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The General Accounting Office—How Its Activities 

Support Better Management of Federal Programs 

By Elmer B. Staats 
Com[ilroller General of the United Slates 

This article is bused on a speech given by Mr . Slauls 
before the I^orth .Alabama Chapter, American Society 
fo r Public .\dmini.Hlratinn, Hiinlsville, Ala., February 17, 
1967. 

Till' American Society for PubUc 
AflriiiIIi.<lration was founded and has 
its jrirat strength in the common in-
tere.̂ -l of all people in improving the 
art. ."I ieiiee, ami proeess of public ad
minislration. This is the common 
denominator objective which has al-
Vays been important; at no limc 
hovve\er, has it been as important as 
it is luday. 

Thc increasing size of Government, 
the Lipid grow th of governmental in-
flueni c in the area of science and 
technology, the blurring of lines be
tween public and private enterprise, 
and lhe rapidly elianging relationships 
bel\M'cri Federal, State, and local gov

ernmenls—all demonstrate the im
portance of this society which can 
bring together the.-̂ c iiiiricsis on thc 
common ground of learning how to 
carry out these programs more ef
ieci i\ely and efficiently. 

Without fear of exaggeration, it is 
my belief that tlu; learning gap—the 
technological gap i f you will—of the 
next decade will be in finding ways 
to make governmental machinery 
more effective. And that is w hy it is 
so important that all citizens interested 
in improving the public service and 
all backgrounds and disciplines find 
a common focus of interest in the im
provement of public administration. 

Kinicr B. Staats, Comptroller 
Ceneral o f the United Slales. 



It i ' - fair lo >M\ ihal il is much 

I i - i i r |o >timnlalc thc puhlic ir i lcrc- l . 

and to some extent people in ("FO\erii-

menl. in the action side of govern

ment programs than it is in llic Ici h-

nirpics and pcrh'ction of mana<:cm<'iil. 

^ cl UC all well know how" basi: , i i r 

careful planning and sound maiiaije-

mcnl to ihc success of these prograins. 

This is I rue uhellicr we are talking 

aboul technological management, ad

ministrative management, or financial 

management. 

Cw/iO Hi'.-<innisiltilllies and 

/•'iinrlion.s 

As yon know. 1 speak for an orga

nization established and directed by 

law to achiexe j^reater efliciency and 

economy in the management of the 

U.S. (government -the General Ac

counting Office. 

I t has far-reaching responsibililies 

in prescri]>ing acconnting [uiticiplcs 

and approving accounting systems, in 

assisting agencies in the development 

of improved financial and manage

ment infonnat ion systems, as an arm 

of lhe Congress in evaluating and ap

praising governnicnial programs, in 

rev iewing vveakiiesses in management 

procedures and organizations, and in 

assisting the Congress generally on 

studies of whether programs are 

being carried out efTectivelv and in 

accordance with the intent of the Con

gress. 

I would like to emphasize at this 

time two of our basic functions. 

• The role of ( i \ ( ) in lhe improve

ment of financial managemeni 

practices. 

• The evaliialion or audit of the 

agencies' managemeni of Cov-

ernmenlal programs. 

The concejit of independent and 

impartial review, or audit, of govein-

menial expenditures, which underlies 

lhe law creating the (ieneral Account, 

ing Office, is founded i n American 

and Anglo-Saxon hislcn v . While our 

organization was noi eslablished unli | 

l'>21. this ancient concept of indeprn-

dence underlies that legislation. 

fhe Comptroller (General, the chief 

executive ofiicer of the (leneral Ac

counting Oflice, is an agcnl of lhe 

Congress. While ajtpoinlcd bv lhe 

Presidenl. he can be removed onI\ hv 

impeachment or jo in t resolution bv 

thc Congress. The Comptroller Cen

eral cannol be reappointed. Both he 

and the Assistant Com|)lroller Ceneral 

are appointed for terms of 15 vears. 

f l i c Comptroller Ceneral and liis 

staff are appointed on a nonpolilical 

hasis: every Comptroller (Jeneral has 

em|)hasizcd the nonpartisan nature of I 

the organization. 

We have a stall of HVZ'-t |)eo|tlr. in. I 

eluding 2.200 professional account

ants and auditois. Our staff includes 

about 100 attorneys, highly trained 

and w ith reputation both in and out of 

(government for compclcnce ami ob-

jeeliv i iy . 

