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INSPECTOR GENERAL
DEPARTMENT OF DEFENSE

400 ARMY NAVY DRIVE
ARLINGTON, VIRGINIA 22202-4704

November 8, 2004

MEMORANDUM FOR UNDER SECRETARY OF DEFENSE
(COMPTROLLER)/CHIEF FINANCIAL OFFICER

UNDER SECRETARY OF DEFENSE (PERSONNEL AND
READINESS)

DIRECTOR, DEFENSE FINANCE AND ACCOUNTING
SERVICE

-,

SUBJECT: Endorsement of the Unqualified Opinion on the FY 2004 Military
Retirement Fund Financial Statements (Report No. D-2005-018)

The Chief Financial Officers Act of 1990, as amended by the Federal Financial
Management Act of 1994, requires Federal agency Inspectors General appointed
under the Inspector General Act of 1978, as amended, to audit the financIal statements
of the Federal agency or determine that "an independent external auditor" should
conduct such audits. For FY 2004, we determined that Deloitte & Touche LLP
(Deloitte & Touche) should perform the audit of the Department of Defense Military
:RetirementFund (MRF) Financial Statements.

Unqualified Audit Opinion. We concur with the Deloitte & Touche
unqualified opinion dated October 22, 2004. Deloitte & Touche opined that the
FY 2004 MRF Financial Statements and accompanying notes present fairly, in all
material respects, the MRF financial position as of September 30, 2004 and 2003, and
its net cost, changes in net position, budgetary resources, and reconciliation of
budgetary resources to net cost for the years then ended. The Defense Finance and
Accounting Service prepared the financial statements in conformity with accounting
principles generally accepted in the United States.

We further concur with the Deloitte & Touche report on internal control over
fmancial reporting in connection with the audit of the FY 2004 MRF Financial
Statements. The report concluded that the general controls over electronic data
processing (EDP) at the computer processing locations the MRF uses do not support
reliable processing of financIal information within the business cycles. The reVIew
disclosed deficiencies in the design or operation of controls related to EDP security
configurations, business continui~ arrangements, and system software support
activities that could adversely affect the Fund's ability to record, process, and
summarize its financial information in accordance with all appro:priate requirements.
The deficiencies comprise a reportable condition; however, DelOltte & Touche stated
it was not material for financial statement purposes. Other auditors could consider
this condition to be significant in the context of a material weakness for DoD
information security purposes.
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As part of the audit, Deloitte & Touche had to obtain reasonable assurance that
the FY 2004 MRF Financial Statements are frcc of material misstatement.
Deloittc & Touche performed tests to determine whether the MRF was administered
in compliance with certain provisions of law and regulations. Noncompliance with
these laws and regulations could have a direct and matedal effect on the
detcrmination of tin an cia I statemcnt amounts. Office of Mana~ement and Budget
(OMB) Bulletin No. 01-02, "Audit Requirements for Federal Fmancial Statements,"
requires that tcst results be reported if noncompliance with certain other laws and
regulations occurs. Specifically, the noncompliance concerns the following.

. MRF data are processed on EDP systems that are 110tfully compliant with
OMB Circular A-127, "Financial Management Systems."

. The MRF lIses a general ledger system that is not transaction bascd or derived
from an integrated financial system.

Audit Responsibilities. We are responsible for obtaininO' rcasonable
assurance that the principal statements are fairly presented and fr.ee of material
misstatement, according to accounting principles generally accepted in the United
States.

To fulfill our oversight responsibilities, for the contract with Deloitte &
Touche, we complied with government auditing standards~ OMB Bulletin No. 01-02;
and the "GAO/PCIE Financial Audit Manual," July 2004. Specifically, we evaluated
the nature, timing, and extent of the work; monitored progress throughout thc audit;
met with partners and staff members of Deloitte & Touche; evaluated the key
judgments; met with officials of the MRF; performed independent tests of the
accounting records; and performed other procedures appropriate to the circumstances.
Deloine & Touche formed their opinion on the basic financial statements taken as a
whole. Because the required supplementary information is not part of the basic
financial statements, Deloine & Touche did not audit that information and did not
express an opinion on it.

We appreciate the courtesies extended to the audit team. Questions should be
directed to Mr. Douglas P. Neville at (703) 428-1061 (DSN 328-1061) or Mr. Thomas

"

J. Winter at (703) 428-1082 (DSN 328-1082).
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