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• Wherever your agency is in the Generally accepted 

accounting principles (GAAP)-compliance continuum, this 

workshop will walk through the organizational perceptions 

and needs for a pre-clean audit, while actively obtaining 

and sustaining a clean audit opinion, including:

– change management, 

– the power of “tone at the top” combined with organizational “grass 

roots” movements, 

– financial statement line item prioritization, 

– and agency governance.

Workshop 77
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The Riddle of the Sphinx

• “What Walks on 4 in the Morning, 2 at Noon, and 3 in the 

Evening?”
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The Answer from Oedipus: “Man”

• Walks on 4 in the Morning,

• 2 at Noon, and 

• 3 in the Evening
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Possible Audit Reports

Material and 
Pervasive

Material but Not 
Pervasive

No Material 
Issues

Unqualified 

(Unmodified) 

Opinion

Qualified 

(Modified) 

Opinion

Adverse 

Opinion

Qualified 

(Modified) 

Opinion

Disclaimer of 

Opinion

Financial Statements are 

materially misstated

Inability to obtain sufficient 

appropriate audit evidence

Audit Opinions (GAAP-Compliance Continuum)
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Legislation

Beginning in the late 1700s, Congress has passed multiple accounting-related regulations 

impacting federal government financial management.

1791
Resolution on 

Statements of Receipts 

and Expenditures

The U.S. House of 

Representatives approved a 

resolution requiring the Secretary 

of the Treasury to submit an 

accurate statement and account 

of receipts to Congress

1894
The Dockery Act

1950
Budget and Accounting 

Procedures Act 

Required executive agencies to 

provide reports and information 

on their financial condition to 

the Secretary of the Treasury

Required annual audited 

financial statements and 

established CFOs at each 

agency

1996
Federal Financial 

Management 

Improvement Act (FFIMA)

Mandated agencies to conform to 

applicable accounting standards, meet 

federal financial systems 

requirements, use the U.S. Standard 

General Ledger (USSGL) at the 

transaction level, and include agency 

level reporting as part of the auditors 

report on compliance

2010
National Defense 

Authorization Act 

(NDAA) 

Mandated the DoD to 

develop a Financial 

Improvement and Audit 

Readiness  Plan in order to 

have auditable financial 

statements by Sep 30, 2017

1990
CFO Act

1994
Government 

Management Reform 

Act 
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Internal Controls Legislation

End State is Not Auditable Financial Statements But a Culture That Supports Continuous Business Process 

Improvement – That Will Result and Sustain Accurate, Timely and Complete Financial Information . 

► Requires agencies to establish and maintain and 

assert to the effectiveness of internal controls 

over operations and compliance with laws and 

regulations

► Included Management’s Responsibility of Internal 

Controls over financial reporting

► Instructs agencies to maintain integrated financial 

management systems complying with Federal 

systems requirements, Federal financial accounting 

standards and United States Standard General 

Ledger (USSGL) at the transaction level.

► Requires agency’s CFOs to develop and maintain 

an integrated agency accounting and financial 

management system, including financial 

reporting and internal controls.

The Federal Managers’ Financial 

Integrity Act of 1982 (FMFIA)

Revised OMB Circular A-123

The Federal Financial Management 

Improvement Act of 1996/OMB 

Circular No. A-127 

The Chief Financial Officers Act of 

1990 (CFO Act) S
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MICP was created to ensure compliance with various federal laws and Department of Defense (DoD) policies that require 

efficient business processes, reliable financial reporting and documentation of key processes through internal controls 

(Mandated for Federal Agencies).
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Financial Audit Overview

An audit is an official inspection of an 
individual’s or organization’s accounts, typically 

by an independent body. 

Audits are performed to ascertain the validity 
and reliability of information provided by an 

entity. 

Audits provide an assessment of a system’s 
internal control.

