of Budgetary Activity Assertion

The Under Secretary of the Army/Chief Management Officer
asserted audit readiness of the SBA in June 2014. Audit readiness
work continued after June 2014 addressing outstanding audit
readiness issues through a combination of internal control and
substantive testing activities (i.e., test of details and substantive
analytics). These activities were used to determine the effectiveness
of the controls over financial reporting and confirm that
documentation required to support balances is readily available and
can be retrieved timely. Corrective action plans prioritized NFRs by
material transaction and the related specific process and system
OWners.

FY 2015 — Schedule of Budgetary Activity Audit

The Army welcomed its external auditors in December 2014 with an
entrance conference and a plan for supporting requests related to the
SBA audit. The Army developed and implemented additional
training modules to communicate what personnel can expect during
an audit including the timeline, process walkthroughs, and requests
for supporting documentation. This training complements business
process specific training already available for accredited learning on
the Army’s learning management portal. The Army also improved its
ability to provide complete and accurate data to the auditors. The
Army is now able to provide timely transaction-level data for more
than 30 million records on a monthly basis to the auditors.

The auditors conducted walkthrough interviews at many installations
for Active, Reserve and Guard Components, and with other
stakeholders, including DFAS and U.S. Army Corps of Engineers
(USACE). The auditors completed initial walk through discussions
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in second quarter FY 2015 with transaction-level testing beginning
early third quarter FY 2015.

In the upcoming months, the Army anticipates thousands of
transaction-level samples, and response preparedness remains a high
priority. The Army’s Audit Data Repository, an online based
SharePoint site, will facilitate requests from the field all the way to
the auditor. In addition, the Army has a strong audit liaison team,
which includes the assistance of Army’s Internal Review Office to
support a quality review of sample requests.

DFAS and other service providers, such as USACE, are also working
closely with the Army to support audit requests. These service
providers provide support for transactions and can affect the
schedule. Working closely with service providers is a key component
of the Army’s audit success.

Risks to a Successful SBA Audit
Risks to a successful SBA audit and mitigation activity include:

e Lack of complete or sufficient supporting documentation to
support financial statement balances. To mitigate this risk, the
Army developed strong working relationships with its service
providers and invested in training the functional owners on the
types of and need for supporting documentation. The Army is
also implementing corrective action plans to better understand
root causes and sharing best practices across the Army’s
Commands.

e The ability to adequately support or eliminate journal vouchers.

e The Army implemented many corrective actions to address
system deficiencies. However, challenges may still exist with
legacy systems, including the ability of these systems to provide
transaction-level detail to support sample requests during an
audit. The dollar amounts in the legacy systems will be small in
comparison to the Army’s total budget and will be phased out
over time, lessening the impact on future audits.

FY 2015 — SBR Open Obligations, FBWT Reconciliation,
and Journal Vouchers

In order to successfully transition from an SBA to SBR audit, the
Army is validating open obligations and working through challenges
with locating supporting documentation. In addition, the Army is
using a strategy for tracking and resolving stale obligation balances
in a timely manner to meet audit standards. Corrective actions to
address these issues are being implemented.

The Army is working toward an examination of FBWT in third
quarter FY 2016. Actions are ongoing with DFAS to implement tools
and processes to better support completeness of the Army’s FBWT.
Whereas the SBA only includes current-year activity related to the
FBWT, transitioning to the SBR will require validating pen
obligations and FBWT balances from prior fiscal years. The Army
analyzed outstanding appropriations to determine the level of
supporting documentation needed to support open obligations and
FBWT. The Army anticipates reconciling FBWT from FY 2012
going forward and will continue to analyze open and expired
appropriations to determine the necessary level of effort.

The Army and DFAS have taken steps to evaluate journal vouchers
to meet audit standards. However, due to the volume and types of
journal vouchers, there is risk these steps may not be sufficient to
address audit requirements and ensure all are fully supported and
documented. The Army and DFAS are developing a working group
to identify root causes, improve related business processes, and
reduce the volume of journal vouchers.

FY 2017 — General Fund SBR Audits

The Army is preparing to assert General Fund SBR audit readiness
by the end of FY 2017 and begin the SBR audit in conjunction with
the full financial statement audit in FY 2018. Audit readiness plans
include implementing corrective actions to address NFRs resulting
from the SBA audits and deficiencies identified in internal testing. In
FY 2017, the Army will implement additional corrective actions to
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address NFRs resulting from the FBWT examination, which should FY 2015 - FY 2017, a FBWT examination is planned for FY 2016,
be completed fourth quarter FY 2016. and the SBR audit is planned for FY 2018.

Figure 11-3 provides the Army General Fund audit readiness plans.
As shown, the General Fund SBA is being audited by an IPA in

Figure 1I-3. Army General Fund SBR Audit Readiness Plans

FY 2014 FY 2015 FY 2016 FY 2017 FY 2018

4 4

SBR - Appropriations Received (Wave 1) [] Corrective Actions/Assert
SBR - Schedule of Budgetary Activity (Wave 2) B Valiation

SBR - FBWT (Wave 2) sustainment

SBR (Wave 2) .

] sBA Audits

- Financial Statement Audits
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Statement of Budgetary Resources (General Fund)

Remaining Audit Readiness Actions and Challenges Completion Dates (v' = Completed)

lessons learned to transition from SBA to SBR audit.

Existence, Completeness, Rights, and Obligations 09/2017
Discovery 09/2017
Corrective Actions 09/2017

Valuation 09/2017
Valuation Methodology Approval 09/2017
Baseline Valuation 09/2017
e I

Audit Readiness Assertion 09/2017

Audit Readiness Validation 09/2017

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 09/2017

Reconcile APSR(s) to the General Ledger(s). 09/2017

Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (GFEBS, GCSS-A) 09/2017

Identify root' causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 09/2017

documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 09/2017
Department of the Army 11-9 May 2015
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BALANCE SHEET (WAVES 3 & 4)

The Army continues to make progress in preparing an audit ready
General Fund Balance Sheet with a plan in place for each of the
critical and noncritical asset and liability lines. The DoD OIG is
conducting the final examination of Wave 3 mission-critical assets,
Real Property and OM&S, with expected completion third quarter
FY 2015. The Army will continue to remediate and sustain all
Wave 3 assessable units as part of its Balance Sheet audit readiness
activity (Wave 4). Wave 4 audit readiness activities are underway as
the Army works to create a strategy for asset valuation. The Army
has already implemented internal control testing of Balance Sheet
assessable units as part of ongoing discovery.

Balance Sheet Assets

The Army developed a comprehensive approach to validate and
assert to the audit readiness of General Fund assets. Efforts include
existence, completeness, rights, and obligations examinations
conducted by the DoD OIG for General Equipment, Real Property,
and OM&S, as well as monthly control and balance testing. The
Army began asset valuation planning and discovery in FY 2015.

Critical Asset Line Items

Discovery, remediation, and validation activities are planned for
FY 2015, FY 2016, and FY 2017. The Army is anticipating an audit
readiness assertion for other Balance Sheet line items in fourth
quarter FY 2016 with an examination to follow in first and second
quarters FY 2017. Based on discovery activities, the Army will
develop detailed timelines for critical Balance Sheet line items. For
example, the Army is working the following critical Balance Sheet
asset line items:

General Equipment

The Army obtained an unmodified opinion from a DoD OIG
examination in November 2014 for the existence, completeness,
rights, and obligations of General Equipment assets in Property Book
Unit Supply Enhanced (PBUSE). General Equipment assets in depot
reset/recapitalization, wholesale equipment, and Government
Furnished Equipment will be reviewed in conjunction with General
Equipment discovery activities. In addition to valuation, the
following challenges must be remediated:

e Incomplete or insufficient recorded data in PBUSE

o Inability to classify each item to specific programs or asset types
(e.g., aircraft, vehicles)

e Errors when data was entered (e.g., inconsistent nomenclature
for the same item)

e Quantities of recorded at zero (0)
e Accumulated depreciation not updated regularly

Real Property

The Army received an unmodified opinion from an IPA examination
on the existence and completeness Quick Wins assertion in
November 2013. The Army validated the existence and completeness
of over 95 percent of real property on Army installations through
monthly testing and asserted audit readiness on the existence and
completeness of real property in September 2014. The DoD OIG
began an examination of the Army real property assertion in
FY 2015 and an opinion is expected later this year.

