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AMERICAN GAS ASSOCIATION CONFERENCF 

FOR ITS CHIEF ACCOUNTING OFFICEFS 
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ON 
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AFFECT FEGERAL FEOUL.ATOFrP POLICY 2 

( FEBRUARY 2 2 ,  1980\ 

1 am c e r t a i n l v  Pleased to be here befo re  an. imDortant  

sesnent of the eneruy i n d u s t r y  to d i s c u s s  how t h e  work of t h e  

General Accountins Of f i ce  can i n f l u e m e  Federal  recrulatory 

P o l i c i e s  and p r a c t i c e s  a f f e c t i n g  you. I will b e q i n  w i t h  

some a e n e r a l  comments about  G&C and qo on t o  some m a t t e r s  

w h i c h  may be p a r t i c u l a r l v  germane to vour work.  

When GAO was e s t a b l i s h e d  bv t h e  B u d u e t  and Accountina 

. A c t  of 1 9 2 1 ,  i t  was a f i n a n c i a l  a u d i t  aaencv--doing p r a c t i c a l l v  

all 06  I t s  a u d i t i n a  a t  GAO headaua r t e r s  in’Washinaton,  D . C . ,  

where it examined vouchers and k e D t  various aDpromia t ion  

accounts -  Over the y e a r s ,  GAO evolved into a p r i n c i n a l  

I 

source  of  information and advice  f o r  t h e  Congress. 

The Budae t  and Account iw A c t  o f  1 9 2 1  p r o t e c t s  t h e  

. Comptroller General a a a i n s t  outside pressure o r  i n f l u e n c e  

w i t h  a nonrenewable 15-year ansointment bv t h e  P r e s i d e n t  and 

confirmation by t h e  Senate. Once i n  o f f i c e ,  t h e  Cormtrol ler  



- Genercll may be removed only by'the Congress, for cduse, and 

t h i s  has never happened. These, dnd other provisions of the 

law, go fdr to guarclntee d Compttoiler Generdl'S independence 

in.office, dnd likewise GAO's. 

. 

Broddly spedking, the GAO's objectives cannot be separated 

from the Congross' needs for information and advice in carrying 

out its legislative and oversight or review responsibilities. 

The Congress requires reliable datd not only on how efficiently 

t h e  Federal departments and agencies operdte, but also on how 

effectively they meet their objectives; this the ComptroTSer 

Generd endeavors to provide. 

Toddy GAO's authority has been broadened and deepened by 

rndny P a w s .  

-from many disciplines--accounting and the related fields of 

We have a stzff of ovef 4,000 professionals drawn 

, .  l d w ,  systems analysis, economics, and business administrdtion. 

We also employ professionals from other disciplines which you 

might not ds readily identify with auditing--for example, 

engineers and psychologists. 

t h e  Nation's capitdl while the other half works in our 15 

regiond-l offices in the continental United Stdtes and four 

About half the staff works in 

small offices in Honolulu, Frankfurt, Bangkok, and Panama City. 

Many people are unaware that the Federal Government carries 

on its business in many places throughout this country ds well 

as in many other countries throughout the world. 

'our staff "where the action is" whenever possible. 

. 
We place 
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GAO's primary role today is the analysis--or if you 

prefer, audit--of Federal programs to determine if services 

cdn be performed moce efficiently and objectives -achieved 

more economically. We are  required by law to audit PeriOdiCdlly 
,$- 

a l l  Government Corporations, such as TVA, the Federal Deposit 

Insurance Corporation, and the Federdl Borne Loan Bank Bodrd. 

Some legislation specifically directs us to evaluate or audit 

specific programs or  dctivities and report to the Congress by 

d given date. Congressional committees and individual members 

ask us to look into a great variety of Federal operations of 

particular concern to them--energy issues being a prime example. 

Our work on specific requests from the' Congress takes 

&bout 35 percent o f - o u r  total staff time. With the remaining 

65 percent, we review as many of the key Federal programs and 

activities as we can, in accordance with an organized plan of 

priorities based on our perceptions of Congressional interest 

and major national issues f o r  which the Congress w i l l  need 

our input. Last year we issued'about 1,000 reports on subjects 

ranging from accounting to health care programs. 

GAO has no power to enforce its recommendations. Gur 

work is advisory. Our success in improving Federdl opercttions 

depends basically on the strength of our fac'tual dndlysis, 

the persuasiveness of our findings and recommendations, and 

the support our reports receive from the Congress, the press, 

2nd the public. 
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As you can well i-magine, the agencies don't always agree 

with our conclusions and recommendations, nor does the Congress. 
. Eut we have a f a i r l y  good batting average. Even though most 

of.the improvements resulting from our work can not be measured 

in dollars, last yedr GAO recommendations saved the taxpdyers 

about $2.6 billion. Also, GAO takes credit for  many other 

improvements in Federal programs. 

GAO OFTEN ADDRESSES 
BIGHTS I B I L ITY TSSUES 

.. 

In many instances, our reports address the hottest issues 

of the day--Irctn, Three E4ile Island, GSA, dnd Government frdud. 

Often GAO already has studied an issue and sent the Congress 

' a report on it weeks before it makes page one. 

.Look at Iran. 'Shortly after the crisis started, a reporter 

wanted to know if GAO hdd ever questioned security dt. embassies. 

Yes, in dn April 1979 report, "What's Being Done to Protect 

the U.S.  Diplomatic Community from Terrorism?"l/ - 
And Three Mile Islmd. The day the accident took place, I 

signed a report on "AredS Around Nuclear Facilities Should 

Be 3etter Prepared for Radiological Emergencies. "2/ - 
report, which w d s  available to the Administration. in drcift 

This 

form before the accident occurred, predicted the lessons 

reinforced by the events after the nuclear accident. 

General Services Administration. When the press publicized 

its SCdRdalS, we were dble to point to d large number Of GAO 

1/ID-79-3 
2/ - EMD- 7 8 - 1 I 0 
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r e p o r t s  c r i t i c i z i n g  t h e  GSA management p r a c t i c e s  which made 

- g r a f t  and co r rup t ion  feasible .  N o  one was l i s t e n i n g .  