Types of Audits

Internal External

Performed by Audit

Readiness personnel or 

other group within the 

organization 

Performed by an outside 

auditor who does not 

have any ties to the 

organization or its 

financial statements 

Performance Financial

Economy and efficiency, 

program 

Financial statements, 

other financial related 

reports 

What is an audit?
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Example Audit Readiness Levels

Audit Readiness 
Level 0

• Auditors unable to complete Audit due to 
organization’s incomplete documentation. No Audit 
opinion issued.

Audit Readiness 
Level I 

• The financial statement is compiled, policies and 
procedures in place, and the auditors go to the field 
to observe and test; Disclaimer is expected.

Audit Readiness 
Level II

• All known Notice of Findings and 
Recommendations (NFRs) are adjudicated; 
Modified Opinion is expected.

Audit Readiness 
Level III

• All known NFRs are adjudicated; Unmodified 
Opinion is expected.

Audit Readiness 
Level IV

• All known NFRs are adjudicated, all material 
weaknesses are remediated; Unmodified Opinion is 
expected.
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Benefits of Financial Audits

Expected outcomes of financial auditability: minimizing the risk of misusing taxpayer dollars and 

optimizing accountability. However, to succeed, the entire Agency must work together to continuously 

improve our business environment.

more accurate financial statements

“Doing Business the Right Way”
.

 Reduce the risk of misusing funds by strengthening internal controls…

 …generating efficiencies through streamlined business operations and optimization of 

systems 

will…

…resulting in 

efficiencies from business improvements……lead to

increased accountability & reduced risk……indicating

 Precise asset visibility will result in greater readiness…and reduce spending on material

 Identifying un-needed material requirements early enough to re-purpose funds for other 

readiness requirements

 Complying with financial audit standards through improved business processes and 

systems…

 …reduces the risk of funds misuse, increases accountability for using funds properly

 A barometer to the transformation of the Agency culture of financial management …

 …demonstrating business improvements have been comprehensively implemented

Doing 

Business 

the Right 

Way

Payback from 

Improvements

Transparency

Increased 

Public 

Trust
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 Financial Audit is a Agency-wide responsibility

– Reinforce the priority through your leadership channels;  monitor status of auditor data calls and 

testing results 

– Ensure strategic alignment with the Agency audit readiness

 Standardized processes better enable auditability 

– Ensure compliance with policy and process changes as 

distributed

 Ensure your Management and Staff are prepared to explain

their business processes and provide supporting documentation

– Command expertise and insight into the Agency operating 

environment are key to a successful audit; position your 

process owners to speak to the details and provide source 

documentation

 Review results of testing and status of corrective action implementation

– Testing is just one step in the process; the audit is an iterative exercise 

and an opportunity to continually improve Agency business processes 

and the reliability of our financial information

“Tone at the Top” - Support from Senior 

Leadership

 This , Not This
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Audit Lifecycle Roles and Responsibilities

Auditor 

Role

Determine effective and 

efficient way to obtain 

necessary evidence to 

report on the entity’s 

financial statements 

Submit Document 

Requests to seek 

explanatory information 

while familiarizing with 

agency financial universe

Assess control risk and 

determine the nature, timing, 

and extent of control, 

compliance and substantive 

testing

Determine control 

weaknesses and, if 

appropriate, form an opinion 

and/or reports on internal 

controls over financial 

reporting and compliance

Plan the nature, timing, 

and extent of procedures 

to be performed on 

budgetary transactions and 

effectiveness of controls 

Perform substantive, 

control and compliance 

tests

Issue Notices NFRs to 

outline problem areas within 

accounting, internal controls, 

IT Systems and business 

processes

Issue an opinion and 

issue an audit report

Audit

Readiness 

Division

Provide strategic guidance 

and technical expertise to 

consolidate the audit 

response, communication, 

and training functions across 

the Agency

Provide coordination, 

communication, and 

liaison that facilitates a close 

working relationship between 

the Agency and auditors

Direct, oversee, and provide 

quality control and quality 

assurance for all audit 

response activity before 

delivery to the Independent 

Public Accountant (IPA)

Communicate outcomes of 

the audit and coordinate 

NFR remediation and 

Corrective Action Plans 

(CAP) implementation with 

assigned stakeholders

Agency Respond to Document 
requests – a function that 
will continue throughout the 
audit cycle

Facilitate the review of 

internal controls and 

processes to include MICP, 

System Access and User 

Provisioning, etc.

