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1.  Purpose:  This chapter provides guidance for preparing and issuing various types of engagement reports.  Guidance is based on the Army policy that all Internal Review work, to include reporting, will meet Government Auditing Standards established by the Comptroller General of the United States and audit policies promulgated by the Army.   





2.  References:  





	a.  Generally Accepted Government Auditing Standards  (GAGAS)  issued by the Comptroller General of the United States.





	b.  Standards for Auditing, Attestation, and Consulting Services issued by the American Institute of Certified Public Accountants (AICPA).





	c.  Statements on Internal Auditing Standards,  Institute of Internal Auditors (IIA).





�	d.  DOD Manual 7600.7-M, Internal Audit Manual.





	e.  DOD Directive 7650.3, Follow-up on General Accounting


Office, DOD Inspector General, Internal Audit, Internal Review Reports.





	f.  AR 11-2, Management Control.





	g.  AR 11-7, Internal Review and Audit Compliance Program.





	h.  AR 36-2, Audit Reports and Follow-Up.


		


	i.  SAFM Memorandum dated 6 January 1995; Subject:  Quick Reaction Auditing.





j.  SAFM  Memorandum dated 21 December 1995; Subject:  Consulting and Advisory Services.





k.  Memorandum from this office dated 2 May 1996, Subject:  Qualifying Quick Response Audit Reports





3.  Philosophy:  To be successful in today’s Army command environment, the Internal Review Program must embrace the following fundamental principles:





	a.  Internal Review is a customer driven, service oriented function.





	b.  Internal Review serves as a commander’s prime management control.  It’s value is that it can assess the need for and competency of all other controls.


�


	c.  Internal Review is a locally owned and operated activity.  It is there because it adds value at the local command level and fosters the use of best business practices.  Simply stated - it solves local problems in-house. 





	d.  Internal Review provides the commander and staff with a full array of internal audit services.  These include: full scope auditing, quick response auditing, consulting and advisory services, audit compliance and follow-up services.





4.  Reporting.  There is an increasing need for IR to provide more timely audit results to customers.  The report discussed herein, is the visible aspect of the audit process.  It must conform to auditing standards; be informative while professional in format and content; be concise; use clear language; and, when appropriate, include constructive recommendations.  This handbook was developed to achieve compliance with GAGAS, promote consistency among Army internal review offices, and alleviate redundant installation level research.  However, this handbook has been written with the presumption that an open and working line of communication exists between the internal review auditor and the customer.  And, that in many instances, review results will be provided the customer informally - either in written or oral form.    


	


	The GAGAS, IIA, and AICPA references generally discuss four types of audit services and reports:  (i)  Financial Audits; (ii) Performance/ Operational Audits;  (iii) Consulting/Advisory Services; and, (iv) Followup Audits.  The audit objective or sub-objective governs which GAGAS standards for field work and reporting apply.  It is Army policy to comply with GAGAS for reporting on all audits.  Although this handbook provides detailed guidance, the actual GAGAS should be referred to as well.                                 Generally, IR audits should limit the number of objectives and sub-objectives due to time and staffing constraints.





5.  Communication.  Engagement results can be presented in a number of different types of medium, i.e. written, oral, and electronic.  No matter how presented, the report will comply with the applicable GAGAS standards.  Written reports are the most frequently used medium of presentation.  





	a.  Formal Financial Audit Report -- This formal audit process, that generally includes three reports, is discussed in Appendix A.





	b.  Memorandum Reports -- A memorandum report should be used by IR for  financial related and performance (to include quick response) audits.  Such reports are less resource intensive and more readable.  They are discussed in Appendices A and B.





	c.  Advisory Report -- This format is often used by MACOM and HQDA IR offices to present significant problems of wide interest that were documented during a multilocation audit or a series of single location audits.  Advisory reports are given wide MACOM or Army distribution, particularly to activities that have not had recent audit coverage, who are then encouraged to identify and correct similar problems that may exist within their operations.





	d.  Summary Report -- A compilation of individual or separate audit reports on the same general objectives summarized to provide a comprehensive report for command officials.  