Prevent ion of  Fraud. In our September 1978 r e p o r t ,  

"Federal  Agencies Can, and Shquld Do More t o  Combat Fraud in 

Government Programs,"l/  - w e  pointed o u t  . t h a t  while no one 

knows t h e  magnitude o f  f raud  and abuse a g a i n s t  t h e  Government 

all indications a r e  t h a t  it is a problem o f  c r i t i c a l  p ropor t ions .  

i 

Fraud u s u a l l y  is hidden i n  l e g i t i m a t e  bus iness  and usua l ly  

goes unreported.  

are weak o r  absen t ,  

-. 
It occur s  most o f t e n  where i n t e r n a l  controls 

I n  January 1 9 7 9 ,  I established a - S p e c i a l  Task Force f o r  

the Prevent ion of Fraud and assigned s u b s t a n t i a l  s t a f f  resources  

t o  assist t h e  t a s k  force'.  The major r e s p o n s i b i l i t i e s  o f  this 

group a r e  t o  

--evaluate t h e  adequacy o f  Federal  agencies '  management 

c o n t r o l  systems which a r e  necessary  f o r  t h e  prevent ion  

of f r aud ,  and 

--assess t h e  adequacy o f  c o r r e c t i v e  a c t i o n s  taken on 

r e p o r t s  of  agency a u d i t o r s  and i n v e s t i g a t o r s .  

You may a l r eady  have heard about t h e  h o t l i n e  which t h e  

. f raud  t a s k  fo rce  e s t a b l i s h e d .  Over t h e  p a s t  year  w e  have 

received about 1 4 , 0 0 0  c a l l s .  We've received some r a t h e r  

- 'unusua l  calls-one fellow asked GAO t o  h e l p  him g e t  a refund 

f o r  t h e  poor q u a l i t y  o f  marijuana he  r e c e n t l y  purchased. 

- l/GGD-78-62 
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However, abou t  40 p e r c e n t  o f  t h e  ca.l ls  appear  s u b s t a n t i a l  and 

are w r i t t e n  up €or f u r t h e r  e v a l u a t i o n  by agency i n s p e c t o r s  

g e n e r a l  'or by t h e  Department of  ' J u s t i c e .  
e - - - -  

. L e t  m e  now t u r n  t o  fou r  issues o f  more d i r e c t  concern  t o  

you, i s s u e s  GAO a lso is keenly  i n t e r e s t e d  i n .  The f o u r  'are: 

--Federal r e g u l a t i o n  and its reform,  

--Federal paperwork r equ i r emen t s  p l aced  on t h e  non-Federal 

--. sector , 
--Regulatory account ing  and f i n a n c i a l  r e p o r t i n g ,  and 

--Energy p o l i c i e s  and programs. 

GAO h a s  a s s igned  h igh  p r i o r i t y  t o  t h e s e  areas. 

GOVERNMENT REGULATION . -  

Government r e g u l a t i o n  has a f a r  r each ing  impact on our  

economy. It is e s s e n t i a l  t h a t  r e g u l a t i o n s  be l i m i t e d  t o  those 

t h a t  a re  necessary. ,  and t h a t  t h e y  be as c o s t - e f f e c t i v e  a s  

p o s s i b l e .  T h i s  i s  p a r t i c u l a r l y  impor t an t  g i v e n  t h e  expansion 

i n  Fede ra l  r e g u l a t i o n  i n  r e c e n t  y e a r s .  Between t h e  end of  t h e  

1960's and t h e  mid-19701s, about  2 dozen r e g u l a t o r y  agenc ie s  

were created and there was g r e a t l y  i n c r e a s e d  Fede ra l  r e g u l a t i o n ,  

p a r t i c u l a r l y  t o  achieve  t h e  goals  of c l e a n i n g  and p r o t e c t i n g  

the  environment and ensu r ing  e v e r y  worker a safer  and more 

h e a l t h f u l  workplace.  

The Congress is ,concerned about  t h e  unintended adverse ~ 

consequences of r e g u l a t i o n  and i s  c o n s i d e r i n g  a number of. 

r e g u l a t o r y  reform proposa l s .  W e  a r e  a c t i v e l y  h e l p i n g  the 

Congress e v a l u a t e  t h e  a l t e r n a t i v e s  . 
6 



GAO h a s  i s sued  almost 1 0 0  r e p o r t s  ove r  t h e  past 3 y e a r s  

and has  t e s t i f i ed  or commented on a l l  t h e  major r e g u l a t o r y  reform 

b i l l s  in t roduced  i n - t h i s  Congress.  ' W e  s t r o n g l y  suppor t  re forms 

that  would require r e g u d t o r y  agencies to carefully and compre- 

h e n s i v e l y  e v d l u a t e  t h e  e f f e c t s  o f  proposed and e x i s t i n g  r e g u l a t o r y  

rules .  Appropr id te  a n a l y s e s  should  i d e n t i f y  and h e l p  p r e v e n t  

> 

adve r se  r e g u l a t o r y  e f f e c t s .  

Idedl ly ,  proposed r e g u l a t i o n s  should  be subject  t o  c o s t -  

b e n e f i t  ana lyses .  Such analyses; '  however, require in fo rma t ion  

on a l l  p o s s i b l e  cos ts  and b e n e f i t s  and on t h e  p r o b a b i l i t i e s  t h a t  

they  w i l l  occuc. S i n c e  t h i s  i n fo rma t ion  i s  u s u a l l y . u n a v a i l a b l e ,  

.a  s e a r c h  for t h e  one " b e s t "  r e g u l a t o r y  a l t e r n a t i v e  may be 

i l l u s i v e .  Agenc ie s  can o n l y  make  e s t i m a t e s  of cos ts  m i  b e n e f i t s .  