Respond to sample data 

requests from the auditor in 

a timely manner and provide 

insight into the quality of line 

item supporting 

documentation

Assigned stakeholders 

develop CAPs

Reporting phaseTesting phasePlanning phase Control phase
Level of Effort

O Low
O Medium
O High
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Audit Documentation Package

There are five steps personnel should take to prepare documentation before responding to 

sample requests.

1. Review the auditors requested sample transaction

2. Locate the key supporting document (KSD) and validate accuracy of the document(s)

3. Highlight key sections of the document to help the auditors/testers find applicable 

attributes

4. Complete the coversheet and review the document(s) to verify the highlighted 

information tells the sample’s “story” and completes the audit trail package

5. If necessary, complete a Memo for the Record (MFR) to highlight documentation 

deviations from the checklist or process explanations to help the auditors understand 

the documentation provided

KS

D
KS

DKSDs Audit trail 

package
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• Financial transactions created everyday, roll up and lead to financial 

statements.

• Examples of every day actions include:
– Ordering pharmaceuticals 

– Submitting time

– Billing to a third party

– Entering into an agreement for contractual 

service

• Each action triggers the beginning of a process that ultimately leads to 

a line item on a financial statement.

Financial Statement Compilation

The USSGL is a key component of financial statement compilation.

Action/Transaction Line of Accounting 

(LOA) generated

USSGL accounts 

impacted 

Transaction becomes a part of 

a financial statement line item
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Financial Statement Compilation

Financial statements are important 

because they: 

– Provide both a snapshot of the 

government’s financial health

– Help demonstrate accountability

– Provide information for policy 

formulation and planning

– Provide information used to 

evaluate governmental 

performance

Balance Sheet

   ASSETS (Note 2)

            Intragovernmental:

                Fund Balance with Treasury (Note 3)

                Investments (Note 4)

                Accounts Receivable (Note 5)

                Other Assets (Note 6)

                Total Intragovernmental Assets

            Cash and Other Monetary Assets (Note 7)

            Accounts Receivable,Net (Note 5)

            Loans Receivable (Note 8)

            Inventory and Related Property,Net (Note 9)

            General Property, Plant and Equipment,Net (Note 10)

            Investments (Note 4)

            Other Assets (Note 6)

   TOTAL ASSETS

 STEWARDSHIP PROPERTY, PLANT & EQUIPMENT (Note 10)

   LIABILITIES (Note 11)

            Intragovernmental:

                Accounts Payable (Note 12)

                Debt (Note 13)

                Other Liabilities (Note 15 & 16)

                Total Intragovernmental Liabilities

            Accounts Payable (Note 12)

            Military Retirement and Other Federal

            Employment Benefits (Note 17)

            Environmental and Disposal Liabilities (Note 14)

            Loan Guarantee Liability (Note 8)

            Other Liabilities (Note 15 and Note 16)

   TOTAL LIABILITIES

 COMMITMENTS AND CONTINGENCIES (NOTE 16)

   NET POSITION

          Unexpended Appropriations - Dedicated

          Collections (Note 23)

          Unexpended Appropriations - Other Funds

          Cumulative Results of Operations - Dedicated Collections (Note 23)

   TOTAL NET POSITION

   TOTAL LIABILITIES AND NET POSITION

Budgetary Resources:

1000 Unobligated balance brought forward, Oct 1

1020 Adjustment to unobligated balance brought forward, Oct 1 (+ or -)

1020.5 Unobligated balance brought forward, Oct 1, as adjusted

1021 Recoveries of unpaid prior year obligations

1043 Other changes in unobligated balance (+ or -)

1051 Unobligated balance from prior year budget authority, net

1290 Appropriations (discretionary and mandatory)

1490 Borrowing Authority (discretionary and mandatory)

1690 Contract Authority (discretionary and mandatory)

1890 Spending Authority from offsetting collections (discretionary and mandatory)

1910 Total Budgetary Resources

Status of Budgetary Resources:

2190 New obligations and upward adjustments (total)

2200 Unobligated balance, end of year:

2204 Apportioned, unexpired accounts

2304 Exempt from apportionment, unexpired accounts

2404 Unapportioned, unexpired accounts

2412 Unexpired unobligated balance, end of year

2413 Expired unobligated balance, end of year

2490 Unobligated balance, end of year (total)

2500 Total Budgetary Resources

Change in Obligated Balance:

Unpaid obligations:

3000 Unpaid obligations, brought forward, Oct 1

3006 Adjustment to unpaid obligations, start of year (+ or -)

3012 New obligations and upward adjustments

3020 Outlays (gross) (-)

3032 Actual transfers, unpaid obligations (net) (+ or -)

3042 Recoveries of prior year unpaid obligations (-)

3050 Unpaid obligations, end of year

Uncollected payments:

3060 Uncollected pymts, Fed sources, brought forward, Oct 1 (-)

3066 Adj to uncollected pymts, Fed sources, start of year (+ or -)

3072 Change in uncollected pymts, Fed sources (+ or -)

3082 Actual transfers, uncollected pymts, Fed sources (net) (+ or -)

3090 Uncollected pymts, Fed sources, end of year (-)

Memorandum Entries:

3100 Obligated balance, start of year (+ or -)

3200 Obligated balance, end of year (+ or -)

Budget Authority and Outlays, Net:

4175 Budget authority, gross (discretionary and mandatory)

4176 Actual offsetting collections (discretionary and mandatory) (-)

4177 Change in uncollected payments, Federal Sources (discretionary and mandatory) (+ or -)

4178 Recoveries of prior year paid obligations (discretionary and mandatory)

4179 Anticipated offsetting collections (discretionary and mandatory) (+ or -)

4180 Budget Authority, net (total) (discretionary and mandatory)

4185 Outlays, gross (discretionary and mandatory)

4187 Actual offsetting collections (discretionary and mandatory) (-)

4190 Outlays, net (total) (discretionary and mandatory)

4200 Distributed offsetting receipts (-)

4210 Agency Outlays, net (discretionary and mandatory)
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Audit Outcomes

NFR
Corrective 
Action and 

Remediation

Follow-up 
Testing

Auditors provide 

NFRs describing any 

significant issues 

uncovered during the 

audit

Auditors conduct follow-up 

testing based on 

completed remediation 

efforts to confirm that the 

issues have been resolved 

Deficiency 
identified

NFR issued

CAP developed 
to address 

recommendation 
and weakness

CAP 
implemented 
to remediate 
deficiency

Auditor 
retests and 
assesses in 

the next year

The cycle will 
continue until 

the finding 
has been 

fully 
remediated
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Lessons Learned – Fix Existing Data and 

Related Procedures Concurrently

• GAAP-compliance  not a “two-step,” but concurrent (e.g. 

“Drain the Swamp AND Turn the Spigot Off”)

“Righty-tighty”

Presentation 

and Disclosure

Completeness

Existence

Rights and 

Obligations

Valuation
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Lessons Learned – Operations Transactions 

Matter

• “Accounting is a Byproduct of Operations” – Without iterative/on-going 

existence and completeness efforts, other assertion efforts are fleeting and 

temporal.

