
SECRETARY OF THE ARMY 
WASHINGTON 

INFO MEMO 

FOR: SECRETARY OF DEFENSE 

FROM: John M. McHugh, Secretary of the 

08-08- 12 08 : 13 OUT 

SUBJECT: Fiscal Year 2012 Statement of Assuran on Internal Controls Required Under 
the Federal Managers' Financial Integrity Act of 1982 

• I recognize that Army management is responsible for establishing and maintaining effective 
internal controls to meet the objectives of the Federal Managers' Financial Integrity Act 
(FMFIA). As such, I provide a qualified statement of assurance that the Army's internal 
controls, in effect for the fiscal year ending September 30,2012, met FMFIA objectives, 
except for the four material weaknesses noted in this assurance statement. Other than the 
material weaknesses noted, internal controls operated effectively and were used as designed. 

• The Army assessed internal controls for overall operations according to the Office of 
Management and Budget (OMB) Circular A-123, Management's Responsibility for Internal 
Control. Details of how this assessment was conducted are provided at Tabs A-I 
through E-3. 

• Although we continued to make progress in improving internal controls over financial 
reporting for the General and Working Capital funds, I cannot provide assurance that the 
Army's internal controls for financial reporting were operating effectively as of June 30, 
2012. This assessment is based on the auditor's inability to render an audit opinion; 
numerous uncorrected actions identified in our financial improvement plan; 13 weaknesses 
associated with the General Fund and nine weaknesses associated with the Working Capital 
Fund. Our FY 12 Internal Controls over Financial Reporting Statement of Assurance 
(Enclosure 1) provides further details. 

• Our assessment of the effectiveness of the internal controls over financial systems for the 
General and the Working Capital funds was conducted in compliance with OMB Circular A-
127. Based on this assessment, I provide a qualified statement of assurance that internal 
control over financial systems were operating effectively, with the exception of the two 
material weaknesses reported earlier in this statement. Other than the material weaknesses 
noted, internal controls were operating effectively and no other material weaknesses were 
found in the design or operation of the internal control over financial systems. 



SUBJECT: Fiscal Year (FY) 2012 Statement of Assurance on Internal Controls as 
Required Under the Federal Managers' Financial Integrity Act of 1982 

• For Army Civil Works Funds, I am providing an unqualified statement of assurance based on 
the unqualified audit opinion rendered in FYll. 

COORDINATION: NONE. 

Attachments: 
As stated 

Prepared By: Jorge F. Roca, 703-601-1252. 

List of Enclosed Tabs 

Tab A-I The Auditor General's Assessment 
Tab A-2 Description of How the Evaluation Was Conducted 
Tab A-3 Assessment of Acquisition Functions 
Tab A-4 Program and Related Accomplishments 
Tab A-5 Internal Controls Over Financial Systems 
Tab B-1 Uncorrected and Corrected Material Weaknesses 
Tab B-2 Uncorrected Weaknesses Identified During Prior Periods 
Tab B-3 Material Weaknesses Corrected This Period 
Tab-C Not Used 
Tab D-1 Internal Controls Over Financial Systems (ICOFS) 
Tab D-2 ICOFS Status of Uncorrected Weaknesses 
Tab D-3 ICOFS Status of Corrected Weaknesses General Fund 
Tab E-1 ICOFS List of Uncorrected and Corrected Weaknesses 
Tab E-2 ICOFS Status of Uncorrected Weaknesses Correction Actions 
Tab E-3 ICOFS Status of Corrected Weaknesses Working Capital Fund 
Enclosure 1 FY12 Internal Control over Financial Reporting (ICOFR) Statement of 

Assurance 

2 



 

DEPARTMENT OF THE ARMY 
U.S. ARMY AUDIT AGENCY 

OFFICE OF THE AUDITOR GENERAL 
6000 6TH STREET 

BUILDING 1464, MAIL STOP 5609 
FORT BELVOIR, VA  22060 

 
 

SAAG-ZA  9 August 2012 
 
 
MEMORANDUM FOR Secretary of the Army 
 
SUBJECT:  Review of the Army’s Compliance with the Federal Managers’ Financial 
Integrity Act (Project A-2011-FMR-0528.000), Attestation Report A-2012-0136-FMR 
 
 
1. The U.S. Army Audit Agency performed a review of the Army’s actions to comply 
with the requirements of the Federal Managers’ Financial Integrity Act of 1982 and 
DOD Instruction 5010.40 (Managers’ Internal Control Program Procedures).  We 
performed our review in accordance with generally accepted government auditing 
standards and with attestation standards established by the American Institute of 
Certified Public Accountants. 
 
2. From the results of our review, I concluded that the Army, as an entity, actively 
pursued efforts to strengthen its system of internal controls in accordance with the Act 
and DOD Instruction 5010.40.  While the Army expressed less than full assurance on its 
FY 12 internal controls over nonfinancial operations, financial reporting, and financial 
systems, nothing came to our attention to indicate that Army leadership wasn’t strongly 
committed to ensuring that the Army Managers’ Internal Control Program (MICP) was 
effective and to correcting any material weaknesses that limited assurance.  Army 
leadership demonstrated this commitment through:  

• Continued emphasis on leadership, training, and process execution in the Army’s 
daily operations. 