The Army will continue to evaluate internal controls and the
availability of documentation to support real property transactions. In
addition, the Army is implementing corrective actions with a focus
on the timely processing of real property transactions in GFEBS. The
Army’s tasks for FY 2015 include control risk assessments and
initial valuation testing. The initial valuation testing will determine
the availability of documentation to support acquisition value and
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capital improvements. The information gathered during this phase of
testing will help provide the basis for any corrective actions needed
for asset valuation. The next real property assertion is planned for
fourth quarter FY 2016.

Operating Materials and Supplies

The Army received a qualified opinion from a DoD OIG
examination on existence and completeness Quick Wins assertion.
The Army validated the existence and completeness of OM&S assets
in the Worldwide Ammunition Reporting System — New Technology
(WARS-NT) and Standard Army Ammunition System -
Modernization (SAAS-Mod) on Army installations through monthly
testing and asserted audit readiness on the existence and
completeness of OM&S.

The DoD OIG began an examination of the Army OM&S existence
and completeness assertion in FY 2015. Challenges include
incomplete asset information, which affects the auditors’ ability to
determine the items to be sampled and tested.

Internal Use Software

Discovery, remediation, and validation activities are planned for
FY 2015 and FY 2016. The Army expects to assert audit readiness
for Internal Use Software fourth quarter FY 2016 with an
examination in first and second quarters FY 2017.

Noncritical Asset Line ltems

The Army approach for noncritical asset line items includes
discovery, remediation, and validation activities planned for
FY 2015 and FY 2016. The Army is planning an audit readiness
assertion for the other Balance Sheet line items in fourth quarter
FY 2016 with an examination to follow in first and second quarters
FY 2017.

Risks and Challenges

Challenges in addressing noncritical asset line items include
weaknesses with supporting documentation, controls
implementation, and transaction accuracy.

Accounts Receivable

The Army identified weaknesses in its management of Accounts
Receivable. The weaknesses are considered DoD-wide and apply to
both public and intragovernmental receivables at the General Fund
level. Challenges include:

e Being in compliance with policies and procedures on referrals to
the Department of Treasury Debt Management Office and the
write-off of 2-year old debt

e Implementing controls to ensure entitlement receivables are
recorded in GFEBS

e Implementing controls to validate that Accounts Receivable
balances are supportable at the transaction level

Other Assets

Other Assets include amounts for military and civil service employee
pay advances, travel advances, and certain contract financing
payments. There are risks associated with outstanding contract
financing payments that include:

e Improper amounts in outstanding contract financing balances
due to adjustments when processing payments

e Billing and payment errors

To mitigate risks associated with Other Assets, the Army will assess
transactions that support the outstanding contract financing payment
line item and identify processes for testing to validate the accuracy
and completeness of the transaction population.

Department of the Army

1-11

May 2015



FIAR Plan Status Report

Balance Sheet Liabilities

The Army identified both critical and noncritical General Fund
liabilities to focus its audit readiness efforts. With each line item, the
emphasis will be on processes, controls, and the financial
management systems that generate, process, or maintain the
transactions.

Critical Liabilities Line Item

Discovery, remediation and validation activities are planned for
FY 2015 and FY 2016. The Army is anticipating an audit readiness
assertion for the other Balance Sheet line items in fourth quarter
FY 2016 with an examination to follow in first and second quarters
FY 2017.

Based on discovery activities, the Army will develop detailed
timelines for critical Balance Sheet line items. For example, the
Army developed a two-stage approach for its environmental and
disposal liabilities line item. The Army first plans to assert for
Defense Environmental Restoration Program (DERP) active
installations in September 2015 and assert the remaining assessable
units in December 2016.

In FY 2014, the Army performed substantive testing for the DERP
active installation population. Similar substantive testing will be
performed in FY 2015. Additionally in FY 2015, the Army will
validate the current artifacts available to develop the DERP active
installation assertion package, evaluate internal controls, and
establish corrective actions.

The Army identified the environment and disposal liabilities timeline
for completely asserting audit readiness and remaining work and
challenges, and the dates by which deal-breakers will be completed.

Noncritical Liabilities Line Items

Discovery, remediation and validation activities for noncritical
liabilities line items are also planned for FY 2015 and FY 2016. The

Army is anticipating an audit readiness assertion for the other
balance sheet line items in fourth quarter FY 2016 with an
examination to follow in first and second quarters FY 2017.

Risks and Challenges
The Army identified risks and challenges to Balance Sheet liabilities:
Environmental Liabilities

The primary challenge for the Army is the amount of resources
required to support the cost estimate values. The Army is currently
working with OUSD(C) to establish a materiality threshold for
reporting environmental and disposal liabilities.

Accounts Payable

The Army is unable to properly account for and report accounts
payable. Due to material weakness in current accounting and
financial feeder systems, the Defense Department is generally unable
to determine whether undistributed disbursements and collections
should be applied to federal or nonfederal accounts payable and
accounts receivable at the time accounting reports are prepared. In
addition, the Army accounting systems do not capture trading partner
data at the transaction level in a manner that facilitates trading
partner aggregations for intra-agency sales. Therefore, the Army is
unable to reconcile intragovernmental accounts payable to the related
intragovernmental accounts receivable that generated the payables.

To address accounts payable risks and challenges, the Army will
begin discovery of accounts payable processes that materially affect
the accounts payable balance. In addition, the Army will begin
reviewing supporting documentation and developing control risk
assessments to identify controls applicable to determining a testing
approach for assertion and examination.

Department of the Army
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Other Liabilities

The Army has significantly more nonfederal other liabilities than
federal. Nonfederal other liabilities largely comprise accrued funded
payroll and benefits, as well as, accrued unfunded annual leave. A
major risk associated with these accruals is the methodology used to

Figure lI-4. Army General Fund Balance Sheet Audit Readiness Plans

derive the accruals and the accuracy of the transactional data within
the sub-ledgers of the accounting systems.

Figure 11-4 Provides the Army audit readiness plans for the General
Fund Balance Sheet. It also shows when existence and completeness
was completed or planned to be completed.

FY 2014 FY 2015 FY 2016 FY 2017 FY 2018
Department of the Army

Assets

General Equipment ‘ A Existence and Completeness Audit Ready
Real Prf)perty : : ] Discovery
ﬁz::zgrgsl\:::;:,:raend Supplies I:I Corrective Action/Assert

Other Assets B vaiication

Liabilities |:| NFR Corrective Actions
Environmental and Disposal Liabilities - Financial Statement Audits

Other Liabilities
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General Equipment (General Fund)

Remaining Audit Readiness Actions and Challenges Completion Dates (v' = Completed)

« Complete Discovery and valuation testing including approval of

Fhe Army strategy for General Equipment valuation and Existence, Completeness, Rights, and Obligations v
implementation.
. . . . Discovery v
o Develop and implement corrective actions for Wave 4 assertion.
) ) ) Corrective Actions v
e Assert on aII_of General_ Eq_mpment to |_nclude existence, — 02/2017
completeness, rights and obligations, presentation and disclosure,
and valuation. Valuation Methodology Approval 09/2015
o Implement corrective actions identified during DoD OIG Baseline Valuation 03/2016
examination. Processes, Controls, and Systems Corrected and 02/2017
. . . - . Tested for New Acquisiti
o Challenges include incomplete or insufficient recorded data in ested for Tew Acquisition
PBUSE and the inability to classify each item to a specific Audit Readiness Assertion 03/2017
program or type of asset. Audit Readiness Validation 09/2017

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 03/2017
Reconcile APSR(s) to the General Ledger(s). 03/2017
Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (PBUSE, DPAS, DMLSS) 03/2017

Identify root causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by

) 03/2017
documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 09/2017
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Real Property (General Fund)

Remaining Audit Readiness Actions and Challenges
e Continue corrective actions for deficiencies and weaknesses
across Commands that maintain accountability of assets.

o Conduct monthly internal control testing and report results,
trends, and recommendations to Commands.

o Distribute lessons learned and corrective actions to real property
stakeholders.

o Support audit readiness validation, including valuation efforts, to
begin by 03/2015.

e Implement corrective actions identified during DoD OIG
examination.