6.  Reporting Media.  





	a.  Written reports (Printed).  Formats for written reports will be established locally.  A copy of the written report, signed by the IR chief, will be retained in the internal review office and cross referenced to substantiating documents/working papers.





	b.  Written reports (Electronic).  While formats may be the same, this category includes those reports issued to the customer via electronic-mail.  This method of distribution can be significantly faster, especially when the customer is not located in the same geographic area as the auditors or the site where the consulting work was performed.  It includes the posting of the report onto either a Wide Area Network (WAN) or Local Area Network (LAN) Bulletin Board.  This method is especially appropriate when the results are applicable or of interest to a large number of organizational elements.  E-mail on the other hand, is normally forwarded and retrievable to specific addressees only.  IR offices will retain a copy of the report on a disc.  If the                           consulting engagement was paperless, the disc, to include a hard copy of the engagement product, will be filed with associated project documents in accordance with MARKS.





	c.  Multi-media.  Certain performance audits and consulting/advisory services may be reported by not using either a printed or electronic format.  Examples are:  training packages on such things as internal controls, annual assurance statements, Government Performance and Results Act, etc.  The use of multi-media can be a timely, cost effective means to provide information to the commander or a large and geographically dispersed audience.  The use of video tapes or video show-type presentation disseminated via electronic means may be used.  When this type of service is performed, the internal review office will establish a record of the work, either as a printed document or an entry onto a computer log.  This record should, as a minimum, describe --





	(1)  Project Number (if appropriate)





	(2)  Customer	





	(3)  Service requested





      (4)  What was done.





 			      (5)  What the cost was in terms of staff time and funds.  





	d.  Oral Reports.  Performance audits or consulting/advisory service results may be, upon request, given via an information or decision briefing.  The applicable GAGAS reporting standards apply.  Copies of briefing documents (i.e. read-ahead memorandums, briefing charts/graphs, presenter notes, transparencies, etc.) should be filed with associated project documentation in accordance with MARKS.  Also, a Memorandum For Record (MFR) of the briefing should be prepared and filed with the project documents.  This MFR would document any discussion, decision, or tasking made by the person receiving the briefing.
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Financial Audits





1.  The GAGAS (paragraph 2.4) defines financial audits and financial related audits.





	a.  A financial statement audit generally provides reasonable assurance that financial statements of an audited entity present fairly the financial position, results of operations, and cash flows in conformity with generally accepted accounting principles.  It includes three reports:  a report expressing an opinion on the financial statements audited; a report on compliance with laws and regulations; and a report on internal controls.





	b.  Financial related audits include determining whether:  (i) financial information is presented in accordance with established or stated criteria; (ii) the entity has adhered to specific financial compliance requirements;  (iii) the entity’s internal control structure over financial reporting and/or safeguarding assets is suitably designed and implemented to achieve the control objectives.  For example, financial information audits that address a financial segment (e.g. reconciliation of cash with Treasury, fixed assets, accounts receivable or payable, capital accounts, appropriated funds, reimbursement orders and expenses) or an imbedded financial related system (e.g. time and attendance reporting, commitment and obligation procedures, and vouchering of expenses) under GAGAS standards are financial related audits.  This definition may also include audits of internal controls put in place to ensure compliance with fiscal laws and regulations, proper financial reporting, and safeguarding of allocated resources.





2.  GAGAS prescribes mandatory requirements for Financial Statement Audits.  These are:





	a.  Statement on Auditing Standards - - All reports should state that the audit was made in accordance with GAGAS.  The statement should be qualified in situations where applicable standards were not followed.  In these situations, it is necessary to disclose any applicable standard that was not followed, the reasons it was not followed, and how not following the standard affected or could affect the audit results.





	b.  Reporting on Compliance with Laws and Regulations and on Internal Controls - - Audits should describe the scope of the auditor’s testing of compliance with laws and regulations, internal controls and present the results of such tests.  These reports should be referred to in the report addressing the financial statement.  Generally, the audit should test compliance with certain laws and regulations, obtain an understanding of internal controls, and assess control risk to satisfy this requirement.  Auditors should also report whether the tests they performed provided sufficient evidence to support an opinion on compliance or internal controls.
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	c.  Irregularities, Illegal Activity, or Other Noncompliance. When reporting material irregularities, illegal acts and other non-compliance, relevant information should be provided and findings should be placed in their proper perspective.  In instances of non-compliance, the specific law or regulation not complied with should be identified.  The standards for reporting performance audits should be followed in preparing noncompliance findings (see para 4b).  Immaterial irregularities, illegal acts and noncompliance should be communicated in a memorandum referenced in the financial statement report.  Whenever fraud or illegal acts are disclosed, they should immediately be referred in a separate report to the commander and appropriate investigative agency.





	d.  Deficiencies in Internal Controls.  The report on internal control should present deficiencies in internal controls that are considered to be “reportable conditions,” as defined in AICPA standards.  The report should identify the reportable condition that is considered individually or cumulatively to be a material weakness.  When issued as a separate report, it should referred to in the report addressing the financial statement report.  For example, a failure to safeguard assets is a reportable condition.  Other examples can be found in GAGAS (paragraph 5.26).  When presenting a reportable condition, develop the prescribed elements of a finding (condition, criteria, cause and effect).  Deficiencies in internal control that are not reportable conditions may be communicated by memorandum.  When this is done, the memorandum should be referenced in the report on internal controls. 