I n  some cases q u a l i t a t i v e ,  non-numerical assessments  may have 

to suf f ice .  

Beyond t h e  sheer magnitude o f  c o s t s ,  t he re  dre s e v e r a l  o ther  

economic impacts t h a t  should be cons ide red .  F i r s t ,  r e g u l a t o r y  

a n a l y s e s  should focus  on t h e  d i s . t r i b u t i o n  of these c o s t s  among 

d i f f e r e n t  segments  of  t h e  popu la t ion .  Many of  t h e  c o s t s  a t t r i -  

bu ted  t o  h e a l t h ,  s a f e t y ,  and envi ronmenta l  r e g u l a t i o n  a r e  n o t  

new, b u t  what has changed i s  who pays those  c o s t s ,  and t h i s  

*should be ana lyzed .  

Second, t h e  p r o j e c t e d  effects  o f  r e g u l a t i o n  o n . d i f f e r i n g  

i n d u s t r i e s  and r e g i o n s  should be s c r u t i n i z e d  t o  see whethe; 

there  w i l l  be d d i s p r o p o r t i o n d t e l y  g r e a t  impact.  

7 



. .  F i n a l l y ,  t h e  e f fec ts  o f  r e g u l a t i o n  on t h e  s t ruc ture  o f  

- an i n d u s t r y  should be assessed. T h i s  assessment would i n c l u d e  

t h e  e f f e c t s  on the p o s i t i o n  of  s m a l l . b u s i n e s s .  

No one o f  these c o n s i d e r a t i o n s  should  b y  i t s e l f ,  de te rmine  

B u t t  t o g e t h e r ,  t h e y  whether a r e g u l a t i o n  should be implemented. 

are key elements i n  making a sound r e g u l a t o r y  d e c i s i o n ,  

GAO'S ROLE 'IN CONTROLLING 
PAPERWORK BURDENS 

Regula t ion  o f t e n  means paperwo.,rk. O f  course, we wan t  t o  

be s u r e  t h a t  a p p r o p r i a t e  r e g u l a t o r y  g o a l s  are achieved.  But 

GAO a l s o  h a s  long  been concerned w i t h -  reducing  unnecessary  

Federal paperwork requi rements  p l aced  on t h e  p u b l i c ,  

He have inc reased  our  e f f o r t s  i n  t h i s  area d u r i n g  t h e  past 
few y e a r s .  Our a c t i v i t i e s  have inc luded  s u p p o r t i n g  t h e  work of  

t h e  Commission on Federal Paperwork, c a r r y i n g  o u t  our  s t a t u t o r y  

r e s p o n s i b i l i t y  f o r  rev iewing  i n d i v i d u a l  forms and q u e s t i o n n a i r e s  

proposed by t h e  independent  r e g u l a t o r y  a g e n c i e s  and conduct ing  

a broad program o f  a u d i t s  des igned  t o  assess how w e l l  t h e  Fede ra l  
L - -  

a g e n c i e s  a r e  managing t h e i r  in format ion  demands on t h e  p u b l i c .  

I was a s t a t u t o r y  member of  t h e  Commission on Federa l  

Paperwork, which ended its 2-year s t u d y  i n  October 1977. The 

Cormhiss ion  developed seve r  a l  hundred 1: ecommend a t i o n s  pr opo s i n g  

s o l u t i o n s  f o r  major Federal paperwork and r e p o r t i n g  problems 

a f f e c t i n g  a l l  s e c t o r s  of our  s o c i e t y .  W e  have since worked . 
c l o s e l y  w i t h  t h e  Congress i n  deve loping  l e g i s l a t i o n  w h i c h  

would implement  many o f  t h e  Commission's most impor tan t  

recommendations. 



I t e s t i f i ed  j u s t  a f e w  days  ago o n  t h i s  l e g i s l a t i o n ,  which 

is t i t l e d  "The Paperwork Reduction A c t  of 1980," H . R .  6410. A 

key e lement  o f  t h e  b i l l  p r o v i d e s  'for c o n s o l i d a t i n g  w i t h i n  OMB 

the c u r r e n t l y  fragmented paperwork c o n t r o l  r e s p o n s i b i l i t i e s  
1 

wi th  o t h e r  c l o s e l y  r e l a t e d  in fo rma t ion  management p o l i c y  and 

o v e r s i g h t  r e s p o n s i b i l i t i e s .  The b i l l  c o n t a i n s  p r o v i s i o n s  

which I b e l i e v e  w i l l  go a long  way toward improving t h e  Fede ra l  
. .  

Government's a b i l i t y  t o  manage n o t  o n l y  i t s  i n fo rma t ion  demands 

from t h e  p u b l i c ,  b u t  i t s  i n t e r n a l  i n fo rma t ion  r e s o u r c e s  as w e l l .  

Under a 1973 amendment t o  t h e  Federal Repor ts  A c t ,  GAO 

conducts advance "c l ea rance"  reviews o f  i n d i v i d u a l '  forms and 

q u e s t i o n n a i r e s  proposed f o r  u s e  by t h e  independent  r e g u l a t o r y  

a g e n c i e s ,  Our e f f o r t s  i n  t h i s  area are  l i m i t e d  t o  de te rmin ing  

t h a t  t h e  informat ion  r eques t ed  is n o t  a v a i l a b l e  from o t h e r  

Federa l  sources and t h a t  t h e  burden imposed o n  t h e  p u b l i c  i s  

minimized . 
Despite t h i s  l i m i t a t i o n ,  w e  have had some success i n  

working w i t h  t h e  a g e n c i e s  to c o n t r o l  paperwork burdens.  For 

example, i n  reviewing an Office o f  S u r f a c e  Mining requi rement  

for i n fo rma t ion  on c o a l  p roduc t ion ,  w e  i d e n t i f i e d  s e v e r a l  o t h e r  

agencies which r equ i r ed  s i m i l a r  i n fo rma t ion .  Our s t a f f  convened 

an ad-hoc group r e p r e s e n t i n g  t h e  v a r i o u s  a g e n c i e s  and g o t  them 

working t o g e t h e r  t o  c o n s o l i d a t e  and s t a n d a r d i z e  t h e i r  informa- 

t i o n  requi rements .  

for c o n s o l i d a t i n g  two a g e n c i e s '  s e p a r a t e  requi rements .  We 

a r e  hopefu l  t h a t  f u r t h e r  p r o g r e s s  c a b  be made. 