Completion Dates (v' = Completed)

‘ Completion

Existence, Completeness, Rights, and Obligations v
Discovery v
Corrective Actions v

Valuation 08/2016
Valuation Methodology Approval 06/2015
Baseline Valuation 03/2016
_I;;zf:;sfisr, SZCvterCI:,u?;:jzstems Corrected and 08/2016

Audit Readiness Assertion 09/2016

Audit Readiness Validation 03/2017

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 09/2016

Reconcile APSR(s) to the General Ledger(s). 09/2016

Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (GFEBS) 09/2016

Identify root' causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 09/2016

documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 03/2017
Department of the Army 11-15 May 2015
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Operating Materials and Supplies (General Fund)

Remaining Audit Readiness Actions and Challenges Completion Dates (v' = Completed)

« Complete Discovery and valuation testing including approval of

the Army strategy for valuation and implementation.

o Develop and implement corrective actions for valuing OM&S

items.

e Assert on all of OM&S to include existence, completeness, rights

and obligations, presentation and disclosure, and valuation.

o Implement corrective actions identified during DoD OIG
examination.

Existence, Completeness, Rights, and Obligations v
Discovery v
Corrective Actions v

Valuation 03/2017
Valuation Methodology Approval 09/2015
Baseline Valuation 03/2016
_I;;zf:;sfisr, SZCvterCI:,u?;:jzstems Corrected and 03/2017

Audit Readiness Assertion 03/2017

Audit Readiness Validation 09/2017

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 03/2017
Reconcile APSR(s) to the General Ledger(s). 03/2017
Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (LMP, SAAS-MOD,

03/2017
WARS-NT)
Identify root causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 03/2017
documentation.
Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 09/2017
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Internal Use Software (General Fund)

Remaining Audit Readiness Actions and Challenges Completion Dates (v' = Completed)
weaknesses |dt_ant|f|ed by testing of controls for existence, Existence, Completeness, Rights, and Obligations 09/2016
completeness, rights, and valuation.
. o . Discovery 03/2016
o Identify mitigating controls and substantive procedures to : :
support assertion in absence of implemented corrective actions. Corrective Actions 09/2016
. . p Controls, and Systems C ted and
e Perform quarterly testing of controls and supporting rocesses, Lontro’s, and systems torrected an 09/2016
' Tested for New Acquisition
documentation.
Valuation 09/2016
Valuation Methodology Approval 09/2016
Baseline Valuation 09/2016
Audit Readiness Assertion 09/2016
Audit Readiness Validation 03/2017

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 09/2016
Reconcile feeder system(s) to the General Ledger(s). 09/2016
Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (DPAS) v
Identify root' causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 09/2016
documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 03/2017
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Other Assets (General Fund)

Remaining Audit Readiness Actions and Challenges Completion Dates (v' = Completed)
« Identify major processes impacting Other Asset balances.
o Develop and implement corrective actions. Discovery 10/2015
e Review applicable supporting documentation. Process Documentation 10/2015
o Begin control risk assessment to identify relevant controls and Test Plans 10/2015
determine testing approach. Controls and Supporting Documentation Testing 10/2015
Corrective Actions 03/2016
Audit Readiness Assertion 09/2016
Audit Readiness Validation 03/2017

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 09/2016
Reconcile feeder system(s) to the General Ledger(s). 09/2016
Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (GFEBS) 09/2016
Identify root. causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 09/2016
documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 03/2017
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Environmental and Disposal Liabilities (General Fund)

Remaining Audit Readiness Actions and Challenges

Continue discovery to document processes and controls.
Test Environmental and Disposal Liability balances.

Develop and implement corrective actions for existence,
completeness, rights and obligations, and valuation.

Assert Environmental Liabilities for Defense Environmental
Restoration Program (DERP) sites on 09/2015 and the remaining
assessable units in 12/2016.

Support the examination review.

Completion Dates (v' = Completed)

‘ Completion

Existence, Completeness, Rights, and Obligations 11/2016
Discovery 04/2016
Corrective Actions 09/2016
e ot S oreidnd |y

Cost/Valuation Estimation 09/2016
Cost/Valuation Methodology Approval 06/2016
Baseline Cost/Valuation 09/2016

Audit Readiness Assertion 12/2016

Audit Readiness Validation 04/2017

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 09/2016

Reconcile feeder system(s) to the General Ledger(s). 09/2016

Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (GFEBS) 12/2016

Identify root' causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 12/2016

documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 04/2017
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Other Liabilities (General Fund)

Remaining Audit Readiness Actions and Challenges Completion Dates (v' = Completed)
« Identify critical Other Liabilities processes.
o Develop and implement corrective actions. Discovery 10/2015
e Review supporting documentation. Process Documentation 10/2015
o Begin control risk assessment to identify key controls and Test Plans 10/2015
determine testing approach. Controls and Supporting Documentation Testing 10/2015
Corrective Actions 03/2016
Audit Readiness Assertion 09/2016
Audit Readiness Validation 03/2017

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 09/2016
Reconcile feeder system(s) to the General Ledger(s). 09/2016
Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (GFEBS) 09/2016
Identify root. causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 09/2016
documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 03/2017
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STATEMENT OF NET COST

The General Fund Statement of Net Cost provides the Army's net
cost of operations for the period. The net cost of operations is the
gross cost incurred by the Army less any exchange revenue
earned.

The Army’s FIAR activity is addressing the following Statement
of Net Cost line items.

e Revenue
e Gross Costs

The Army will apply the work completed in other areas, such as
the Balance Sheet and SBR, in assessing the Revenue and Gross

Cost balances on the Statement of Net Cost. For example, the
Army will rely on the testing for the General Equipment and Real
Property assessable units for depreciation expense, the Inventory
assessable unit for cost of goods sold, the Civilian Pay assessable
unit for payroll expense, and the Reimbursable assessable unit in
assessing earned revenue.

For areas not covered by previous work, the Army will use
materiality to scope the remaining balances to determine on which
areas to focus further control testing and substantive sampling.
The results of those tests should indicate whether further
corrective action and audit readiness activity is needed.

Figure 1I-5. Army General Fund Statement of Net Cost Audit Readiness Plans
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Revenue (General Fund)

Remaining Audit Readiness Actions and Challenges Completion Dates (v' = Completed)
e Apply lessons learned from the SBA to Statement of Net Cost ‘ Completion
audit readiness activity. Discovery 10/2015
e Develop and !mplement corrective actions b_aseq on f|nd|r_lgs and Process Documentation 10/2015
recommendations from the FBWT examination and internal
reviews. Test Plans 10/2015
. . . Controls and S ting D tation Testi 10/2015
e Continue to improve and develop business processes. ONtrols and supporting ocumentation 1esting /
Corrective Actions 03/2016
Audit Readiness Assertion 09/2016
Audit Readiness Validation 03/2017

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 09/2016

Reconcile feeder system(s) to the General Ledger(s). 09/2016

Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (GFEBS, GFEBS-SA,

GCSS-A, STANFINS, SOMARDS, CEFMS) LR
Identify root causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 09/2016
documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 03/2017
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Gross Costs (General Fund)

Remaining Audit Readiness Actions and Challenges Completion Dates (v' = Completed)
e Apply lessons learned from the SBA to Statement of Net Cost ‘ Completion
audit readiness activity. Discovery 10/2015
e Develop and !mplement corrective actions b_aseq on f|nd|r_lgs and Process Documentation 10/2015
recommendations from the FBWT examination and internal
reviews. Test Plans 10/2015
. . . Controls and S ting D tation Testi 10/2015
e Continue to improve and develop business. ONtrols and supporting ocumentation 1esting /
Corrective Actions 03/2016
Audit Readiness Assertion 09/2016
Audit Readiness Validation 03/2017

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 09/2016

Reconcile feeder system(s) to the General Ledger(s). 09/2016

Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (GFEBS, GFEBS-SA,

GCSS-A, STANFINS, SOMARDS, CEFMS) LR
Identify root causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 09/2016
documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 03/2017
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STATEMENT OF CHANGES IN NET
POSITION

The General Fund Statement of Changes in Net Position provides the
difference between the assets and liabilities reported on the Army
Balance Sheet. The Statement of Changes in Net Position presents a
reconciliation of cumulative results of operations and unexpended
appropriations from the beginning to the end of the reporting period.
The Army’s FIAR activity is addressing the following Statement of
Changes in Net Position line items.

e Appropriations Used
e Budgetary Financing Sources
o Other Budgetary Financing Sources

e Appropriations Received

Because the balances for the Statement of Changes in Net Position
are mainly derived from the SBR, the Army will apply the testing of
accounting entries to ensure the appropriate budgetary and
proprietary accounts are impacted for specific transaction types. For
areas not covered by previous work, the Army will use materiality to
scope the remaining balances to determine on which areas to focus
further control testing and substantive sampling. The results of those
tests should indicate whether further corrective actions and audit
readiness support may be needed.