3.  A discussion of the financial segment and related audit reporting process follows.  GAGAS financial related reports specified in paragraph 5.36 must:  (i)  follow applicable AICPA standards, (ii)  state that the audit was made in accordance with GAGAS, (iii)  disclose whenever privileged or confidential information is omitted, and (iv)  distribute the written report to the commander and appropriate staff.  GAGAS paragraph 5.37 states that for financial audits not described, performance audit standards should be followed.  The financial related audit report should be in memorandum format and include the following elements:





	a.  Executive Summary -- Explain why the audit was performed, what the objectives were, and the general results.  This summary is supported by subsequent paragraphs with specific information.





	b.  Audit Entity -- Describe the organization, system or account audited.





	c.  Objectives -- The purpose(s) of the audit





d.  Scope -- The depth and coverage of the audit work.  Any limitations on the work are presented.





e.  Methodology -- Explanation of the evidence gathering and analysis techniques used.


Appendix A








	f.  Compliance with Laws and Regulations -- Reporting of all material instances of noncompliance and abuse that were identified in connection with the audit.  The disclosure of fraud or illegal acts should immediately be referred in a separate report to the commander and appropriate investigative agency.





	g.  Compliance with GAGAS -- The statement of compliance refers to all applicable standards that the auditors should have followed.  The statement is qualified in situations where the auditor did not follow an applicable standard.  It is necessary to disclose the standard not followed, the reason it was not followed, and how not following the standard affected or could affect the audit results.





	h.  Management Controls.--Discuss the work done and any significant weaknesses found.





	i.  Noteworthy Accomplishments -- Management accomplishments identified during the audit should be presented.





	j.  Issues -- Issues identified needing further audit work in the future should be discussed.





	k.  Finding, Conclusions, and Recommendations -- Significant findings             may be developed using the prescribed elements (condition, criteria, cause, and           effect) in response to each audit objective.  Recommendations are made when potential for significant improvement is identified.





	l.  Views of Responsible Officials -- Discuss the views of responsible officials concerning findings, conclusions, recommendations, as well as corrections planned.





	m.  Monetary Benefits -- Any savings identified will be reported and discussed with command.
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Performance Audits


  





1.  A performance audit is an objective and systematic examination of evidence for the purpose of providing an independent assessment of the performance of a government organization, program, activity, or function in order to provide information to improve public accountability and facilitate decision-making by parties responsible to oversee or initiate corrective action.  Performance audits include economy and efficiency and program audits.  The type of audit performed will depend on the objectives of the audit and may be either a full scope or quick response audit.





	a.  Economy and efficiency audits include determining (i)  whether the entity is acquiring, protecting, and using its resources (such as personnel, property, and space) economically and efficiently, (ii) the causes of inefficiencies or uneconomical practices and (iii) whether the entity has complied with laws and regulations on matters of economy and efficiency.  For example, economy and efficiency audits may include audits of leased property, space utilization, contract administration, or vehicle utilization.  





	b.  Program audits include determining (i)  the extent to which the desired results or benefits established by the legislature or other authorizing body are being achieved, (ii) the effectiveness of organizations, programs, activities, or functions, and (iii) whether the entity has complied with significant laws and regulations applicable to the program.  For example:  Program audits could include audits of as supply/inventory  management, medical provider productivity, recruiting and retention programs.  





2.  Performance audit reports should be timely, complete, accurate, objective, convincing, professional in format, clear and concise.  The report should be distributed as appropriate to the commander and staff of the audited organization, especially those officials responsible for acting on the audit findings and recommendations.





3.  As a minimum, performance audit reports will include the following elements:





	a.  Executive Summary -- The initial paragraph will concisely state why the audit was performed, what the objective(s) were and significant results.  Supporting details and specifics are provided in the body of the report.





	b.  Audit Entity -- Describe the organization, system, program, mission, function or account audited.





	c.  Objectives -- Purpose(s) of the audit.





	d.  Scope -- Depth and coverage of work done to accomplish the audit’s objectives.  Any limitations on the work are presented.
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	e.  Methodology -- Explanation of the evidence gathering and analysis techniques employed.





	f.  Compliance with Laws and Regulations -- Report all significant instances of noncompliance and abuse that were identified during or in connection with the audit.  The disclosure of fraud or illegal acts should be immediately referred in a separate report to the commander and appropriate investigative agency.





	g.  Compliance with GAGAS -- Statement of compliance with audit standards refers to all applicable standards that the auditors followed during the engagement.  The statement will be qualified in situations where the auditors do not follow an applicable standard.  In these situations, auditors will identify the applicable standard that was not followed, the reasons for not following it, and how not following it materially affected or could affect the audit results





	h.  Management Controls -- Scope of work on management controls and any significant weaknesses found during the audit.





