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Memorandum to the Secretary 

Report of Audit of the Department of Veterans Affairs Consolidated
Financial Statements for Fiscal Years 2003 and 2002

1. Attached is the Report of Audit of the Department of Veterans Affairs (VA) Consolidated Financial Statements
(CFS) for Fiscal Years (FY) 2003 and 2002.  The Chief Financial Officers Act of 1990 requires this audit.  The OIG
contracted with the independent public accounting firm Deloitte & Touche LLP to perform the audit of VA's FY
2003 CFS.  

2. The independent auditors' report by Deloitte & Touche LLP provides an unqualified opinion on VA's FYs 2003 and
2002 CFS.  The report on internal control identifies four reportable conditions, of which two are material
weaknesses.  The two material weaknesses are (i) information technology security controls and (ii) integrated
financial management system.  The two reportable conditions are (i) operational oversight, and (ii) medical
malpractice claims data.  Three of the four findings were reported last year; the medical malpractice claims data is
the new reportable condition for FY 2003.  During FY 2003, VA management has taken corrective action to
eliminate the following two reportable conditions reported in the FY 2002 audit report:  (i) loan guaranty business
process, and (ii) application program and operating system change controls.

3. The report on compliance with laws and regulations continues to conclude that VA is not in substantial compliance
with the financial management system requirements of the Federal Financial Management Improvement Act
(FFMIA) of 1996.  The internal control issues concerning an integrated financial system and information
technology security controls indicate noncompliance with the requirements of Office of Management and Budget
(OMB) Circular A-127, "Financial Management Systems," which incorporates by reference OMB Circulars A-123,
"Management Accountability and Control," and A-130, "Management of Federal Information Resources."

4. The material weakness and FFMIA noncompliance issues concerning VA’s financial management systems
underscore the importance that VA must continue its efforts to implement a replacement integrated core financial
management system.  The auditors’ unqualified opinion was achieved through the extensive efforts of program and
financial management staff, as well as the auditors, to overcome material weaknesses in internal control to produce
auditable information after the fiscal year-end.  Although these efforts resulted in materially correct annual
financial statements, reliable information was not readily available during the year.  The risk of materially
misstating financial information remains high with the existing financial management systems.

5. The independent auditors will follow up on these internal control findings and evaluate any corrective actions
during the audit of the Department's FY 2004 Consolidated Financial Statements. 

6. VA is to be congratulated for its remarkable accomplishment in accelerating the issuance of its audited financial
statements by November 15, 2003, while maintaining an unqualified audit opinion.  This accomplishment is
achieved well in advance of the January 31, 2004 deadline established by the Office of Management and Budget
(OMB).  With the success in accelerating the FY 2003 financial statement audit, VA is on target to meet the OMB
required November 15 due date for FY 2004 audited financial statements.

MICHAEL SLACHTA, JR
Assistant Inspector General for Auditing
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Date: NOV 1 0 2003

From: Assistant Secretary for Management (004)

Subj: Report of Audit of the Department of Veterans Affairs Consolidated Financial 
Statements for Fiscal Years 2003 and 2002

To: Assistant Inspector General for Auditing (52)

We have reviewed the Report of the Office of Inspector General Audit for Fiscal
Years 2003 and 2002 and are pleased with receipt of an unqualified opinion.  We
are especially proud that we were able to meet the Fiscal Year 2004 timeframe
requirements established by the Office of Management and Budget one year
ahead of schedule.  Please extend to your staff, and the staff of Deloitte &
Touche, LLP, our appreciation for their detailed planning, hard work and 
cooperation during this year’s audit.

We will share the results of the audit, as well as the findings on internal controls
over financial reporting and regulatory compliance, with senior officials in VA
Administrations and with other VA staff and program managers.  We will continue
to provide you with updates on our progress in implementing management plans
to correct the two material weaknesses, Integrated Financial Management
System and Information Technology Security Controls.

Thank you again for your efforts in bringing us to another successful conclusion
of the audit cycle.  If you have any questions, please contact me at 273-5589.

William H. Campbell

Department of 
Veteran’s Affairs
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