The Army is moving forward with its commitment to achieving full
financial statements audit readiness by September 30, 2017. Using
lessons learned from previous audit readiness efforts, examinations
and current SBA audit, the Army is developing priorities and
timelines for achieving full financial statement audit readiness by
September 30, 2017.

Figure 1I-6. Army General Fund Statement of Changes in Net Position Audit Readiness Plans
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Appropriations Used (General Fund)

Remaining Audit Readiness Actions and Challenges Completion Dates (v' = Completed)
e Apply lessons learned from the SBA to the Statement of Changes ‘ Completion
in Net Position audit readiness activity. Discovery 10/2015
e Develop and !mplement corrective actions b_aseq on f|nd|r_lgs and Process Documentation 10/2015
recommendations from the FBWT examination and internal
reviews. Test Plans 10/2015
. . . Controls and S ting D tation Testi 10/2015
e Continue to improve and develop business. ONtrols and supporting ocumentation 1esting /
Corrective Actions 03/2016
Audit Readiness Assertion 09/2016
Audit Readiness Validation 03/2017

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 09/2016

Reconcile feeder system(s) to the General Ledger(s). 09/2016

Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (GFEBS, GFEBS-SA,

GCSS-A, STANFINS, SOMARDS, CEFMS) LR
Identify root causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 09/2016
documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 03/2017
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Other Financing Sources (General Fund)

Remaining Audit Readiness Actions and Challenges Completion Dates (v' = Completed)
e Apply lessons learned from the SBA to the Statement of Changes ‘ Completion
in Net Position audit readiness activity. Discovery 10/2015
e Develop and !mplement corrective actions b_aseq on f|nd|r_lgs and Process Documentation 10/2015
recommendations from the FBWT examination and internal
reviews. Test Plans 10/2015
. . . Controls and S ting D tation Testi 10/2015
e Continue to improve and develop business processes. ONtrols and supporting ocumentation 1esting /
Corrective Actions 03/2016
Audit Readiness Assertion 09/2016
Audit Readiness Validation 03/2017

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 09/2016

Reconcile feeder system(s) to the General Ledger(s). 09/2016

Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (GFEBS, GFEBS-SA,

GCSS-A, STANFINS, SOMARDS, CEFMS) LR
Identify root causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 09/2016
documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 03/2017
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Appropriations Received (General Fund)

Remaining Audit Readiness Actions and Challenges Completion Dates (v' = Completed)
e Apply lessons learned from the SBA to the Statement of Changes ‘ Completion
in Net Position audit readiness activity. Discovery 10/2015
e Develop and !mplement corrective actions b_aseq on f|nd|r_lgs and Process Documentation 10/2015
recommendations from the FBWT examination and internal
reviews. Test Plans 10/2015
. . . Controls and S ting D tation Testi 10/2015
e Continue to improve and develop business processes. ONtrols and supporting ocumentation 1esting /
Corrective Actions 03/2016
Audit Readiness Assertion 09/2016
Audit Readiness Validation 03/2017

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 09/2016

Reconcile feeder system(s) to the General Ledger(s). 09/2016

Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (GFEBS, GFEBS-SA,

GCSS-A, STANFINS, SOMARDS, CEFMS) LR
Identify root causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 09/2016
documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 03/2017
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Other Adjustments (General Fund)

Remaining Audit Readiness Actions and Challenges Completion Dates (v' = Completed)
e Apply lessons learned from the SBA to the Statement of Changes ‘ Completion
in Net Position audit readiness activity. Discovery 10/2015
e Develop and !mplement corrective actions b_aseq on f|nd|r_lgs and Process Documentation 10/2015
recommendations from the FBWT examination and internal
reviews. Test Plans 10/2015
. . . Controls and S ting D tation Testi 10/2015
e Continue to improve and develop business processes. ONtrols and supporting ocumentation 1esting /
Corrective Actions 03/2016
Audit Readiness Assertion 09/2016
Audit Readiness Validation 03/2017

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 09/2016

Reconcile feeder system(s) to the General Ledger(s). 09/2016

Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (GFEBS, GFEBS-SA,

GCSS-A, STANFINS, SOMARDS, CEFMS) LR
Identify root causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 09/2016
documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 03/2017
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Working Capital Fund Financial
Statements (Wave 4)

During FY 2016, the Army plans to undergo an examination of all
four Working Capital Fund financial statements. The Army will
continue corrective actions during the examination in FY 2016 and
address deficiencies identified during the examination.

STATEMENT OF BUDGETARY
RESOURCES

The Army Working Capital Fund audit readiness began in April
2012. Discovery was completed in December 2013, and the Army
Working Capital Fund is currently in the corrective action phase. As
part of this phase, the Army is performing quarterly testing of
internal controls across assessable units, and developing and
implementing corrective actions necessary to undergo an audit. The
corrective actions focus on supporting documentation and controls
where substantive audit procedures cannot be performed.

FY 2016 — Working Capital Fund SBR Examinations

During FY 2016, the Army plans to undergo an examination of the
four Army Working Capital Fund financial statements, including the
Statement of Budgetary Resources. The Army will continue
corrective actions during the examination in FY 2016 and address
any deficiencies identified during the examination in subsequent
periods.

Balance Sheet Assets

The Army focused significant effort on discovery and corrective
actions for mission-critical assets, specifically Inventory and General
Property, Plant, and Equipment. Current effort is focused on
corrective actions to develop and implement key controls and
identify supporting documentation.

Critical Asset Line ltems

The Army is working the following critical Balance Sheet assets
lines:

e General Equipment

e Real Property

e Inventory

e Internal Use Software

The FIAR team is working closely with the Headquarters
Departments of the Army Logistics G-4, Office of the Assistant
Chief of Staff For Installation Management, Army Materiel
Command, Life Cycle Management Commands, Industrial
Operations  Activities, Army Sustainment Command, Army
Prepositioned Stock sites, and Army Commands that have command
and control of Supply Support Activities holding Army Working
Capital Fund Inventory to develop and implement corrective actions.
The Army is also performing quarterly testing of key controls for
mission-critical asset assessable units.

For Inventory, the Army is coordinating with an IT team and the
SBR assessable units to test valuation. For General Property, Plant,
and Equipment, the Army is developing an alternative valuation
methodology in accordance with SFFAS No. 35.

Noncritical Asset Line Items

The Army Working Capital Fund audit readiness team is
coordinating its assessment of Accounts Receivable with the testing
of Unfilled Customer Orders and Revenue. Other Assets, which
consists primarily of Contract Financing Payments, are being
assessed in coordination with Obligations and Disbursements.

Risks and Challenges

Risks associated with Inventory include completion of physical
inventories during the year, reliance on controls over inventory held
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by DLA, reconciliations with inventory sub-ledgers, and valuation of
excess and obsolete inventory. To address these challenges, the
Army is:

e Implementing new procedures to perform physical inventory
cycle counts at the Industrial Operations activities

o Meeting with DLA biweekly to discuss the status of their SSAE
No. 16 examination and other inventory-related issues

e Working with Army Materiel Command and DLA to reconcile
inventory balances in Defense Standard System (DSS) and
Global Combat Support System — Army (GCSS-A) to Logistics
Modernization Program (LMP)

e Working with Army Materiel Command to define procedures for
identifying and valuing excess and obsolete inventory

Risks associated with General Property, Plant, and Equipment
include lack of supporting documentation for valuation and
challenges in obtaining reliable data for developing and
implementing an alternative valuation methodology. The Army is
working with the each of the Working Capital Fund sites that have
Real Property and General Equipment to identify the documentation
needed to support valuation and to ensure the documentation is
maintained and readily available for review by an auditor.