• Quarterly meetings of the Senior Level Steering Committee/Senior Assessment 
Team to review ongoing program issues and to work toward correcting previously 
reported Army-level nonfinancial operating, financial reporting, and financial 
systems material weaknesses.   

• A user-friendly Accountability and Audit Readiness Army Knowledge Online site 
that provided valuable information on internal control self-assessments and on 
improving controls for audit readiness.   
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• Actions undertaken to assess and improve internal controls essential to achieving 

audit readiness for the FY 14 Statement of Budgetary Resources.  During FY 12, the 
Army deployed audit readiness teams to installations to document business 
processes, test key controls, and make recommendations to improve or implement 
internal controls.  In addition, the Army published the Commanders’ Audit 
Readiness Checklist for commanders to use in making sure that the controls that are 
key to financial statement audit readiness are in place and used. 

• Active employment of internal audit capabilities to identify and correct internal 
control weaknesses.  Almost 70 percent of the audits performed by our Agency 
were requested by Army senior leaders, helping us focus on areas of significant risk 
and to provide Army leadership with recommendations for improvement.    

In addition, actions taken by the Accountability and Audit Readiness Directorate in the 
Office of the Deputy Assistant Secretary of the Army (Financial Operations) had a 
continued positive effect on the overall program.  The directorate’s actions included: 

• Providing computer-based MICP training to key Army internal control personnel, 
enabling them to more easily identify and access needed training.  More than 
15,000 personnel have had training since the program’s inception in July 2010—
over 8,400 in FY 12.   

• Revising AR 11-2 (Managers’ Internal Control Program) to incorporate new Army 
responsibilities and requirements for internal controls over financial reporting and 
financial systems. 

• Identifying, reporting, and monitoring material weaknesses.  During FY 12, the 
Army reported 28 uncorrected material weaknesses (4 operational, 22 financial 
reporting, and 2 financial system weaknesses).  The Accountability and Audit 
Readiness Directorate continued to actively monitor the status of these weaknesses 
and to assist material weakness owners in ensuring timely resolution. 

3. Again this year, our review of the program paralleled the Army’s emphasis on 
leadership, training, and execution of the program.  To perform our review, we: 

• Completed an audit of one Army MICP direct reporting organization to assess 
implementation of the program within the organization.  Specifically, we 
performed our audit at the Office of the Deputy Chief of Staff, G-1 and two 
subordinate organizations.  We found that the organizations’ leadership issued 
internal control guidance to assessable units, distributed MICP guidance from the 
Deputy Assistant Secretary of the Army (Financial Operations) to all assessable 
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units, and signed annual statements of assurance as required.  Additionally, 
internal control administrators made a variety of MICP training available to 
personnel with key MICP responsibilities.  However, Deputy Chief of Staff, G-1 
organizations had opportunities to improve processes over program execution by 
identifying, reporting, and tracking material weaknesses; and by tracking audit 
recommendations to implementation.  These areas could be addressed by making 
key program personnel more aware of, and accountable for, their MICP 
responsibilities.  Although improvements were needed, the weaknesses we 
identified were not sufficiently significant to change our overall conclusion that the 
Army’s internal control program was effective. 

• Evaluated key internal controls during our other audits and examination 
attestations.  We published 177 reports that included evaluations of key internal 
controls.  We found 46 percent of the key controls evaluated were fully in place and 
operating—an increase from FY 11.  This demonstrates continued commitment by 
Army leadership to improve internal controls.  The process we use to select audits 
is based on ongoing assessment of high-risk areas where there is a greater 
likelihood of internal control weaknesses.  That process, in conjunction with Army 
senior leaders’ requests to audit areas where they believe problems exist, generally 
results in findings and recommendations designed to improve current controls or 
establish new ones.  Our evaluation of internal controls is a key component of the 
Army MICP because it helps identify weak controls that need to be strengthened. 

• Commented on Army regulations that were in the staffing process.  We reviewed 
19 regulations and found that Army functional proponents could better meet 
AR 11-2 requirements by ensuring that regulations include the terminology or 
format provided in AR 11-2 as well as a process to evaluate whether key internal 
controls are in place and being used as intended.  Sixteen of the regulations had 
statements that addressed internal controls, but they didn’t use the correct 
terminology.  Five regulations didn’t include processes to examine whether the 
controls were in place and being used as intended.  We communicated these needed 
improvements to the responsible Army functional proponents.   

4. We continue to make recommendations during our audits to strengthen controls 
that are not in place or operating.  To have a fully effective control environment, the 
recommendations need to be implemented in a timely manner.  As of July 2012, Army 
organizations reported 319 unimplemented Agency recommendations—a 23 percent 
decrease from the 415 unimplemented recommendations reported as of July 2011.  Of 
these 319 recommendations, only 104 have exceeded their originally agreed-to target 
completion dates for implementing corrective actions by 6 months or more.  Our 
Agency also has a process for periodically notifying both the Secretary of the Army and 
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Army principal leaders of overdue unimplemented recommendations to maintain a 
sharp focus on this area.   
 
5. Although our audits identified some significant opportunities for improvement, 
they did not identify any problem areas sufficiently material to affect your opinion on 
your annual assurance statement for the Secretary of Defense on the status of managers’ 
internal controls in the Army. 
 
 
 
 
 RANDALL L. EXLEY 
        The Auditor General 
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