T h i s  e f f o r t  h a s  a l r e a d y  r e su l t ed  i n  p l a n i  

. .  

, .  

\ 
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I n  our more conven t iona l  a u d i t  mode, w e  r e c e n t l y  completed 

a r e p o r t  t o  t h e  Congress on t h e  e f f e c t . i v e n e s s  of  t h e  Fede ra l  

paperwork c o n t r o l  process 'as admin i s t e red  by OMB and t h e  

i n d i v i d u a l  agenc ie s .  Our r e p o r t  recommended t h a t  OMB s h i f t  

i t s  emphasis from reviews o f  i n d i v i d u a l  i n f o r m a t i o n  requirements. 

t o  e v a l u a t i n g  t h e  adequacy of  c o n t r b l s  i n  t h e  depa r tmen t s  and 

agenc ie s .  OMB agreed w i t h  our  recommendation and h a s  begun 
I -%.<a t o  take implementing a c t i o n s  e .. 

We a l s o  are  n e a r i n g  complet ion o f  t h e  f i r s t  i n  a series 

of  rev iews  of paperwork problems a f f e c t i n g  American b u s i n e s s e s .  

T h i s  work, r eques t ed  by t h e  J o i n t  Economic Committee, w i l l  

cove r  broad f u n c t i o n a l  areas such  as a g r i c u l t u r e  , t r a n s p o r t a t i o n ,  

envi ronmenta l  p r o t e c t i o n ,  and energy.  A c r i t i c a l  a s p e c t  o f  

t h e s e '  s t u d i e s  i s  o n - s i t e  o b s e r v a t i o n  and a n a l y s i s  o f  t h e  time 

and cos ts  r e q u i r e d  t o  complete Fede ra l  r e p o r t i n g  requi rements .  

It i s  q u i t e  p o s s i b l e  w e  may c a l l  on some of you f o r  a s s i s t a n c e  

i n  t h i s  work.  

C l e a r l y ,  b r i n g i n g  Federal paperwork bu rdens  under c o n t r o l  

i s  an i s s u e  of g r e a t  concern  t o  b o t h  t h e  P r e s i d e n t  and t h e  

Congress. I b e l i e v e  t h a t  some progress has been made, b u t  

much remains  t o  be done. I expect t h a t  GAO w i l l  c o n t i n u e  t o  

be h e a v i l y  involved i n  t h i s  issue.  

... 



.REGULATORY ACCOUNTING 
XEQUI REMENTS 

I n  mid-1978, GAO undertook a n e w . e f f o r t  which I believe 

is of par t icular  i n t e r e s t  t o  you as c h i e f  accoun t ing  o f f i c e r s .  

The pr imary o b j e c t i v e  of t h i s  g roup ,  t h e  Regu la to ry  O p e r a t i o n s  

Group, is  t o  improve t h e  r e g u l a t o r y  p r o c e s s  by reducing  t h e  

burden on i n d u s t r y  respondents .  The group does t h i s  by 

addres s ing  t h e  fo l lowing  q u e s t i o n s :  

--Have account ing  r u l e s  e s t a b l - i s h e d  by Federal r e g u l a t o r y  

a g e n c i e s  been s i m p l i f i e d  and s t a n d a r d i z e d  t o  the  e x t e n t  

p o s s i b l e ?  

--Have f i n a n c i a l  r e p o r t s  r e q u i r e d  by Fede ra l  r e g u l a t o r y  

a g e n c i e s  been s i m p l i f i e d  and s t a n d z r d i z e d  t o  t h e  e x t e n t  

possible? 

--How i s  account ing  and f i n a n c i a l  i n fo rma t ion  used in 

ratemaking? 

Concerning the  f i r s t  area--accounting ru les - -as  soon as 

we had i n d i c a t i o n s  t h a t  development o f  a r e v i s e d  account ing  

system f o r  t h e  te lephone  i n d u s t r y  was " i n  t r o u b l e , "  w e  looked 

i n t o  how t h e  FederaI  Communications Commission went about  

deve loping  a new Uniform System o f  Accounts f o r  t h a t  i n d u s t r y .  

,We r e p o r t e d  t o  t h e  Congress l a s t  Novernber t h a t ,  a l though 

t h e  FCC began developing  a new r e g u l a t o r y  accoun t ing  system 

for t h e  te lephone  i n d u s t r y  about  4 y e a r s  ago, p r o g r e s s  h a s  . 
been s low and t h e  ou t look  for i ts  e a r l y  implementat ion is dim. 

11 
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Since  t h e  Congress i s  c o n s i d e r i n g  amending t h e  Communications 

A c t  o f  1934 t o  allow less r e g u l a t i o n  and more compe t i t i on  f o r  

t he  t e l ephone  i n d u s t r y ,  th:: need f o r  a r e v i s e d  account ing  

system f o r  t h e  i n d u s t r y  might  become even g r e a t e r .  

We recommended ways t o  speed up t h e  s y s t e m ' s  p r o g r e s s ,  . 

i n c l h d i n g  f o r m a l l y  appo in t ing  an o v e r a l l  c o o r d i n a t o r  , provid ing  . 

adequate  funds ,  i d e n t i f y i n g  s p e c i f i c  user needs  , and p lanning  

e f f e c t i v e l y  for  deve loping  a s  w e l l  a s  u s ing  t h e  r e v i s e d  system, 

I n t e r e s t i n g l y ,  the Chairman of  t h e  Federal Communications 

Commission,' i n  response  t o  our r e p o r t  , stated on . s e v e r a l  

occasions t h a t  t h e  report ,  a l though  c r i t i c a l  of t h e  Commission, 

was d i r e c t l y  on t a r g e t ,  and he promised t o  take the  c o r r e c t i v e  

. a c t i o n s  w e  recommended. There have also  been comments t h a t  t h e  

r e p o r t  was w e l l  r ece ived  by t h e  Congress ,  t h e  i n d u s t r y ,  and 

S ta te  r e g u l a t o r y  commissions. W e  take p r i d e  i n  t h i s  and l i k e  

t o  t h i n k  f u t u r e  r e p o r t s  o f  t h e  Regula tory  Opera t ions  Group 

will be r ece ived  just a s  w e l l .  