Balance Sheet Liabilities

The Army is applying testing completed for the Statement of
Budgetary Resources during its assessment of its liabilities.

Critical Liabilities Line Item

The Army Working Capital Fund audit readiness team is working
closely with the Army General Fund team currently in the Discovery
phase for Environmental and Disposal Liabilities. The Army
identified the initial population of Environmental and Disposal
Liabilities related to the Army Working Capital Fund. The Army will
be evaluating the supporting documentation available for the
valuation of the identified Environmental and Disposal Liabilities.

Noncritical Liabilities Line Items

Other Army Working Capital Fund liabilities include:

e Accounts Payable

e Military Retirement and Other Federal Employment Benefits

e Other Liabilities

The Army plans to leverage work completed for civilian payroll in
assessing related liabilities and testing of obligations and
disbursements in assessing the Accounts Payable balances.

Risks and Challenges

The risks and challenges associated with the Environmental and
Disposal Liabilities include identifying a complete population and
identifying and maintaining supporting documentation for the value
of the liability.

Figure 11-5 provides the Army audit readiness plans for the Working
Capital Fund Balance Sheet.
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Figure 1lI-7. Army Working Capital Fund Balance Sheet Audit Readiness Plans
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General Equipment (Working Capital Fund)

Remaining Audit Readiness Actions and Challenges

Implement corrective actions for deficiencies and weaknesses
identified through testing of controls over existence,
completeness, rights, and obligations, and valuation.

Identify mitigating controls and substantive procedures to
support assertion in absence of implemented corrective action
plans.

Continue quarterly testing of controls and supporting
documentation.

Completion Dates (v' = Completed)

‘ Completion

Existence, Completeness, Rights, and Obligations 09/2015
Discovery v
Corrective Actions 09/2015
e I

Valuation 09/2015
Valuation Methodology Approval 06/2015
Baseline Valuation 09/2015

Audit Readiness Assertion 09/2015

Audit Readiness Validation 06/2016

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 09/2015

Reconcile feeder system(s) to the General Ledger(s). 06/2016

Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (DPAS) v

Identify root' causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 06/2016

documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 06/2016
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Real Property (Working Capital Fund)

Remaining Audit Readiness Actions and Challenges

Implement corrective action plans for deficiencies and
weaknesses identified through testing of controls over existence,
completeness, rights, and obligations, and valuation.

Identify mitigating controls and substantive procedures to
support assertion in absence of implemented corrective action
plans.

Continue quarterly testing of controls and supporting
documentation.

Implement corrective actions identified during DoD OIG
examination.

Completion Dates (v' = Completed)

‘ Completion

Existence, Completeness, Rights, and Obligations 09/2015
Discovery v
Corrective Actions 09/2015
e I

Valuation 09/2015
Valuation Methodology Approval 06/2015
Baseline Valuation 09/2015

Audit Readiness Assertion 09/2015

Audit Readiness Validation 06/2016

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 09/2015

Reconcile feeder system(s) to the General Ledger(s). 06/2016

Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (GFEBS) v

Identify root' causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 06/2016

documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 06/2016
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Inventory (Working Capital Fund)

Remaining Audit Readiness Actions and Challenges Completion Dates (v' = Completed)

e Implement corrective action plans for audit impediments ‘ Completion
identified m. m\./entory PrOCESSes f’ﬂ the Depots, LCMCs, _Supply Existence, Completeness, Rights, and Obligations 09/2015
Support Activities, War Reserve sites, and contractor locations.

. . . . Discovery v
o Implement corrective actions for physical inventory procedures : :
at depots. Corrective Actions 09/2015
. . P Control d Syst C ted and
e Monitor the status of DLA efforts to obtain an SSAE No. 16 rocesses, “ontro’s, and systems torrected an 09/2015
S . . Tested for New Acquisition
examination for Army-owned items in DLA custody.
. o . Valuation 09/2015

e Identify mitigating controls and substantive procedures to :
support assertion in absence of implemented corrective actions. Valuation Methodology Approval 06/2015

Baseline Valuation 09/2015
Audit Readiness Assertion 09/2015
Audit Readiness Validation 06/2016

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 09/2015
Reconcile feeder system(s) to the General Ledger(s). 06/2016
Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (LMP, GCSS-A, DSS) v
Identify root' causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 06/2016
documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 06/2016
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Internal Use Software (Working Capital Fund)

Remaining Audit Readiness Actions and Challenges

Implement corrective action plans for deficiencies and
weaknesses identified through testing of controls over existence,
completeness, rights, and obligations, and valuation.

Identify mitigating controls and substantive procedures to
support assertion in absence of implemented corrective actions.

Continue quarterly testing of controls and supporting
documentation.

Completion Dates (v' = Completed)

‘ Completion

Existence, Completeness, Rights, and Obligations 09/2015
Discovery v
Corrective Actions 09/2015

o s

Valuation 09/2015
Valuation Methodology Approval 06/2015
Baseline Valuation 09/2015

Audit Readiness Assertion 09/2015

Audit Readiness Validation 06/2016

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 09/2015

Reconcile feeder system(s) to the General Ledger(s). 06/2016

Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (DPAS) v

Identify root' causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 06/2016

documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 06/2016
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Liabilities (Working Capital Fund)

Remaining Audit Readiness Actions and Challenges Completion Dates (v' = Completed)

e Implement corrective action plans for deficiencies and ‘ Completion

weaknesses identified through testing of controls over existence,

completeness, rights, and obligations, and valuation.

o Identify mitigating controls and substantive procedures to

support assertion in absence of implemented corrective actions.

e Continue quarterly testing of controls and supporting
documentation. Corrective Actions

Discovery v
Process Documentation v
Test Plans v
Controls and Supporting Documentation Testing v

09/2015

Audit Readiness Assertion 09/2015

Audit Readiness Validation 06/2016

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 06/2016

Reconcile feeder system(s) to the General Ledger(s). 06/2016

Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (MOCAS, CAPS-W) 06/2016

Identify root. causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 06/2016

documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 06/2016
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STATEMENT OF NET COST

The Army Working Capital Fund Statement of Net Cost provides
the Army’s net cost of operations for the period. The net cost of
operations is the gross cost incurred by the Army less any
exchange revenue earned.

The Army’s FIAR activity is addressing the following Statement
of Net Cost line items.

e Revenue

e Gross Costs

The Army will apply the work completed in other areas, such as
Balance Sheet and SBR, in assessing the Revenue and Gross Cost
balances on the Statement of Net Cost. For example, the Army
will rely on the testing for the General Equipment and Real
Property assessable units for depreciation expense, Inventory
assessable unit for Cost of Goods Sold, Civilian Pay assessable
unit for payroll expense and Reimbursable assessable unit in
assessing Earned Revenue. For areas not covered by previous
work, the Army will use materiality to scope remaining balances
to determine which areas to focus further control testing and
substantive sampling. The results of those tests should indicate

whether further corrective actions and audit readiness support is
needed.

In order to assess the audit readiness of the Statement of Net Cost,
the Army plans to leverage the interrelationships between budgetary
and proprietary accounting and rely on the audit readiness efforts
performed for the SBR and Balance Sheet. By assessing these
interrelationships, the Army will identify any areas not covered in
the prior audit readiness efforts and focus attention on these areas to:

e Identify and evaluate balances of significant line items that are
impacted by low-volume-high-dollar transactions

e Determine whether the documentation required to support
balances is readily available and can be retrieved and provided to
auditors within required timeframes

Potential risks and challenges for the Statement of Net Cost are:

e Elimination of intragovernmental activities from the statement

e Service provider support and involvement

e Supporting documentation to support transactions, complete
universe of transactions

e Posting logic that drive the statements
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Statement of Net Cost (Working Capital Fund)

Remaining Audit Readiness Actions and Challenges

e Implement corrective action plans for deficiencies and
weaknesses identified through testing of controls over existence,
completeness, rights, and obligations, and valuation.

o Identify mitigating controls and substantive procedures to
support assertion in absence of implemented corrective actions.

e Implement corrective actions for the elimination of
intragovernmental activities.

