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.01 Under FFMIA, agencies need to have systems that can generate timely, reliable, and useful information with which to make informed decisions and to provide accountability. FFMIA requires the 24 CFO Act departments and agencies to implement and maintain financial management systems that comply substantially with 
(1) federal financial management systems requirements; 
(2) applicable federal accounting standards; and 
(3) the U.S. Government Standard General Ledger (SGL) at the transaction level.  

.02 The law also requires auditors to state in their CFO Act financial statement audit reports whether entities’ financial management systems substantially comply with these three FFMIA requirements. OMB provided FFMIA implementation guidance to help agencies and their auditors determine compliance. This section also provides guidance for assessing agency systems with FFMIA. It explains the FFMIA requirements and discusses audit issues related to testing for compliance with the act. An example audit program is included in FAM 701 A.

FFMIA Requirements

.03 OMB Circular No. A-127, Financial Management Systems, addresses the three FFMIA requirements and can be found at www.omb.gov. First, regarding federal financial management systems requirements, the circular prescribes policies and standards for executive branch departments and agencies to follow in developing, operating, evaluating, and reporting on financial management systems. In its FFMIA implementation guidance, OMB identifies the applicable requirements from OMB Circular No. A-127 that the entity and its auditors should assess when determining FFMIA compliance.  
The circular also refers to the federal financial management systems requirements, a series of publications issued by the Joint Financial Management Improvement Program (JFMIP), now issued by the Office of Federal Financial Management (OFFM)
 as the source of governmentwide requirements for financial management systems software functionality.  JFMIP’s Framework for Federal Financial Management Systems issued in April 2004
 describes the basic elements of an integrated financial system, including the core financial system. Agency financial management systems fall into four categories: core financial systems; other financial and mixed systems (such as procurement, property, budget, payroll, and travel systems); shared systems;
 and departmental executive information systems (systems to provide information to all levels of management.)

.04 JFMIP/OFFM published systems requirements for the core financial system and for some of the mixed or feeder systems which can be found at www.fsio.gov/fsio/fsiodata/ . The systems requirements are either mandatory (required) or value-added (optional). Agencies will use the mandatory functional and technical requirements in planning system improvement projects, whereas the agencies may use value-added requirements as needed. The core financial management system affects all financial event transaction processing because it maintains reference tables for editing and classifying data, controls transactions, and maintains security. The core financial management system consists of six functional areas: general ledger management, funds management, payment management, receivable management, cost management, and reporting.

.05 OMB Circular No. A-127 requires agencies to use for agency core financial management systems commercial-off-the-shelf (COTS) software that has been tested and certified through the JFMIP/Financial Systems Integration Office (FSIO)
 software certification process. Core financial management system certification does not mean that agencies that install qualified software packages will have financial systems that are in compliance with FFMIA. Many other factors can affect the capability of the systems to comply with FFMIA, including modifications made to the JFMIP/FSIO-certified core financial management system software, the validity and completeness of data from feeder systems, and whether internal controls are effective. The JFMIP/FSIO’s certification process does not eliminate or significantly reduce the need for agencies to develop and conduct a comprehensive testing effort to determine whether the software product meets their requirements and is working properly.  

.06 The second requirement of FFMIA is the system’s use of federal accounting standards, promulgated by FASAB. FASAB promulgates federal accounting standards after considering the financial and budgetary information needs of Congress, executive agencies, and other users of federal financial information as well as comments from the public. FASAB standards
are at www.fasab.gov. FAM 560 describes the relationship of the FASAB standards to the hierarchy of U.S. generally accepted accounting principles.
.07 The third requirement of FFMIA is implementing the SGL at the transaction level. The SGL provides a uniform chart of accounts and guidance for use in standardizing federal agency accounting and supports the preparation of standard external reports required by OMB and Treasury. Information on the SGL can be found at www.fms.treas.gov/ussgl. The SGL is defined in the latest supplement, which is released annually to the Department of the Treasury’s Treasury Financial Manual (TFM). The supplement is composed of six major sections
(1) chart of accounts,
(2) accounts and definitions, 
(3) accounting transactions, 
(4) account attributes for GFRS, FACTS I, and FACTS II reporting,

(5) crosswalks to standard external reports, and
(6) crosswalks to the closing package.

.08 Each agency should implement a chart of accounts that is consistent with the SGL and meets the agency’s information needs. OMB Circular No.       A-127 states that application of the SGL at the transaction level means that financial management systems will process transactions following the definitions and defined uses of the general ledger accounts as described in the SGL. Transaction detail supporting SGL accounts are required to be available in the financial management systems and directly traceable to specific SGL account codes. In addition, the agency should develop criteria for recording financial events in all financial management systems that are consistent with accounting transaction definitions and processing rules defined in the SGL.