NOW, t h e  group i s  reviewing 

--the I n t e r s t a t e  Commerce Commission's p r o g r e s s  i n  imple- 

menting and us ing  a new uniform system of  accounts  f o r  

t h e  r a i l r o a d  i n d u s t r y ,  

--how independent  Fede ra l  r e g u l a t o r y  a g e n c i e s  i n s u r e  

t h a t  o n l y  t h e  informat ion  needed f o r  t h e i r  mi s s ions  

is c o l l e c t e d ,  

12 



--the account ing  for track and roadbed s t ruc tu re  i n  t h e  

r a i l r o a d  i n d u s t r y ,  and 

. --the Department of Energy 's  p r o g r e s s  i n  e s t a b l i s h i n g  d 

computerized d a t a  bank fo r  regulatory information. 

W e  expec t  t o  r e p o r t  t o  t h e  Congress v e r y  soon o n  ICC's 

p r o g r e s s  i n  irn2lementing and us ing  t he  new system o f  dccounts  

f o r  t h e  r a i l r o a d  i n d u s t r y .  Because of pending l e g i s l a t i o n  and 

p u b l i c  i n t e re s t  i n  s t a b i l i z i n g  t h e  r a i l r o a d  i n d u s t r y ,  bo th  t h e  

Congress and t h e  r a i l r o a d s  a r e  q u i t e  i n t e r e s t e d  i n  t h i s  review,  

and w e  hope our c o n c l u s i o n s  and recommendations w i l l  assist 

t h e  r e g u l a t o r y  p r o c e s s  f o r  t he  'r a i 1 r oad i nd us t i y . 
The l a s t  of t h e  Regula tory  Opera t ions  Group's  four  ongoing 

reviews perhaps  is t h e  most r e l e v a n t  t o  your i n d u s t r y .  Our  

a u d i t o r s  are  s t i l l  i n  t h e  e a r l y  s tages  of look ing  i n t o  t h e  

p r o g r e s s  of a r e g u l a t o r y  system concept  o f  t h e  Energy Department 

d a t i n g  bdck t o  t h e  e a r l y  1 9 7 0 ' ~ ~  Some of you,  I ' m  sure ,  a re  

aware of t h e  l e n g t h y  h i s t o r y  of t h e  s o - c a l l e d  Regula tory  

Informat ion  System (sometimes referred t o  a s  t h e  Respondent 

Informiit ion System) for which  t h e  Federdl  Power Commission 

o r i g i n a l l y  had r e s p o n s i b i l i t y .  The system was i n t e n d e d  t o  

c e n t r a l i z e  i n  d l a r g e  computer ized da t a  base, most of t h e  

i n fo rma t ion  reported by e lec t r i c  t r a n s m i s s i o n  and n a t u r a l  gds 

p i p e l i n e  companies. . 

13 
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' T h e  Regu la to ry  Informat ion  System was reviewed by t h e  Com- 

miss ion  on Fede ra l  . 'Paperwork, which made several  recommendations 

t o  reduce  t h e  burden it would p l a c e  on  i n d u s t r y .  GAO b r i e f l y  

. .  

fol lowed up OR implementat ion of t h e  recommendations and 

r e p o r t e d .  t o  t h e  Paperwork Commission i n  September 1977. Still 

t h e  system i s  n o t  y e t  f u l l y  o p e r a t i o n a l ,  and w e  p l a n  tr, look 

at i t s  c u r r e n t  s t a t u s  and t h e  r e l a t i o n s h i p  of t h i s  system 

t o  o t h e r  Energy Department r e g u l a t o r y  sys tems i n  o p e r a t i o n  

or under development. We p robab ly  w i l l  i s s u e  a r e p o r t  t o  

t h e  Congress on t h a t  rev iew some t i m e  l a t e  t h i s  y e a r .  

The Regula tory  Opera t ions  Group p l a n s  t o  soon look i n t o  

{l) t h e  need f o r  cost  s t a n d a r d s  among Fede ra l  r e g u l a t o r y  

a g e n c i e s ,  ( 2 )  how t o  c o n s i d e r  " n e g a t i v e  sa lvage"  i n  b o t h  

account ing  terms and i n  ra temaking c o n s i d e r a t i o n s ,  ( 3 )  t h e  

f e a s i b i l i t y  o f  greater s t a n d a r d i z a t i o n  of f i n a n c i a l  r e p o r t i n g ;  

and ( 4 )  t h e  advantages o r  d i s a d v a n t a g e s  of having c e r t i f i e d  

p u b l i c  accoun tan t s  c e r t i f y  t o  f i n a n c i a l  and n o n f i n a n c i a l  d a t a .  

We have ano the r  review underway which may i n t e r e s t  you. 

The Congress enac ted  t h e  Foreign Corrupt  Practices A c t  i n  

December 1977, and gave t h e  S E C  and Jus t i ce  Department shared  

r e . s p o n s i b i l i t y  for enEorcing it. V i o l a t o r s  o f  t h e  a c t ' s  

account ing  and a n t i b r i b e r y  p r o v i s i o n s  may be f i n e d  and impri-  

soned. We are  c u r r e n t l y  a s s e s s i n g  t h e  impact, of t h a t . a c t .  