Headquarteis of GAO are in \\ ash-

ington. We have 16 regional of

fices in the f riited .'^lates and I over

seas. 

We have one of the most active re* 

crui t ing and t ra ining progranis for 

accountants and auditors in the coun-i 

try. We visit over 400 collci:e^ andj 

iiriivcrsilies each year where we inter-j 

view inleiesled (|ualily studenl~. | 

As critics of Crovcrnment (ipcra-l 

tions by agencies and conlracl us v f j 

must develop the facts corrcciK andi 

must interpret them fairly lo all pim 

ties. ( ; \ 0 must mainiain. there

fore an<l i l is my purpose to main

tain and improve wherever jtossihie 

the high prt.fessional competence of 

OUI personnel. 

A.S an agency of the Congress, we 
provide a multitude of services lo the 

Congre--. 

• Assisting in the draf t ing of legis
lation. 

' Handl ing inquiries f rom Mem

bers as well as committees. 

• Making factual investigations. 

• Test ifving hefore committees. 

• Furnishing audit reporl- <,n lh. ' 

Federal agency operations. 

Our O/Iice is responsible, with l im

ited exceplioii-. h.r audil of all pr... 

granis. ad iv ili . 's. operal i . .n-. and 

financial traii.<aclions of the Fc.leial 

'- '^ '•nuurut. The s,-,,,,e , , f ,„ j r u,,rk 

evleiids h. 12 niaj(.r departinenl,- and 

some ()() imlep.'iident ageneie- an.I 

comnii.ssions in the execulive hraii. h. 

We also make audits of financial 

transactions of ..rgani/ations in the 

legislaliv.- an,I ju . l ic ia l hramhcs. 

I am directed bv law, as Comp

troller ( ici ieial . I , , ••prescrihe the 

principles, standards and related re

quiremenis for accoiinlin- to !.,• ,,|.-

served by each executive agencv." 

And I am direcled |,v the -taliile al-... 

together with the .Secretary of the 

Treasury and the Diree tor of the Bu

reau of the Budget, to -ci.nduct a 

continuous program" of improving 

accounting and financial reporling in 

the Govermnent. 

for In, pnn rri Finnm uil 
^anngenitnl 

These and similar directives in 

olher statutes stipulating the dut i . s 

of the Comptroller General are spe-

' i f i ' and clear. Bul in financial 

inanagement in the Federal Govern

menl there is too large a gap between 

Ihe requirements ol th.' law and its 

execution. One reason for the d i f -

ficulty Government agencies have in 

l iving up to what the law requires is, 

I l l i i i i k . lack of undcr.-tanding. 

And lack of understanding is due 

in considerable part to difi iculty i n 

" " " " " i n i c a l i o n . I f ^u• all helh r un

derstood the importance of wise finan-

( ia l managemeni out of which come 

ii i lcl l igent courses of action, we would 

all work harder to r cp i i r e the main

tenance of good accouniing systems 

that tell us where wc are at all tinier. 

A . . u r d i n g l y . I hope lo be able to 

< "nmiunicate to you my sense of the 

importance of achirving hetter finari-

• ial managemeni ihronghoiil the (;,,v-

crninent and to sug-^cst .H)nie ways in 

w hi( h we are t ry ing to make progress. 

Let nie begin by disc u,v<ing brielly the 

Federal budgel. 

In January of this year, the Presi

dent presented his Imdget for thc fiscal 

year 1968. It calle.l for administra-

live budget expenditures of S135 

h i l l ion . 

At that time the President also 

slated that admini-trative hucb.'l . \ -

pendilnres for the fi.scal year 196? 

would be $U.<) bi l l ion higher than 

the expenditures he estimated 1 year 

ago. 1 know of no more viv id ex-

ainph- the increasing e..inplexilv of 

pllhlie administralion. 

A n expanding economy: a growing: 

I)opulation: and iiK n-asing space, 

Miilil . irv. and e.-oiioniic c . .nmii l in . ' i i l -

creale an ever-increasing demand for 

Federal expenditures. Kconomic, so-



l l is fair to say that it i> much 

easier to stimulate the public interest, 

and to some extent people in Govern

ment, i n the aclion side of govern

ment programs lhan it is in the tech

niques and perfection of management. 