Completion Dates (v' = Completed)

Discovery v
Process Documentation v
Test Plans v
Controls and Supporting Documentation Testing v

Corrective Actions 09/2015

Audit Readiness Assertion 09/2015

Audit Readiness Validation 06/2016

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 09/2015
Reconcile feeder system(s) to the General Ledger(s). 06/2016
Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (LMP, MOCAS, CAPS-W, 06/2016
ADS)

Identify root causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 06/2016
documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 06/2016
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STATEMENT OF CHANGES IN NET
POSITION

The Army Working Capital Fund Statement of Changes in Net
Position presents a reconciliation of cumulative results of operations
and unexpended appropriations from the beginning to the end of the
reporting period. The Army’s FIAR activity is addressing the
following Statement of Changes in Net Position lines:

e Appropriations Used
o Budgetary Financing Sources
e Other Budgetary Financing Sources

e Appropriations Received

Because the balances for the Statement of Changes in Net Position
are mainly derived from the SBR, the Army will apply the testing of
accounting entries to ensure the appropriate budgetary and
proprietary accounts are impacted for specific transaction types. For
areas not covered by previous work, the Army will use materiality to
scope the remaining balances to determine on which areas to focus
further control testing and substantive sampling. The results of those
tests should indicate whether further corrective actions and audit
readiness support may be needed.

The Army is moving forward with its commitment to achieving full
financial statements audit readiness by September 30, 2017. Using
lessons learned from previous audit readiness efforts, examinations
and current SBA audit, the Army is developing priorities and
timelines to achieve full financial statements audit readiness by
September 30, 2017.
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Statement of Changes in Net Position (Working Capital Fund)

Remaining Audit Readiness Actions and Challenges Completion Dates (v' = Completed)

o Perform testing of accounting entries to ensure the appropriate
budgeta_ry and proprietary accounts are impacted for specific Discovery v
transaction types.

. . . Process Documentation v

o Reconcile amounts on the Statement of Changes in Net Position ,
to the amounts reported on the Balance Sheet and the Statement Test Plans
of Budgetary Resources. Controls and Supporting Documentation Testing v

Corrective Actions 09/2015
Audit Readiness Assertion 09/2015
Audit Readiness Validation 06/2016

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 09/2015
Reconcile feeder system(s) to the General Ledger(s). 06/2016
Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (LMP, DDRS-B, DDRS- 06/2016
AFS)

Identify root causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 06/2016
documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 06/2016
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ARMY AUDIT READINESS RESOURCES

Despite challenging budget times, substantial resources have been
programmed to support achieving auditable financial statements. The
FIAR activities funded by the amounts in Figure 11-8 include:

Audit Readiness, Validations, and Audits resources provide for:

o Completing evaluation, discovery, and corrective actions of the
commands and their service providers (e.g., DFAS)

e Testing or verifying audit readiness after completing corrective
actions and preparing management assertions

o Supporting IPA audit readiness validations and financial
statement audits

Figure 1I-8. Army Audit Readiness Resources (DoIIars in Millions)

Supporting audit infrastructure to sustain audit readiness
including tools (e.g., Access Control List) and data repositories
(e.g., Army Audit Data Repository)

Financial Systems resources provide for:

Designing, developing, and deploying audit-ready compliant
systems as well as cost-effective changes to legacy systems that
will be part of the systems environment

Converting and validating data, implementing and testing
controls, and documenting systems and processes

Because ERPs are being deployed to modernize functional as well as
financial processes, ERP system deployment costs are not included
Figure 11-8. ERP costs are reported in Section VII.

FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019

Audit Readiness, Validations, and Audits

Financial Systems 4 4 5 4 4 2
Total Resources 93 73 78 62 63 65
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Message from the Department of the Navy
Chief Management Officer

The Department of the Navy (DON) is currently undergoing audit of the Navy General
Fund (GF) Schedule of Budgetary Activity (SBA) for Fiscal Year (FY) 20135, and related
notes. This is a growth year for the DON as the SBA audit marks the first time the DON
has encountered a wide-scale financial audit. We anticipate the audit to revedl,
through our sustained improvements, that the Navy has made tremendous strides
toward conformity with U.S. Federal Generally Accepted Accounting Principles. We
continue to make significant progress in establishing audit readiness for the existence
and completeness of mission critical assets by June 30, 2015. Finally, the DON began
execution of audit readiness efforts for its Working Capital Fund financial statements
as it continues its journey toward full financial auditability by September 2017.

As the DON undergoes SBA audit, our focus turns from the audit readiness of SBA
assessable units to the audit readiness of our financial statements. The DON has
developed a full financial statement auditability strategy encompassing the four primary financial statements of the
General Fund and Working Capital Fund, including: Balance Sheet, Statement of Net Cost, Statement of Changes in
Net Position, and Statement of Budgetary Resources. The DON Full Financial Statement Auditability Strategy
provides a robust integrated approach to focus audit readiness efforts on critical line items of the noted statements.
Additionally, the DON will continue to synergize efforts, of the Navy, with the United States Marine Corps and
engage managers and staff across the Enterprise as we continue the march toward full financial statement
auditability.

Building on the momentum gained through our achievements thus far, the DON will continue to pursue its end-goal
of full financial statement auditability by September 30, 2017, in preparation for a full financial audit in FY 2018, as
mandated by the National Defense Authorization Act of 2014. We will leverage lessons learned through the SBA
audit process to continuously strengthen and improve our business processes across the DON Enterprise. I am
confident through the hard work and steadfastness of our leadership, management, and staff together we will
continue to make sustainable changes to improve a culture of financial accountability.

o HTTH—

__Yhomas W. Hicks
Performing the Duties of the
Under Secretary of the Navy
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lIl. DON Audit Readiness

Since the November 2014 FIAR Plan Status Report, the Department
of the Navy (DON) began an IPA audit of the Navy General Fund
FY 2015 SBA. The DON is also working to achieve audit readiness
on existence and completeness of mission-critical assets and on the
full financial statements. The complex effort of achieving full audit
readiness requires the shift from focusing on business processes to
developing and supporting a comprehensive strategy that supports
assertions at the financial-statement level.

Accountability and Commitment

DON senior leaders, including the Assistant Secretary of the Navy
(ASN) Financial Management and Comptroller (FM&C), DON CIO,
Chief of Naval Operations, Vice Chief of Naval Operations (VCNO),
have coordinated with functional leadership and the financial
communities at each Command to ensure all levels of the DON are
ready to support audit readiness and the audit of the SBA in FY
2015. In addition, DON senior leaders are setting the tone at the top
by inculcating the importance of being audit ready down to the deck-
plate level through site visits, training sessions, and communications.
For example, the ASN (FM&C) and the ASN’s Office of Financial
Management (FMO) regularly engage the budget submitting offices
through roundtables with Command comptrollers. These meetings
ensure consistent and frequent messaging on audit readiness
initiatives and make certain Commands are progressing toward full
audit readiness.

Scope and Prioritization

The full financial statement auditability strategy addresses the Navy
General Fund and Working Capital Fund across all four financial
statements. The scope does not include the United States Marine
Corps, which will be undergoing a full financial statement audit
independent from the DON. Information on the Marine Corps

The guided-missile destroyer USS Donald Cook (DDG 75) travels through the
Mediterranean Sea Jan. 15, 2015, in support of Operation Atlantic Resolve. (U.S.
Navy photo by Mass Communication Specialist 2nd Class Karolina A.
Oseguera/Released)

strategy, progress, and milestones follows the Navy information in
this section.

The Navy is assessing financial statement line items then breaking
the line items into more detailed components. After identifying the
general ledger account codes, the Navy is identifying source systems,
Navy Commands, fiscal years, and related business processes that
affect the balances reported. For each of the four financial
statements, and consistent with the FIAR Guidance, the Navy is
preparing:

e Quantitative Drill Downs

e Systems Inventory and Listing of System Users
o Audit Readiness Scope and Strategy

e Process and Systems Documentation

Department of the Navy
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o Financial Reporting Objectives and Control Activities
e Test Plans and Test of Controls

e Control of Assessments and Test Results

o Electronic Detail Populations and Reconciliations

o Data Mining and Corrective Actions

e Supporting Documentation Matrix

e Test Plans and Test Results

e Evaluation of Test Results

The Navy will focus initial efforts on Fund Balance with Treasury;
Accounts Receivable; Other Assets; Inventory; General Property,
Plant, and Equipment; Accounts Payable; Other Liabilities; and
Environmental and Disposal Liabilities. The financial statement
compilation and reporting process related to preparing the Balance
Sheet is also a focus area.