14 
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GAO INTEREST IN ENE.RGY 
POLICIES-ANDOGRAMS-  - 

M e  in GAO are very interested in the development of 

national energy policiesiand programs which will minimize our 

intolerable dependence on imported energy. The development 

of our domestic natural gas resources is an importdnt pctrt of 

the balanced program the Nation needs. 

The 1973-74 o i l  embdrgo triggered a continual outpouring 

of energy-related Legislation. In October 1978? much of the 

Administration's plan was, after long consideration, enacted. 

Moreover, 'the Congress is considering many other proposals with 

wide ranging ramifications. Much of this legislation does? or  

would, require GAO to report on the effectiveness of energy 
: . .  

programs. 

Several important pieces of legislation, which have 

prompted GAO to devote significant resources to studying various 

aspects of domestic gas production are: 

.--The Energy Policy and Conservation Act of 1975. One of 

the act's objectives is to establish e! reliable energy 

ddta base fo r  t h e  production of crude oil and natural 

gas. The act requires the Securities and Exchange Com- 

mission to take steps necessary to assure that account- 

ing practices are developed €or r  and observed by, people 

engaged in the production of crude o i l  o r  ndtural, gas in 

the United States. In this regard the act requires the 

Commission to consult withathe Genercll Accounting O f f i c e .  

15 



--The Alaskan Natural Gas Transportation Act of 1976. 

This act established . >  the decisionmaking process and 

deadlines for selecting a transportation system to 

deliver North Slope Alaskan natural gas to U.S.  idrkets. 
4 

--The Depdrtment of Energy Organization Act. Thcis dCt 

provides for GAO to monitor and evaluate all the 

Department's functions and activities, 

--The Natural Gas Policy Act of 1978 which contains pro- 

visions f o r  natural gas'pricing, emergency authority, 

and curtailment priorities. 

The Congress is also now considering additional key energy 

legisldtion which has implications for both GAO and the gas 

industry, namely, the Windfall Profits Tax Bill, the Energy 

. Mobilization Board Bill, and the Energy Security Act which 

provides f o r  d security corporation to develop synthetic fuels 

as well as pcoviding f o r  other energy measures. 

GAO recently completed several studies of 'national issues 

related to natural gas--and is still working on more. I will 

briefly discuss some of them. 

What are the prospects for U.S. 
petroleum and ndtural gzs production? 

Domestic production supplies about h a l f  of America's 

consumption of petroleum and natural gas. Therefore, prospects 

fOK f u t u r e  domestic production are crucial-to the Nation's 

energy future. 



In a report  i s s u e d  l a s t  December we ana lyzed  f u t u r e  t r e n d s  
. .  

i n  l i g h t  of t h e  p h y s i c a l  f a c t o r s  a f f e c t i n g  U.S .  produc t ion .  1/ 

F u t u r e  o i l  and n a t u r a l  g a s  p roduc t ion  t r e n d s  a re  n o t . o p t i m i s t i c .  

Given t h e  r e a l i t i e s  of t h e  U.S. r e s o u r c e  base, i t  i s  u n l i k e l y  

t h d t  produc t ion  cdn even be he ld  a t  c u r r e n t  l e v e l s ,  l e t  a l o n e  

i n c r e a s e d ,  i n  t h e  n e x t  two decades. 

- . _  

.. 

While  estimates are  n o t  p r e c i s e , ' t h e y  s u g g e s t  t h a t  

domkstic o i l  and n d t u r a l  gas w i l l  a t  best a c h i e v e  some 

s t a b i l i t y  by t h e  199Os, b u t  a t  -pfoduct ion  l e v e l s  below t h o s e  

o f  today. . 

L e t  m e  p o i n t  o u t  one i n t e r e s t i n g  feature  o f  our  work i n  

t h i s  area, Our f i r s t  estimates i n  e d r l y . 1 9 7 5 ,  of f u t u r e  

domest ic  petroleum and n a t u r a l  gds produc t ion  were among t h e  

most p e s s i m i s t i c .  O u r  most recent a n a l y s i s  is  c o n s i s t e n t  w i t h  

our a n a l y s i s  of 4 y e a r s  ago--and d u r i n g  t h i s  t i m e  o t h e r  ancl lysts  

have become more c a u t i o u s  i n  t h e i r  e s t i m a t e s .  

P o l i c y  needed t o  gu ide  
r e u u l a t i o n  of n a t u r a l  uas 
f r& Federd l  l d n d s  

2 

Over t h e  past decade there have been  r epea ted  requests  

from a l l  s e c t o r s  of t h e  United S ta t e s ,  i n c l u d i n g  t h e  Congress,  

S t a t e  governments, and t h e  p u b l i c ,  t h a t  t h e  Government p rov ide  

guidance  on t h e  r o l e  t h a t  n a t u r a l  gds from Federal 1dnd should 

p l a y  i n  m e e t i n g  t h e  N a t i o n ' s  energy  needs.  Last June ,  we 

- l / "Analys is  of C u r r e n t  T r e n d s  i n  'U.S. Petroleum 
and Natural Gas Product ion"  (EMD-80-24, D e c .  7 ,  1 9 7 9 ) .  
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r e p o r t e d  1/ on t h e  many adve r se  effects of n o t  meeting these - 
requests. 

W e  s a i d  t h a t  t h e  Government needs t o  e s t a b l i s h  (1) 

r e g u l d t i o n s  t o  g u i d e  les ;ees' a c t i v i t i e s  fo r  t h e  explora t ion . ,  

development,  and p roduc t ion  of n a t u r a l  g a s  from Federal  l a n d s  

and ( 2 )  a p o l i c y  o n ' t h e  ro le  of n a t u r a l  g a s  produced from 

F e d x i 1  l a n d s  i n  t h e  c o n t e x t  of a n a t i o n a l  g a s  p o l i c y  r e l a t i v e  

t o  t h e  N a t i o n ' s  t o t a l  energy  needs and  r e sources .  

How should a s y n t h e t i c  f u e l s  ---- i n d u s t r y  be f inanced?  . 