^ ,1 ue all w.'ll know how h.i-i . i i . ' 

careful planning and sound manaiic-

mcnl to the success of these programs, 

l l l i - is lru<' wheiher we are talking 

aboul technological inanagement. ad

ministrative management, or financial 

inanagement. 

(Cit) l{,.<i)onsihililics and 

F:inrli<tn.<< 

As you know, I speak fo r an orga

nization established and directed by 

law to achieve grealer efficiency and 

economy in the management of thc 

U.S. Government—the General Ac

counting Office. 

I t has far-reaching responsibilities 

in prescribing accounting principles 

and approving accounting syslems, in 

assisting agencies in the development 

of improved financial and manage

ment information systems, as an arm 

of the Congress in evaluating and ap

praising governmental programs, in 

reviewing weaknesses in management 

procedures and organizations, and in 

assisting thc C(mgress generally on 

sludies of whether programs are 

being carried out elfectively and in 

accordance with the intent of the Con

gress. 

1 would like to emphasize al this 

time two of our basic funclions. 

• Tlie role of GAO in the improve

ment of financial management 

practices. 

• The evaluation or audit of the 

aL'cncies' management of Cov-

ernmenlal programs. 

The concept of independenl and 

impartial rev ieu . or a i id i l . of gov' n-

mental expenditures, which underlies 

the law creating the General Accoiiiii-

ing Office, is founded in Ainerican 

and Anglo-Sa.xon history. While our 

organization was not established until 

1921. ihis ancient concept of indej.en-

dcn, (• iiiiderlies that legislation. 

The Comptroller General, the chief I 

executive ollicer of the (leneral Ac

counting Office, is an agent of the 

Congress. While appointed by thi' 

Presidenl. he can be removed onlv hv 

impeachment or joint resolution by 

the Congress. Thc Comptroller Cen

eral cannot be reappointed. Both he 

and the Assislanl Comptroller General 

are appointed for lerms of 15 years. 

fhe Comptroller General and his 

staff are appointed on a nonpolilical 

basis: everv Comptroller Ceneral bas 

emphasized the nonpartisan nature of 

the organization. 

We have a staff of 4.025 people, in

cluding 2.200 professional account

ants and auditors. Our staff includes 

about 100 attorneys, highly trained 

and wilh reputation both in and out of 

Government for competence and ob

ject ivi ty. 

Headquarters of GAO are in A\ ash-

ington. We have 16 regional of

fices in the United States and 4 ..ver-

seas. 

We have one of the most active n-

crui t ing and Ira ining programs for 

aceoiiiilanis and auditors in thc eoUU'l 

t ry . We visit over 400 college^ and 

universities each year where we inter

view interested quality students. 

As critics of (Government o|icra'j 

l ions bv agencies and conlraclors vW 

must develop the facts con ed I \ and 

mnst interpret them f a i r l y lo all par

ies. ( iAO must maintain, there-

re—and i l is my |)iiritose to maiii-

lin iind improve wherevei possible— 

lhe high proh-ssional compdence of 

our pi'isi.nncl. 

As an agency of the Congress, we 

Covide a mullitude of services to the 

)ngress. 

• Assisting in the draf t ing of legis

lation. 

• Handl ing impiir ies f r o m Mem

bers as well as committees. 

• Makini : fa. tiial inv<->tigations. 

• Test i fying before committees. 

• Furnishing audit reports on the 

Federal agency operations. 

Our Olliee i> responsible, wi th l im

ited exceptions, for audil of all pro

grams, aclivities. operations, and 

financial l i ; in-actioiis of the Federal 

Government. The scope of our work 

extends to 12 major departments and 

some 60 independent agencies and 

connnissimis in the c\c( ulivc branch. 

We also make audils of finam iai 

transadioiis of (ugani/alions in the 

legislative and judic ia l branches. 

I am directed by law, as Coiiq)-

troller General, to '•prescribe the 

|.rin( i|ilcs. standards and related re

quirements for accounting to be ob

served by eadi executive agency."" 

.And I am directed l.v the -lali i le also, 

together with the >i', iet.iiv of the 

Treasurv and the Director of the Bu

reau of the Bud i id . to '•conduct a 

iiiiilinuous |)r..gram'" of improving 

accounting and financial reporting in 

the Govermnent. 

iVcerf for hn proved Financial 

Managemeni 

These and similar directives in 

other statutes stipulating the dulies 

of thc Comptroller (ieneral are spe

cific and clear. Mnt in financial 

managenient in the Federal Govern

ment there is loo large a gap between 

the re(]uirements of the law and its 

execution. One reason for the dif

ficulty Government agencies have in 

l iving up to what lh . ' law refjuires is, 

I think, lack of understanding. 