Timing and Approach

The Navy established milestones that will lead to auditability of the
full financial statements by September 30, 2017. By January 31,
2017, the Navy will have conducted internal reviews or engaged an
IPA to perform an examination of significant financial statement
lines and activities. As the Navy concludes audit readiness activities
for full financial statements, it will forego examinations and, instead,
proceed from assertion to full financial statement audits.

Challenges to Audit Readiness by September 30, 2017

e Availability of Command personnel to respond to SBA audit
requests while also continuing audit readiness work.

e Complex systems environment that includes both legacy and
ERP systems. Many systems require changes that may not be in
place by the time the Navy asserts its full financial statements in
2017. The Navy prioritized systems changes so that the changes

most critical to achieving audit readiness are addressed first, and
work-arounds or mitigating activities can be taken if necessary.

e The Navy is developing a beginning balance validation strategy
that ensures beginning balances for all financial statements and
line items are adequately supported and able to withstand audit.

e Auvailability of supporting documentation and development of a
full universe of transactions that supports financial statement
balances.

e Dependencies that exist between DON and the service providers
and where their readiness efforts affect DON processes.

e Corrective action plans may not have sufficient time to be
institutionalized and validated.

e Resource constraints due to the high volume of ongoing audit
readiness and audit activity as well as other primary job
responsibilities. Such constraints may lead to Commands not
being able to support required audit readiness activities in the
timeframe required. The Navy is working with the Commands
and its budget office to ensure adequate resources are available
to support audit readiness and audit activities.

AUDIT READINESS PLANS

The Navy developed an integrated approach to achieving full
financial statement auditability for the General Fund and Working
Capital Fund. The strategy for both funds ensures progress toward
readiness milestones by using:

e Confidence checkpoints to confirm progress is being made as
expected. This measure allows the Navy to consistently evaluate
tasks and timelines and, if needed, make revisions.

o Internal reviews, performed by an IPA, to assess audit readiness.

The following briefly describes the audit readiness status and plans
depicted in Figure I11-1.

Department of the Navy

May 2015



FIAR Plan Status Report

General Fund Financial Statements

SBR — Appropriations Received (Wave 1) Corrective actions were
completed in FY 2010 and audit readiness validated by an IPA
examination in FY 2011.

SBR - Schedule of Budgetary Activity (Wave 2) FY 2015
budgetary information reported in the Navy’s SBA is being audited
by Cotton & Company LLP.

SBR — Beginning Balances and FBWT Reconciliation (Wave 2)
The Navy is taking an iterative approach to building SBR beginning
balances each year starting with FY 2015 and implementing FBWT
reconciliations by the end of FY 2015 in preparation for SBR
internal reviews by an IPA in FY 2016 and an IPA audit in FY 2018.

Existence and Completeness of Mission-Critical Assets (Wave 3)
The Navy expects to complete development of corrective actions for
mission-critical assets by June 2016. Existence and completeness
audit readiness will be validated during the internal reviews planned
for the Balance Sheet in FY 2017.

Full Financial Statements (Wave 4) The Navy plans to complete
development of corrective actions for all financial statements by the
end of FY 2017, followed by an IPA audit in FY 2018.

Working Capital Fund Financial Statements

Full Financial Statements (Wave 4) The DON will develop
individual Working Capital Fund assertion packages for each of its

four financial statements. As a result, the transaction universe will be
tied out by each financial statement, and the general ledger
accounting systems will be tied out at the line item level. The DON
will also reconcile feeder systems and general ledger accounting
systems to substantiate a complete universe of transactions.

The DON’s audit readiness activities extend until September 2017.
This means the Navy Working Capital Fund will not undergo a full
audit until FY 2018. To verify the Navy is on track to meet its
FY 2017 audit readiness deadline, internal reviews will be conducted
or an IPA examination performed in FY 2016.

The Navy Working Capital Fund environment relies on six general
ledger systems and hundreds of feeder systems and has never been
analyzed as it relates to audit readiness. The DON will identify all
systems with a financial impact used by Navy Working Capital Fund
organizations and document the flow of data from source system to
financial statement. Simultaneously, the DON will work with
systems owners, Commands, and DFAS to define and assemble the
universe of transactions.

The remainder of the DON section of the report provides the Navy’s
then the Marine Corps’ audit readiness plans for the General Fund
financial statements followed by the Working Capital Fund financial
statements.

Department of the Navy
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Figure lll-1. Navy Full Financial Statements Audit Readiness Plans

014 0 016 0
General Fund Financial Statements
SBR - Appropriations Received (Wave 1) _

SBR - Statement of Budgetary Resources (Wave 2)
SBR - Beginning Balances & FBWT (Wave 2)
Existence and Completeness (Wave 3)

Full Financial Statements (Wave 4)

Working Capital Fund Financial Statements

Full Financial Statements (Wave 4) | | | | | | | | | |

|:| Discovery

|:| Corrective Actions/Assert
. Sustainment

] sBAAudits
. Internal reviews

. Financial Statement Audits
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General Fund Financial
Statements

Pending DoD OIG and GAO concurrence, the Navy will start with
FY 2015 to build beginning balances to support audit readiness of
the SBR. The Navy plans to assert audit readiness on the SBR by
September 30, 2015, but will not undergo examination of the SBR in
FY 2016. Instead, by January 2016, the Navy will assess progress,
and by March 2016, an IPA will be engaged to perform an internal
review to verify audit readiness.

STATEMENT OF BUDGETARY RESOURCES
(WAVES 1 & 2)

Figure 111-2 highlights the FIAR strategy and approach for achieving
and validating General Fund SBR audit readiness. More detailed
information follows the figure.

Figure llI-2. FIAR Strategy for the General Fund SBR

| Completion | Status / Description

Appropriations Received (Wave 1)

Appr_oprlatlons EY 2011 IPA e_xamlnatlon validated audit

Received readiness

Statement of Budgetary Resources (Wave 2)

SBA Assertion FY 2014 Asserted in 06/2014

SBA IPA Audit FY 2015 IPA audit started in 12/2014

SBR Beginning . .

Balances, FBWT FY 2016 Sgrrr:elc;\;z abctlgg/szt(()) 12e

Reconciliation, and JVs P y

SBR Internal Reviews EY 2016 IPA conducts internal review of
SBR

SBR Audit FY 2018 IPA audit of SBR

FY 2011 — Appropriations Received

The Navy completed corrective actions of the processes, controls,
and systems used for funds appropriated by Congress and received
by the Navy. In FY 2011, an IPA performed an examination and
issued an unqualified opinion.

FY 2014 — Schedule of Budgetary Activity Assertion

The Under Secretary of the Navy/Chief Management Officer
asserted audit readiness of the SBA in September 2014. Audit
readiness work continued after September 2014 to ensure previous
improvements were sustained and activities to mitigate challenges
were completed. The DON completed several important milestones
following the September 2014 assertion, which included the
conclusion of three SBA assessable unit examinations by an IPA,
DoD OIG, and GAO:

e Reimbursable Work Orders (Performer and Grantor)

e Fund Balance with Treasury

o Contract/Vendor Pay

Through continued efforts to address examination findings and
building on the feedback received from the auditors, the DON is
confident the first Navy General Fund SBA audit for FY 2015 and
related notes, will significantly inform efforts and accelerate overall
progress.

FY 2015 — Schedule of Budgetary Activity Audit

Kick-off for the SBA audit began in December 2014 by Cotton &
Company LLP.

Risks to a Successful SBA Audit

Risks to a successful SBA audit and mitigation activity include:

e Navy General Fund, Navy Working Capital Fund, and Asset
Management branches continue to perform audit readiness

Department of the Navy
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activities in preparation of the full financial statement audit. The
budget submitting offices will be stretched as they respond to the
on-going audit readiness activities in addition to responding to
audit requests from the SBA audit.

e Availability of supporting documentation and development of a
full universe of transactions.

e Unclassified information, such as system network diagrams,
identified system vulnerabilities, and similar data requested by
the IPA, may be deemed sensitive, and any compromise of the
data would be detrimental to the Navy.

o Contract modification is necessary to address the following:

— Security issues to enable the IPA to gain access to classified
information

— DFAS’ financial reporting closing schedule (year-end) does
not align with the IPA's dates to complete the audit

FY 2015 - SBR Beginning Balances, FBWT Reconciliation,
and Journal Vouchers

The Navy will iteratively build beginning balances starting with
FY 2015 to support audit readiness of the SBR. The Navy plans to
assert the SBR by September 30, 2015, but will not undergo
examination of the SBR in FY 2016.