Information 

Systems 

Balance Sheet

   ASSETS (Note 2)

            Intragovernmental:

                Fund Balance with Treasury (Note 3)

                Investments (Note 4)

                Accounts Receivable (Note 5)

                Other Assets (Note 6)

                Total Intragovernmental Assets

            Cash and Other Monetary Assets (Note 7)

            Accounts Receivable,Net (Note 5)

            Loans Receivable (Note 8)

            Inventory and Related Property,Net (Note 9)

            General Property, Plant and Equipment,Net (Note 10)

            Investments (Note 4)

            Other Assets (Note 6)

   TOTAL ASSETS

 STEWARDSHIP PROPERTY, PLANT & EQUIPMENT (Note 10)

   LIABILITIES (Note 11)

            Intragovernmental:

                Accounts Payable (Note 12)

                Debt (Note 13)

                Other Liabilities (Note 15 & 16)

                Total Intragovernmental Liabilities

            Accounts Payable (Note 12)

            Military Retirement and Other Federal

            Employment Benefits (Note 17)

            Environmental and Disposal Liabilities (Note 14)

            Loan Guarantee Liability (Note 8)

            Other Liabilities (Note 15 and Note 16)

   TOTAL LIABILITIES

 COMMITMENTS AND CONTINGENCIES (NOTE 16)

   NET POSITION

          Unexpended Appropriations - Dedicated

          Collections (Note 23)

          Unexpended Appropriations - Other Funds

          Cumulative Results of Operations - Dedicated Collections (Note 23)

   TOTAL NET POSITION

   TOTAL LIABILITIES AND NET POSITION
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Lessons Learned – Prioritization, 

Prioritization, Prioritization

• Prioritize line items and 

assets from highest $$$$$ to 

lowest $ - “If Everything is 

#1 Priority, Then Nothing 

Is”
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Lesson Learned – Focus on Activity with 

Accomplishment

• “Activity without 

Accomplishment” is 

wasted effort (e. g. 

status reports without 

active remediation of 

line items, account 

balances, and 

transactions to back-up 

reports is a guess on 

progress).
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Most Important Lessons Learned

• The “low hanging fruit” has 

been plucked.

• The “quick wins” have been 

won.

• The path that remains 

includes nothing but 

consistent, sustained, 

prioritized hard work that is 

based on meeting the five 

management assertions, and 

includes retaining relevant 

documentation for auditor 

sampling.
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or ???

Unmodified Opinion on the Financial Statements is Only the Beginning
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Contact Information

• CAPT Carl Messalle, CDFM

– Carl.R.Messalle@uscg.mil

• Bobby Hart, CPA, CMA, CFM, PMP, CGFM, CICA

– Bobby.Hart@ey.com

mailto:Carl.R.Messalle@uscg.mil
mailto:Bobby.Hart@ey.com
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BACK-UP SLIDES
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Types of Opinions

Adverse
An adverse opinion states that the financial statements do not 

present fairly the assets, liabilities, net position, net costs, 

changes in net position, budgetary resources, 

reconciliation of net costs with budgetary obligations, 

custodial activities, (if applicable), or the financial condition 

of the entity’s social insurance programs, (if applicable), in 

conformity with U.S. GAAP. This type of opinion is expressed 

on the financial statements taken as a whole when there are 

material departures from U.S. GAAP. The auditor will add an 

explanatory paragraph that includes all the substantive reasons 

for the adverse opinion and, if practicable, the principal effects 

on the financial statements of the matter giving rise to the 

adverse opinion.

Unmodified
In an unmodified (previously unqualified) opinion on the 

financial statements, the auditor concludes that the 

financial statements and accompanying notes present 

fairly, in all material respects, the assets, liabilities, and 

net position of the entity at the end of the period, and the net 

costs, changes in net position, budgetary resources, 

custodial activity (if applicable) for the period then ended, 

and the financial condition of the entity’s social insurance 

programs (if applicable), as of the specified date in 

conformity with U.S. GAAP.

Modified
A qualified (modified) opinion states that except for the effects 

of the matter to which the qualification relates, the financial 

statements present fairly, in all material respects, the assets, 

liabilities, net position, net costs, changes in net position, 

budgetary resources, reconciliation of net costs with budgetary 

obligations, custodial activities (if applicable), and the financial 

condition of the entity’s social insurance programs, (if 

applicable), in conformity with U.S. GAAP. 