And lack (»f understanding is due 

in considerable part to difi iculty in 

communication. I f we all better ui i-

dcrstoixl the importance of w ise finan

cial management out of which come 

intelligent courses of action, we would 

all work harder to require the main

tenance of good accounting systems 

that tell us where we are at all time-. 

Accordingly. I hope lo be able to 

. ..mmiinicate 1.. voii m\ >e!i-c . . f the 

im|)orlance of achieving betler finan-

l ial management t l iroiigliont lhe Gov

ernment and to suggest some ways in 

wlii i h we are t ry ing lo make progress. 

Let me begin hy discussing hi idlv the 

Federal budgel. 

In January of this year, the Presi

denl jircsented his budget for lhe fiscal 

vear ! ' ' ( . ;! . It called for administra

live budget expenditures of j i i l l i5 

h i l l ion . 

At that time the Pre-idenl al-.. 

stated that administrative budgci . x 

peiidilures for the fiscal year 1967 

would be Sl."i.9 bi l l ion higher than 

the expenditures he esliinate<l 1 vear 

ago. I know of no more viv id ex

ample of the increasing complexity of 

puhlic adminislration. 

A n expanding economy: a growini ; 

populalii>n: and increasing sjiace. 

mil i tary , and economic commitments 

create an ever-increasing demand for 

hi'ileial expenditures. Fconomic. so-



cial, and welfare programs gradually 
h a v e become national programs 
ralher than being confined lo Stale or 
local levels. This in turn creates a 
greater need for under-slaiuliiig and 
cooperalive elTort—including cooper
alive ellorls in lhe field of accouniing 
and auditing—among Federal, State, 
and local administrators. 

Approval of Agency Accounting 
Systems 

One of the most important respon

sibilities of the General Accounting 

(Jilice is the requirement—by law—to 

approve all execulive agency account

ing systems when they are deemed 

adequate and in conformity wilh our 

prescribed principles and siandards. 

The lirst GAO comprehensive slale

menl of accounting principles and 

standards was Lssued in 1952, 2 Near.-; 

afler pa.ssage of the Budget and Ac

counting Procedures Act of 1950 

which spelled out these requirements. 

Although the General Accounting 

Office has been vigorously pressing 

the various Government agencies 

since then to establish accounting sys

tems which could be approved, there 

is still much to be done. 

For many years we have provided 

professional and advisory assistance 

to the agencies to assist in developing 

their accounting and financial man

agement syslems. And wilh the need 

for doing so growing constantly, we 

recenllv increased the number of our 

staff assigned lo ihis work by four

fold with the hope lhal, wilhin the rea

sonably near fulure, the goal sought 

by the Congress and lhe President of 

improved Federal agency accounting 

may be attained. 

Planning-Programniing-
Budgeting Systems 

In close relation to this, the Presi
dent has direcled the inlroduction of 
integrated planning - programming:. 
budgeting syslems (PPBS) in the ]»ri. 
mary execulive deparlmcnts and a^-Ti. 
cies. In announcing this aclion lhe 
President said: 

"Each Cabinet and Agency head will set 
up a special staff of experts who, using llip 
most modern methods of program anahsis, 
will define the goal of the department for 
the coming year. Once the goals are êt, 
this system will permit us to find the most 
effective and least costly alternative to 
achieve these goals." 

One of the important elements of 
this sxslem is accounting-based cost 
data. 11 is apparent that man\ a-'-u-
cies do noi, al this time, have account
ing sy.stems that vvill produce such 
data and, coirsequently, much vsork 
needs to be done i f PPBS is to be fully 
effective. 

In May 1966, I mei wilh the Se( re
tary of the Treasury and the Direc
tor of the Bureau of the Budget to 
discuss ways and means to make the 
Joint Financial Management Ira
provement Program more effective. 

The Chairman of lhe Civil Service 
Commission also participated in this 
meeting. He is concerned wilh the 
critical problems of recruiting, (las-j 
sifying, and Iraining people for aC'l 
counting and financial management I 
work. 