FY 2016 — General Fund SBR Examinations

In place of an examination, an IPA will perform an internal review to
assess controls within key end-to-end business processes. Findings
from the IPA will be considered and addressed prior to testing at the
line item level.

FY 2017 — General Fund SBR Audits

In place of an SBR audit in FY 2017, the Navy plans to continue a
series of internal reviews by an IPA to validate the universe of
transactions and progress toward assertion goals. The scope of the
internal reviews includes:

e Reconciling financial statement values from one reporting
system to another

e Reconciling the reporting system to the general ledger systems
trial balances (summary-level)

e Identifying and developing a data warehouse to hold general
ledger systems and feeder systems data

e Reconciling general ledger systems trial balances to the general
ledger systems detailed transactions

o Identifying and obtaining feeder systems data
o Reconciling feeder systems to the general ledger systems
e Identifying and obtaining remaining feeder systems data

Figure 111-3 provides the Navy General Fund SBR audit readiness
plans. As shown, the General Fund SBA is being audited by an IPA
in FY 2015 - FY 2017. General Fund SBR internal reviews are
planned for FY 2016 and FY 2017 to validate audit readiness by
September 30, 2017. As shown, the SBR will be audited as part of
the full financial statements audits that begin in FY 2018.
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Figure 1ll-3. Navy Statement of Budgetary Resources Audit Readiness Plans

014 0 016 0 018

SBR - Appropriations Received (Wave 1)
SBR - Statement of Budgetary Resources (Wave 2)
SBR - Beginning Balances & FBWT (Wave 2)

D Discovery

|:| Corrective Actions/Assert

. Sustainment

- Internal Reviews
[[] seapAAudit

. SBR Audit

Department of the Navy 11-9 May 2015



FIAR Plan Status Report

Beginning Balances (General Fund)

Remaining Audit Readiness Actions and Challenges

e Prioritize SBR line items based on the outcome of activities
performed during the Discovery phase (e.g., data mining, risk
assessment) for each of the statements.

e Build beginning balances incrementally starting with the
FY 2015 SBA audit and continuing each year until the balances
are substantiated.

o Beginning balances audit readiness steps include performing
aging of balances, if transaction detail is not available to age, the
Navy will develop alternative approaches to substantiate the
recorded balances.

Completion Dates (v' = Completed)

Completion

Discovery 09/2015
Process Documentation 09/2015
Test Plans 09/2015
Controls and Supporting Documentation Testing 09/2015

Corrective Actions 03/2016

Audit Readiness Assertion 03/2016

Audit Readiness Validation 03/2016

validate audit readiness.

Note: The Navy will conduct internal reviews of audit readiness work products to

Deal-Breakers (v = Completed)

Deal-Breakers Completion

Produce a universe of accounting transactions. 09/2015

Reconcile feeder system(s) to the General Ledger(s). 09/2015

Complete FISCAM IT general and application-level controls discovery and corrective actions for material systems. (Navy ERP) 03/2016

Identify root. causes for JVs, eliminate unnecessary JVs, and ensure remaining JVs are reviewed, approved, and supported by 03/2016

documentation.

Validate that corrective actions have been effectively implemented for critical processes, controls, and systems. 03/2016
Department of the Navy 11-10 May 2015
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BALANCE SHEET (WAVES 3 & 4)

To achieve audit readiness of the General Fund Balance Sheet, the
DON will employ a three-phased approach: 1) Discovery, 2)
Corrective Action, and 3) Evaluation. The Navy General Fund
Balance Sheet strategy is underway and in the Discovery phase.
Discovery includes data mining, reconciliations, risk assessment,
business process standardization documentation review, gap
analysis, command questionnaires, walkthroughs, testing, and the
reporting of deficiencies.

There are 16 line items on the General Fund Balance Sheet. The
Navy will focus efforts on 6 Balance Sheet lines: Fund Balance with
Treasury; Accounts Receivable; General Property, Plant, and
Equipment; Inventory and Related Property; Accounts Payable; and
Environmental and Disposal Liabilities.

Balance Sheet Assets

Net values for General PP&E and Inventory and Related Property
make up 65 percent of assets reported on DON’s FY 2014 Balance
Sheet. Confirmation of existence, completeness, and rights and
obligations is essential to reaching auditability, and DON is
completing internal reviews for all components that feed into those
balances.

In-Progress Asset Line ltems

Eight Balance Sheet focus areas are in progress and three remain:

e General Equipment

e Real Property Phase 1

e Real Property Phase 2

e Internal Use Software

e Operating Materials and Supplies — Ordnance

o Operating Materials and Supplies — Uninstalled Aircraft Engines

e Operating Materials and Supplies — Remainder
e Government Furnished Property

Remaining Asset Line Iltems
e Accounts Receivable

e Other Assets

e FBWT

A tri-chart is provided for each of the above Balance Sheet line
items, except FBWT which is being worked with the SBR. The tri-
charts identify the timeline for asserting readiness, remaining work
and challenges, and the dates when the FIAR identified deal-breakers
will be completed.

Risks and Challenges

The DON identified risks to a successful financial statement audit
including trial balance, universe of transactions, evidential matter,
and resources. DON must be able to produce a trial balance that
agrees with the financial statements. The general ledger detail must
be produced at the transaction-level that ties in to the trial balance.
The details from feeder systems are necessary to produce the full
populations from which samples will be selected. During the audit,
the auditor can choose to review any transactions for sampling
procedures at any point; therefore, all transactions must have readily
available, detailed supporting documentation. This includes system-
generated and manual journal vouchers.

Audit readiness progress will need to be made consistently and over
time to reach the DON goals and milestones. If the SBA audit
consumes most resources, the timing of audit readiness progress will
suffer.
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Balance Sheet Liabilities

The DON established critical line items and testing areas based on an
analysis of the contribution of each line item to the total financial
statement.

Critical Liabilities Line Item

e Environmental and Disposal Liabilities

The DON asserted to Environmental and Disposal Liabilities in
FY 2009. The DON re-established a working group in early FY 2015
to better understand how these liabilities are calculated and recorded
across the Department. The primary challenge is the time and effort
it will take to collect the detailed information that is required from all
levels to gain a comprehensive understanding of the Environmental
and Disposal Liabilities process at the DON.

Noncritical Liabilities Line Items

Audit readiness efforts for the financial statement line items listed
below are in the Discovery phase. Information about business and

financial activity is being gathered via data mining, review of
existing documentation, and interviews with key stakeholders.

e Accounts Payable
e Other Liabilities
o Military Retirement and Other Federal Employment Liabilities

Risks and Challenges

Major risks include whether a defined, uniform methodology exists
for calculating environmental and disposal liabilities, and whether
supporting documentation exists and is readily available. Efforts to
remediate these risks include developing a sound methodology and
standard operating procedures for environmental liabilities.

Figure 111-4 provides a summary view of the Navy’s audit readiness
plans for the General Fund Balance Sheet. Following Figure I11-4 are
tri-charts for each Balance Sheet line item identifying the remaining
FIAR work, challenges, milestones, the dates deal-breakers will be
resolved.
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Figure lll-4. Navy General Fund Balance Sheet Audit Readiness Plans

FY 2014 FY 2015 FY 2016 FY 2017 FY 2018

Assets
General Equipment ‘
Real Property Phase 1 I‘
Real Property Phase 2
Internal Use Software A,
OMA&S - Ordnance

OMA&S - Uninstalled Aircraft Engines
OM&S - Remainder A
Government Furnished Property ‘
Accounts Receivable

Other Assets

Liabilities

Environmental and Disposal Liabilities

Accounts Payable

Military Retirement and Other Fed Employment Liabilities
Loan Guarantees

Other Liabilities

Existence and Completeness Audit Ready

Discovery

Corrective Action/Assert

Internal Reviews

Fi