	i.  Noteworthy Accomplishments -- Noteworthy management accomplishments identified during the audit, which were within the scope of the audit, should be included in the audit report.





	j.  Issues Needing Further Study -- Report on issues identified needing additional audit work.





	k.  Findings, Conclusions and Recommendations -- Present significant findings and conclusions developed using the prescribed elements (condition, criteria, cause and effect) in response to each audit objective.  Conclusions are logical inferences about the overall program based on the auditors’ findings and should be specific and not left to be inferred by the readers.  Recommendations are made when there is a potential for significant improvement in operations and performance.  Recommendations are most constructive when they are directed at resolving the cause of identified problems, are action oriented and specific, are addressed to parties that have the authority to act, are feasible, are not redundant, and are cost effective.





	l.  Views of Responsible Officials -- Discuss the views of responsible officials concerning findings, conclusions, and recommendations, as well as corrections planned.





	m.  Monetary Benefits -- Any savings identified will be reported and addressed with command.
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Consulting and Advisory Services





1.  Consulting and Advisory Services are defined as any engagement performed by an Army internal review activity that is not a financial or performance audit.  They may be consultations, advisory services, staff and other support services, transaction services or implementation services.  They are differentiated from a Quick Response Audit by the fact that Comptroller General Government Auditing Standards do not apply.  Army policies apply when performing a consulting or advisory engagement and are provided in ASA(FM&C) Policy Memorandum entitled Consulting and Advisory Services.





2.  Reports issued for consulting and advisory services will be in the format, medium, and distribution identified in the Memorandum of Understanding agreed to in advance of the engagement.  These reports may be prepared as a printed document, an electronic file, or provided orally or in a multi-media configuration.  The key is to satisfy the customer’s needs while continuing to meet Army IR standards.  The reports stated purpose should be consistent with the engagement agreement, include necessary background information, state the work methodology, set forth any reservations or conflicts of interest, and suggest command actions when appropriate.		
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Follow-up Audits





 





1.  The benefit from audit work is not in the findings reported or the recommendations made, but in their effective implementation.  A follow-up audit focuses on determining whether prompt, appropriate corrective action has been taken on recommendations in a specific audit report and whether the previously reported adverse condition has been corrected.  The commander and staff are responsible for resolving audit findings and recommendations, DOD requires there be a process to track audit recommendation status.  Timely follow-up on all findings and recommendations is essential.  





2.  Audit follow-up is governed by:  AR 36-2; DOD Directive 7600.7-M;  DOD Directive 7650.3 and GAGAS.





3.  A formal written report is to be prepared and distributed to the commander and appropriate staff.  It should be done in the same manner as a performance audit report.  Follow-up audit reports will include as a minimum:





	a.  Executive Summary.  A paragraph providing a synopsis of what was followed-up and the current status.  It should summarize overall issues and conclusions and comment on management accomplishments since the original audit.  The body of the report includes the supporting details and specifics.





	b.  Background.  Identifies the original audit report,                                        states the purpose and objective of the follow-up audit, and                                      provides any additional background information that may be                                         needed.





	c.  Status of Recommendations.  The finding, including the title and finding number should be referenced/restated from the original report and each report finding should be addressed separately.


	


		(1)  Recommendation.  Restate and identify the recommendation number in the original report


		


		(2)  Management Comments.  Restate the comments made by management as written in the original report.  Include date on which corrective action(s) was to have been completed.  Identify the name and title (or position) of the person charged with the responsibility of taking the corrective actions.
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		(3)  Status.  Indicate either open or closed.  Recommendations are not considered closed until all corrective actions indicated in the original command reply have been completed and found to be effective in correcting the problem.	





		(4)  Follow-up Results.  If considered closed, the report should state what action(s) was accomplished, completion date and an evaluation of the effectiveness of the corrective action(s) taken.  If considered open (either because corrective actions were incomplete or ineffective) describe actions taken, actions pending, or why implemented actions did not correct the problem.  Establish new target dates for completion.





		(5)  Monetary Benefits.  If monetary benefits were identified in the original audit report, they must be addressed in the follow-up report.  Actual monetary benefits should be reported and discussed.  Disparities between agreed-to and actual benefits should be explained.





		(6)  Command Response.  (Use only if appropriate).  Views of responsible officials are presented and discussed.





	d.  Scope and Methodology.  The scope and methodology used to conduct the follow-up audit must be explained.  This section of the report should relate what the auditor did and did not do and how it was done.  The scope should identify the activities, types of transactions, and the time period of the transactions covered.  Any limitations in scope should be stated.  It should also contain the assertion that the audit was conducted in accordance with GAGAS.  When applicable standards are not followed, the statement should be modified to disclose those standards not followed, why they were not followed, and the known or potential effects on the audit results.
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