We found ourselves in agreement 
that direct support by the Presi'lent' 
would provide a most important >i\m-
ulus to all agencies to bring aboul im-1 
provements in financial management. I 
Accordingly, lhe President issucil a I 
statement to the heads of Federal de-j 
partments and agencies on Mav 24,1 

19C6, requesting ihem to take specific 
actions. 

I consider the President's support 
I of transcendent importance. With 

his forceful interest as well as the in
terest of other top Covcrmncntal of
ficials, i l behooves us all to improve 
the financial management systems 
greatly throughout Government. 

The Planning-P r o g r a m m i n g-
Budgeting System has been high I v 
publicized in lhe Federal service over 
the past 2 years. While it has con
tributed much lo more effective man
agement and to more adequate pro
gram evaluation, it is slill in most 
agencies more of a promise than a 
reality. 

There is slill nmch to be done to 
relate the budget process to the pro-

planning process in most agen
cies. There is still inadequate cost 
data. In most cases the management 

formation system is inadequate to 
produce the kind of reports needed by 
top management. 

Of critical importance is the fact 

that we have loo few people who can 

apply the theory of PPBS to practical 

problems faced by administrators in 

getting acceptance in the Congress 

and elsewhere of the results flowing 

from the cost effectiveness analyses. 

We believe that GAO can contribute 

to the long-range PPBS objectives 

through improvements in accounting 

systems, which will produce needed 

cost data for use in estimating and 

in measuring performance. We want 

to be sure that automatic data proc

essing techniques are used properly 

in agency accounting systems and that 

these systems are integrated wilh the 

overall informaiion syslem. 

We have joined with the Civil Serv
ice Commission and the Bureau of thc 
Budget in developing an interagency 
ADP training program. Internally 
wilhin GAO we plan to provide all of 
our professional accountants and au
ditors with at least some ADP train
ing. Also, we hope to introduce 
more cost effectiveness analysis in our 
audit reports and to evaluate agency 
cost effeciiveness analysis as a part 
of our audit vvork. 

Project PRIME in the Depart-
ment of Defense 

Some of you, perhaps, are partici
pating in the development and in.^talla-
tion of Resource Management Systems 
within the Departmeni of Defense of 
\\hich Assistant Secretary Robert N . 
Anthony's project PRL^VIE is a part. 
Fssentially, Project PRIME seeks to 
r'-\ ise lhe programming svstem. the 
liudgeting system, and the manage
ment accounting system so that they 
will lie more useful to managers at 
all levels. Its focus is on two ob
jectives: 

The integration of prograrmnitig, 
budgeting, and nianagement ac-
romiting so that the information 
used in these three svstems will 
be consistent. 

• The development of more intelli
gible information on the con
sumption of operating resources 
(as opposed to investment re
sources) . 

Our Office consults almost on a day-
t<'-da\ l)asi> wilh the Department of 
Defen.se on this projeel. We hope 
thai this endeavor will get active sup
porl at all levels wilhin the Depart
ment of Defense, because we feel llial 
it will help to fill a serious gap now 
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cial, and welfare progranis gradually 
b a v e become national programs 
rather lhan being confined to State or 
local levels. This in turn creates a 
greater need for understanding and 
cooperalive effort—including cooper
ative efforts in the field of accounting 
and auditing—among Federal, State, 
and local administrators. 

Approval of Agency Accounting 
Systems 

One of the most importani respon

sibilities of the General Accounting 

Office is the requirement—by law—to 

approve all execulive agency account

ing syslems when they are deemed 

adequate and in conformity with our 

prescribed principles and siandards. 

The first GAO comprehensive state

ment of accouniing principles and 

standards was issued in 1952, 2 years 

after passage of the Budget and Ac

counting Procedures Act of 1950 

which spelled oul these requirements. 

Although the General Accounting 

Office has been vigorously pressing 

the various Government agencies 

since then to establish accounting sys

tems which could be approved, there 

is still much to be done. 

For many years we have provided 

professional and advisory assisiance 

to the agencies to assist in developing 

their accounting and financial man

agement systems. And with the need 

for doing so growing constantly, we 

recendy increased the number of our 

sialF assigned to this work by four

fold wilh the hope that, within the rea

sonably near future, the goal sought 

by the Congress and the President of 

improved Federal agency accouniing 

may be attained. 

