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TAB B

Uncorrected Material Weakness

AICO-99-001

Title and Description of Material Weakness:  Financial Reporting of Real Property and General Equipment.  The Army does not currently meet Federal Accounting Standards for the financial reporting of Real Property and General Equipment.  Federal Accounting Standard Number 6, Accounting for Property, Plant and Equipment (PP&E), was issued in November 1995 by the Federal Accounting Standards Board.  This Standard identifies four categories of PP&E, to include Real Property and General Equipment, and requires Federal agencies to present fairly the cost and depreciation of these assets in their financial statements.

To meet the requirements of this Standard, Army records must capture the correct acquisition date and cost.  In most cases, current Army systems were not designed to produce such information.  As a result, information on acquisition date and cost is not always available or accurate.  Correcting this requires two major efforts:

· First, the costs recorded in Army equipment and logistics systems must be validated and reported and, where they are determined to be inaccurate, estimates of historical cost less estimated depreciation must be developed and reported. The Army, as part of an OSD initiative, has engaged two top accounting firms, KPMG and PriceWaterhouseCoopers (PWC) to: validate the recorded costs of personal and real property; validate the existence and completeness of the population items; and, where costs are not recorded, provide estimates of historical costs.  This will help the Army establish PP&E values in accordance with generally accepted methods.

· Second, a CFO-compliant system must be implemented for reporting in FY 2000.  The Army is implementing the Defense Property Accountability System (DPAS), a new CFO-compliant system for reporting Real Property and General Equipment.  DPAS will replace or interface with existing non-compliant systems and bring the Army into compliance with Federal Accounting Standards.  Specifically, DPAS will sustain the book values established by contractor effort described above and ensure that new data is recorded in a way that meets current and anticipated standards (e.g., serial number tracking of items, capturing total acquisition costs, and reporting additions/deletions and depreciation).

Failure to meet this standard for financial reporting does not mean the Army lacks property accountability.  However, the Army's inability to identify an item's acquisition date and cost prevents the computation of depreciation and the determination of value for financial reporting.  This inability to accurately report the financial value of Real Property and General Equipment, in turn, has been a major factor in the Army’s failure to obtain an unqualified audit opinion on its annual financial statements.

Functional Category:  
  OSD - Comptroller/Resource Management




  Army - Financial Management

Pace of Corrective Action:
Year Identified:  FY 1999

Original Targeted Correction Date:  FY 2001

Targeted Correction Date In Last Year's Report:  FY 2002

Current Target Date:  FY 2002

Component/Appropriation/Account Number: Operations and Maintenance, Army; Army Working Capital Fund; Operations and Maintenance, Army Reserve; and Operations and Maintenance, Army National Guard 

Validation Process: The US Army Audit Agency (USAAA) will validate the effectiveness of corrective actions.

Results Indicators: The Army will be substantially closer to receiving an unqualified audit opinion on its annual financial statements.  In addition, the Army will benefit from DPAS implementation through: improved management oversight and accountability of PP&E; improved management access to PP&E information and operating results; and standardized property book accounting throughout the Army.
Source(s) Identifying Weakness: Management Review (Army Equipment Working Group and Army Integrated Process Team -- Real Property).  Audits of Army financial statements performed by USAAA (USAAA 97-149), Army’s Principal Financial Statements for Fiscal Year 1996 -- Financial Reporting of Real Property and USAAA 99-192, Army’s Principal Financial Statements for Fiscal Year 1998 -- Financial Reporting of Army General Equipment Financial Statements).

Major Milestones in Corrective Action:  
A.  Completed Milestones:  


Date:

Milestone:

11/99

Completed automation of Integrated Facilities System and 




DPAS interface.
09/00
Activated Logistics Support Activity Weblog web site for FY 2000 equipment reporting.

A.  Completed Milestones (continued):  


Date:

Milestone:
09/00
Finalized Real Property In-Process Team charter.


09/00
Complete the interface and data transfer between DPAS and the Army’s Integrated Facilities System.


06/01
Complete implementation of DPAS for General Equipment reporting not later than September 30, 2001.


09/01
Incorporate corrected PP&E values (Army Working Capital Fund and General Fund) into FY 2001 financial statements.


09/01
Obtain year-end “snap-shot” of General Equipment (General Fund) for year-end valuation effort.

C. Planned Milestones (Beyond FY 2001):


Date:

Milestone:

03/02
USAAA validates corrective actions by determining existence, completeness and valuation of FY 2001 ending balance of general equipment

Status of Participating Functional Organizations:
Defense Finance and Accounting Service support assured.

Defense Logistics Agency, DPAS Program Office support assured.

Army, Office of the Deputy Chief of Staff for Logistics support assured.

Army, Office of the Assistant Chief of Staff for Installation Management support assured.

Point of Contact:

Name: 

Office Address: SAFM-FOR,      


           

Washington, DC 20310-0109

    


Telephone:  COMM (703) 607-0146, DSN 327-0146
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