GAO s u p p o r t s  t h e  idea of deve lop ing  a s y n t h e t i c  f u e l s  

i n d u s t r y .  Howeverc we f i r m l y  b e l i e v e  t h a t  s y n t h e t i c  f u e l s  

m u s t  be p a r t  of d balanced program t o  reduce  o i l  imports. 

How can s y n t h e t i c  f u e l s  p roduc t ion  b e s t  be  s t i m u l a t e d ?  

The answer t o  t h i s  q u e s t i o n  m u s t  be  based on t h e  c h a r a c t e r i s -  

tics o f  such product ion- - i t  w i l l  be complex, c a p i t a l  - i n t e n s i v e  , . .  

and t e c h n o l o g i c a l l y  cha l l eng ing .  Moreover ; s ign i f icant  pro- 

d u c t i o n  should n o t  be expected u n t i l  a t  l ea s t  t h e  l a t e  1980s. 

Because of  t h e  character is t ics  o f  s y n t h e t i c  f u e l s  produc- 

t i o n ,  Federal  involvement i n  t h e  developnient of  d s y n t h e t i c  

f u e l s  i n d u s t r y  seems i n e v i t a b l e  and des i r ab le .  Assuming t h a t  

Uncle Sam w i l l  h e l p  to foot t h e  b i l l ,  what  f i n z n c i n g  mechanisms 

are most dppropriate? 

A s s i s t a n c e  is a v a i l a b l e  i n  a wide  v a r i e t y  o f  forms. Each 

h a s  c e r t a i n  b e n e f i t s  i n  terms o f  t h e  e x t e n t  o f  Government 

l / " P o l i c y  Needed t o  Guide Natural  Gas Regula t ion  on F e d e r d  
Lands" (EMD-78-86 I June  1 5  , 1919). 

18 



involvement. For e'ach there is a degree of certainty of 

production, an extent of Fe'deral and private risk, an impact 

on capital mar'kets, 'and other 'characteristics. We concluded 

. .  

.. 

in an October 1979 report 1/ that price and purchase gudrantees 
T 

are preferdble to loans dnd loan gudrantees for: three mdin 

redsons. Price and purchdse gudrdntees provide greater 

certainty to synthetic fuel producers, greater. certainty to 

the Government, and less severe affects on capital markets. 

How s h o u l d  the proposed Alaska 'Highway 
Gas Pipeline project b e  financed? 

The President and the Congress in 1977 approved construc- 

t i o n  of the Alaska Iiighwdy Gas Pipeline Project, d system to 

transport natural gas from northern Alaska to midwestern dnd 

western U , S ,  markets. 

At that 'time, the project was expected to be privately 

findnced; Federdl financing dssistdnce WdS explicitly rejected, 

according to the President's 1977 decision to develop the 

project, Last year, however, the then Secretary of Energy, 
- 

in response to a question from the Joint Economic Committee, 

discussed the possibility of $2 to $3 billion in F e d e r a l  lodn 

guarantees f o r  one segment of the project. 

- l/"Alternatives for Reducing Oil Imports by 1990; and Current 
Status of Recommendations in a 1976 GAO Report," letter 
report to the Chairman, House Subcommittee on Energy and 
Power, .(EMD-80-18, Oct. 26, 1979). 
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We r e p o r t e d ,  l a s t  Oc-tober 1/ on d e l a y s  i n  t h e  p r o j e c t ' s  - 
or ig ina l  complet ion dates and on t h e  p o s s i b i l i t y  o f  f u r t h e r  

d e l a y s  stemming from t h e  grant ' ing of Federal. and S t d t e  r i gh t s -  

of-way and t h e  t r e a t m e n t  of c o s t s  f o r .  p u r i f y i n g ,  compressing,  

and c h i l l i n g  t h e  na tu ra l  gas. 

1. 

The i n t e r n a t i o n a l  energy  s i t u a t i o n  h a s  inc reased  i n t e r e s t  

i n  t h e  q u e s t i o n  of  Fede ra l  f i n a n c i a l  a s s i s t a n c e  f o r  t h e  p r o j e c t .  

Although t h e  sponsors  and t h e  Government are  working t o  have 

. t h e  p r o j e c t  p r i v a t e l y  f inanced ,  we b e l i e v e  t h a t  t h e  Government 

should be i n  a p o s i t i o n  t o  make a n  informed d e c i s i o n  on Fede ra l  

f i n a n c i a l  a s s i s t a n c e ,  if proposed. I n  ou r  view, t h e  Congress 

should n o t  cons ide r  Federal f i n a n c i a l  involvement u n t i l  

--a11 r e g u l a t o r y  procedures  dre  completed dnd 

--the sponsor s  show c o n c l u s i v e l y  t h a t  t h e  p r o j e c t  connot  

be f inanced  pr ivc t te ly .  

However, should f i n a n c i a l  a i d  be reques ted ,  t h e  Congress 
0 

should e v a l u d t e  a l t e r n a t i v e  s o u r c e s  of n a t u r a l  gas as w e l l .  

Such s o u r c e s  could i n c l u d e  conse rvd t ion  o p p o r t u n i t i e s ,  i n t e n s i -  

x 

f i ed  d r i l l i n g  i n  t h e  lower 48 S t a t e s '  f r o n t i e r  dreds, p roduc t ion  

from unconvent ional  n a t u r a l  g a s  sources, and imports from 

Canada, Mexico, and o t h e r  f o r e i g n  sources.  

F i n a l l y ,  w e  advised  t h e  Congress,  i f  it dec ides  t o  g r a n t  . 

f i n a n c i a l  a i d ,  t o  
~. . 

- l /"Issues R e l a t i n g  t o  t h e  Proposed Alaska Bighway G ~ s  P i p e l i n e  
P r o j e c t , "  (EMG-80-9, O c t .  26, 1 9 7 9 )  . 
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--evaluate all feasible alternatives for Federal financial 

involvement and 

--ensure that the public 'interest is served and that the 

Government hds an appropriate control over, and return 

on, -its investment. 