Disclaimer
In a disclaimer of opinion, the auditor does not express an 

opinion on the financial statements. A disclaimer of opinion is 

appropriate when the audit scope is not sufficient to enable the 

auditor to express such an opinion, or when there are material 

uncertainties involving a scope limitation. 
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Picture Sources

• Sphinx –

https://commons.wikimedia.org/wiki/File:Oedipus_and_the_Sphinx_of_Thebes,_Red_Figure_Kylix,_c._470

_BC,_from_Vulci,_attributed_to_the_Oedipus_Painter,_Vatican_Museums_(9665213064).jpg

• Baby Crawling – http://clipartist.net/svg/baby-svg/

• Human – https://image.freepik.com/free-icon/tall-human-silhouette_318-44430.jpg

• Man with Cane – http://img.freepik.com/freie-ikonen/alter-mann_318-117873.jpg?size=338&ext=jpg

• Michael Scott – https://www.nbcstore.com/personalized-the-office-worlds-best-boss-large-mug.html

• Impact/Effort Matrix – https://pabial.files.wordpress.com/2014/02/impact-effort-matrix.jpg

• Swamp –

https://www.commondreams.org/sites/default/files/styles/cd_large/public/headlines/swamp.jpeg?itok=-S2k6-

KC

• Spigot – http://images.clipartlogo.com/files/istock/thumbs/2989/29894526-water-faucet-leak.jpg

• Construction-in-Progress –

https://upload.wikimedia.org/wikipedia/commons/b/b4/One_WTC_tower_construction_progress_Sept_2010

.JPG

• Geologist – http://www.thaigoodview.com/files/u84124/gt_geologist04.jpg

• Clipboard – http://wheresthebenefit.blogspot.com/2012/06/guest-post-spoon-overdrafts-and-wca.html

• Aircraft carrier – http://archive.defense.gov/dodcmsshare/newsphoto/2004-07/040721-N-4565G-001.jpg

• Dilbert – http://4.bp.blogspot.com/-

kAhDE9cAJTk/U8MVLzNaqLI/AAAAAAAABc4/C6i5GHFjl9w/s1600/dilbert_prioritization.png

• Pyramid of Success – https://27gen.files.wordpress.com/2013/04/pyramid-of-success.jpg

https://commons.wikimedia.org/wiki/File:Oedipus_and_the_Sphinx_of_Thebes,_Red_Figure_Kylix,_c._470_BC,_from_Vulci,_attributed_to_the_Oedipus_Painter,_Vatican_Museums_(9665213064).jpg
http://clipartist.net/svg/baby-svg/
https://image.freepik.com/free-icon/tall-human-silhouette_318-44430.jpg
http://img.freepik.com/freie-ikonen/alter-mann_318-117873.jpg?size=338&ext=jpg
https://www.nbcstore.com/personalized-the-office-worlds-best-boss-large-mug.html
https://pabial.files.wordpress.com/2014/02/impact-effort-matrix.jpg
https://www.commondreams.org/sites/default/files/styles/cd_large/public/headlines/swamp.jpeg?itok=-S2k6-KC
http://images.clipartlogo.com/files/istock/thumbs/2989/29894526-water-faucet-leak.jpg
https://upload.wikimedia.org/wikipedia/commons/b/b4/One_WTC_tower_construction_progress_Sept_2010.JPG
http://www.thaigoodview.com/files/u84124/gt_geologist04.jpg
http://wheresthebenefit.blogspot.com/2012/06/guest-post-spoon-overdrafts-and-wca.html
http://archive.defense.gov/dodcmsshare/newsphoto/2004-07/040721-N-4565G-001.jpg
http://4.bp.blogspot.com/-kAhDE9cAJTk/U8MVLzNaqLI/AAAAAAAABc4/C6i5GHFjl9w/s1600/dilbert_prioritization.png
https://27gen.files.wordpress.com/2013/04/pyramid-of-success.jpg