.09 FFMIA requires the CFO Act agency financial statement auditors to report (1) whether the entity’s financial management systems substantially complied with FFMIA requirements, or (2) instances in which the entity’s systems did not substantially comply with the requirements (or state that the audit disclosed no instances in which the reporting entity’s systems did not substantially comply). Auditors who report that agency financial management systems do not substantially comply with FFMIA requirements should include in their reports:
(1) The entity or organization responsible for the financial management systems that have been found not to be substantially compliant and all pertinent facts relating to the noncompliance. 
(2) The nature and extent of the noncompliance including areas in which there is substantial but not full compliance. 
(3) The primary reason or cause of the noncompliance. 
(4) The entity or organization responsible for the noncompliance. 
(5) Any relevant comments from any responsible officer or employee.
(6) A statement with respect to the recommended remedial actions for each instance of noncompliance and the entity’s estimated time frames for implementing these actions.  
FFMIA as well as OMB’s FFMIA implementation guidance require agencies to report whether the agencies’ financial management systems substantially comply with FFMIA requirements. Agencies should prepare remediation plans that include resources, remedies, and intermediate target dates necessary to bring the agency’s financial management systems into substantial compliance.  

.010 According to OMB’s FFMIA implementation guidance, auditors should plan and perform their audit work in sufficient detail to enable them to determine the degree of compliance and report on instances of noncompliance for all of the applicable FFMIA requirements. The guidance describes requirements from OMB Circular No. A-127 that agencies should meet to achieve compliance and provides indicators of compliance.
 The indicators included in OMB’s implementation guidance are examples. The four primary factors OMB identifies as critical to assessing compliance with FFMIA are determining whether agencies can

(1)  Prepare financial statements and other required financial and budgetary reports using information generated by the financial management system(s).
(2)  Provide reliable and timely financial information for managing current operations.
(3)   Account for their assets reliably, so that they can be properly protected from loss, misappropriation, or destruction.
(4)   Do all of the above in a way that is consistent with federal accounting standards and the Standard General Ledger.

Audit Issues

.011 Auditors should design and implement appropriate testing to apply the criteria in FFMIA. For example, in performing financial statement audits, auditors generally should evaluate the capability of the financial management systems to process and summarize financial information that flows into agency financial statements. In contrast, under FFMIA auditors must assess and report on whether an agency’s financial management systems substantially comply with systems requirements. To do this, auditors should determine whether agency systems provide complete, accurate, and timely information for managing day-to-day operations as discussed in FAM 701.10 and OMB guidance. This is based on a Congressional expectation, in enacting FFMIA, that agency managers have necessary information to measure performance on an ongoing basis rather than just at year-end. 

.012 As a result of the overlapping scope and nature of FFMIA assessments and financial statements audits, the auditor may use the audit work performed as part of the financial statement audit. In the example audit program at FAM 701 A for testing controls for compliance with FFMIA, several procedures indicate that the auditor may have performed the procedure as part of the financial statement audit; whereas, other procedures needed to assess FFMIA compliance require additional work not normally performed in financial statement audits.  

.013 While the example audit procedures provides steps the auditor may perform, the auditor may tailor the steps to satisfy the objectives or intent of the step. Because of the broad scope of federal operations and the many variations that can and do flow from such a broad scope, the degree of specificity in the example audit program varies. For example, each agency will likely use a variety of reports for managing operations. These reports may be on line electronically or in hard copy. Auditors may use other work that addresses the objectives of the example audit procedures.

.014 As discussed in FAM 350, the auditor need not perform specific tests of the systems compliance with FFMIA requirements for agencies with longstanding, well-documented financial management systems weaknesses that severely affect the systems’ ability to comply with FFMIA. The auditor should evaluate management’s process for determining whether its systems substantially comply with FFMIA and report any deficiencies in management’s process along with previously identified problems.

.015 FAM 580.65-.67 and FAM 595 A provide FFMIA reporting guidance to the auditor. FAM 595 B provides guidance to the auditor for reporting a systems’ lack of substantial compliance. FAM 580.35-.37 provides guidance to the auditor on reporting for FMFIA. For FISMA considerations, the auditor should refer to FAM 260.67-.70 and FAM 580.38-.39. FAM 1603 provides guidance that GAO auditors should use to provide an opinion on compliance with FFMIA. 
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� The FAM addresses FFMIA as part of internal control. OMB audit guidance dated September 4, 2007, no longer lists FFMIA in Appendix E as a general law for compliance with laws and regulations (FAM 800).   


� The Financial Systems Integration Office (FSIO) coordinates work related to federal financial management systems requirements and OMB’s Office of Federal Financial Management (OFFM) issues new or revised systems requirements. All documents and other guidance related to financial management system requirements initially issued by JFMIP were transferred to OFFM and remain in effect until modified.


� JFMIP SR -01-04


� Shared systems are governmentwide systems used by agencies with information and data definitions common to all users.


� As part of the realignment of JFMIP, in December 2004, the responsibility for certifying core financial management systems was transferred to FSIO.


� GFRS is the Governmentwide Financial Reporting System used since FY 2004 to collect audited financial statements (closing package) from verifying (larger) federal agencies. FACTS is Treasury’s Federal Agencies’ Centralized Trial-Balance System for non-verifying (smaller) federal entities. FACTS I collects trial balance information at the fund group level using the SGL for inclusion in the Annual Financial Report of the U.S. Government. FACTS II collects mostly budgetary information for reporting in the Budget of the United States Government.   


� OMB audit guidance also states that all of the system requirements referenced in OMB Circular No. A-127 are important, but not essential for systems to substantially comply with FFMIA requirements.
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