Potential impacts of Alaskan, 
Canadidn, dnd Mexican n d t u r b l  gds and oil 
-- 

Estimates of recoverable resources 0.f natural gas and 

oil potentially dvailable to the U.S.  market have been revised 

sharply as a result of discoveries in Alaska, Mexico, and Canada. 
.. 

We are currently assessing several major issues related to these 

relatively recent discoveries. W e  will be issuing a report 

within the next few months. 

Review .of provisions- and 
implementation of the Natural 
Gas Policy Act of 1978 

The Natural G a s  Policy Act of 1978 contains several 

crucial provisions which we are examining. Specifically, the 

--establishes d series of maximum lawful prices (periodi- 

cally escalated) for  various categories of natural gas; 

--requires that natural gas be priced incrementally; 

--specifies when the price of certain categories of 

natural g a s  will be deregulated; and 

--establishes curtailment priorities to protect high . 
priority users of natural gas from supply curtailment. 

21 
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The Federa l  Energy Regula tdry  Commission (FERC) h d s  pr imdry 

r e s p o n s i b i l i t y  f o r  ddmin i s t e r ing  dnd e n f o r c i n g  t h e  a c t  wh i l e  

the S t a t e s  de te rmine  t h e  p r i c e  n a t u r a l  gas p roduce r s  are  

e l i g i b l e  for i f  t h e  w e l l  i s  locatec? on l a n d s  s u b j e c t  t o  S t a t e  

j u r i s d i c t i o n .  L i k e w i s e ,  tQe U.S. Geological Survey makes t h i s  

d e t e r m i n a t i o n  i f  t h e  w e l l  is on F e d e r a l  l and .  Determinat ion 

of e l i g i b i l i t y  i s  s u b j e c t  t o  F E R C ' s  rev iew and can be appealed 

' t o ' . t h e  c b u r t s  i f  FERC remands or r e v e r s e s  t h e  d e t e r m i n a t i o n  

of a S t a t e  o r  t h e  Geologica l  Survey. 
.< 

We are c u r r e n t l y  reviewing FERC's p r o g r e s s  dnd problems 

i n  d e s i g n i n g  ,' i ap lement ing ,  and o p e r a t i n g  a progrdm f o r  

i n c r e m e n t a l l y  p r i c i n g  n a t u r a l  g d s  s o l d  t o  c e r t a i n  i n d u s t r i a l  

users,  W e  w i l l  r e p o r t  our f i n d i n g s  w i t h i n  t h e  n e x t  2 months. 

Also, w e  w i l l  soon begin  two o t h e r  rev iews  i n v o l v i n g  
i 

! 

i t h e  N a t u r c t l  Gas P o l i c y  A c t  of 1978. One w i l l  c o n c e n t r d t e  on 

FERC's implementat ion of t h e  wel lhead p r i c i n g  p r o v i s i o n s  of 

T i t l e  I and t h e  o t h e r  w i l l  e v a l u a t e  t h e  impact o f  t h e  a c t  on 

n a t u r a l  g a s  supplies and p r i c e s .  

F i n a l l y ,  a s  c h i e f  account ing  o f f i c e r s ,  I ' m  sure you a r e  

a l l  v i t a l l y  in te res ted  i n  t h e  recent e f f o r t s  d i r e c t e d  toward . 

development of uniform account ing  €o r  t h e  o i l  and g a s  i n d u s t r y .  

The Energy P o l i c y  and Conserva t ion  A c t  of 1975 spur red  these 

e f for t s  by r e q u i r i n g  t h e  development of  an  energy  d a t a  base  

. and reldted account ing  s t a n d a r d s .  . 
GAO was brought  i n t o  t h e  p r o j e c t ,  th rough s e c t i o n  503 of 

the  a c t ,  t o  perform a twofold role .  F i r s t ,  c o n s i s t e n t  w i t h  our  
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. traditional role in t h e  Government, we oversee the work of t h e  

S e c u r i t i e s  and Exchange Commission and t h e  Department of Energy 

. and a d v i s e  t h e  Congr.ess of a d d i t i o n a l  c lc t ions r e q u i r e d  t o  f u l -  

f i J 1  t h e  i n t e n t  of t h e  dct. Second, we have a ro l e  as consul-  

t a n t s  t o  t h e  SEC since S e c t i o n  503 requires SEC t o  c o n s u l t  u s  

i n  deve loping  account ing  p r a c t i c e s .  The approach w e  have t d k e n  

t o  our ro le  has  been t o  c l o s e l y  monitor  t h e  e f f o r t s  o f  SEC and 

DOE and t o  in fo rmdl ly  p r o v i d e  o b s e r v a t i o n s  on t h e i r - w o r k  d S  

t h e  p r o j e c t  p r o g r e s s e s .  - I 'j. 

CONCLUSION 

As you cdn see, GAO's w o r k  c o v e r s  d wide rdnge of t o p i c s  

w i t h i n  t h e  Government, and how F e d e r a l  p o l i c i e s  and programs a f f e c t  

t h e  b u s i n e s s  community. If any of YOU hdve any s u g g e s t i o n s  

GAO reviews or  a u d i t s ,  p l e a s e  l e t  u s  know. O f  cougse,  s i n c e  

w e  have p r i o r i t i e s  t o  c o n s i d e r ,  I canno t  promise t h a t  your 

f o r  

s u g g e s t i o n s  w i l l  be a c t e d  upon, b u t  t h e y  w i l l  be cons ide red .  

Also ,  w e  p u b l i s h  a monthly l i s t  o f  GAO r e p o r t s  which dre 

a v a i l a b l e  t o  t h e  p u b l i c ,  and w e  would be p l edsed  t o  p u t  you on 

t h e  ma i l ing  l i s t  f o r  t h i s  p u b l i c a t i o n  i f  yoc w i s h .  

-.-. _- 

T h i s  concludes  prepared  remarks. I will be g l a d  t o  

answer any q u e s t i o n s .  

- <. 
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