Pl an ning-Programming-
Budgeting Systems 

In close relation to this, the Pr 
dent has directed the introdudioL 
integraled planning - programmii 
budgeting systems (PPBS) in the' 
mary executive departments and a| 
cies. In announcing this action 
President said: 

"Each Cabinet and Agency head wiL 
up a special staff of experts who, using] 
most modern meihods of program analj 
will define the goal of the department i 
the coming year. Once the goals arej 
this system will permit u.* to find the n, 
effedive and least costly alternative! 
achieve these goals." 

One of the important elements, 
this system is accounting-based cj 
data. It is apparent that many age 
cies do not, at this time, have accoi 
ing syslems ihat will produce si 
data and. conscpiently, much wc 
needs lo be done i f PPBS is to be f t 
effective. 

In May 1966, I met with the Set̂  
lary of the Treasury and the Dir. 
lor of the Bureau of the Budget 
dfscuss ways and means 1,) make 
Joint Financial Managenieni 
provement Program more effective. 

flic Chairman of ihc Civil Servi 
Commission also |)aii i , ipaled in tl 
nieding. He is concerned with . 
criiical problems of recruiting, clt. 
sifying, and training people for J( 
counting and financial managenier 
work. 

We found ourselves in agreemei 
that direct support by thc Presider. 
would provide a most important stimj 
ulus to all agencies to bring aboul im
provements in financial management. 
Accordingly, the President issnr ,| 
-Iat.•menl to the heads of Federal d( 
partments and agencies on May 24 

1966. re.iii. -ting them to take specific 

actions. 

I coii-idcr the President's support 

of trails'ciulcnt importance. With 

his forfcfiil interest as well as the in

terest of other top (Governmental of

ficials, il behooves us all to improve 

the financial management systems 

greatlv throughout Government. 

Thc I 'lanniiig-P r o g r a m m i n g-

Budgeting System has been highly 

pulilici/ed in the Federal service over 

the past 2 years. While it has con

tribute,I much lo nmre effective man

agenient and to more adequate pro

gram .valuation, it is still in most 

agencies more of a promise than a 

reality. 

Theic is slill much to be done to 

relate the budget process to the pro

gram planning process in most agen

cies. There is still inadequate cosl 

data. In most cases the management 

information system is inadequate to 

prodiK c the kind of repoits needed by 

top management. 

Of criiical impoi lam <• is the fact 

that Wi' have loo few people wh,) , an 

applv lhe theory of PPBS to jiradical 

problems faced by administrators in 

getting acceptance in the Congress 

and elsewhere of the results flowing 

from the cosl effeciiveness analvses. 

\\ e believ e that (i AO can contriliute 

to the long-range PPBS objectives 

through improvements in accounting 

^ \ - i . iiis. which will jirodiice needed 

cost data for use in estimating and 

in measuring performance. We want 

to he sure that automatic data proc-

cs-ing techniques are used properly 

in agency accouniing systems and that 

lllese svstems are integrated wilh ihc 

overall information svstem. 

We have joined with the Civil Serv
ice Commission and the Bureau of the 
Budget in developing an interagency 
ADP training program. Inlei IKI Iiv 
within (GAO we plan to provide all of 
our professional accountants and au
ditors with at least some ADP train
ing. Also, we ho[)c to introduce 
more cost effediveness analysis in our 
audit reports and to evaluate agency 
cost effectiveness analysis as a part 
of our audit work. 

Project PRIME in the Depart
ment of Defense 

Some of you, perhaps, are partici
pating in the development and installa
tion of Resource Management Systems 
wilhin thc Department of Defense of 
which .Assistant Secretary Robert N. 
Anthony's project PRIME is a \nul. 
Essentially, Project PRIME seeks to 
revise the programming svslem. the 
budgeting system, and the manage
ment accounting svstem so tbat they 
will be more useful to managers at 
all levels. Its focus is on two ob
jectives: 

• The iiit<'gralion of programming, 
budgeting, and management ac
counting so that the information 
used in these three systems v\ill 
be consistent. 

• fhe development of more intelli
gible information on lhe con
sumption of operating res,)urees 
(as opposed to investinent re
sources) . 

Our Olhce consults almost on a day-

l..-,lav basis with the Department of 

Deh'tise on this project. We bopic 

that this endeavor will gi'l adive sup

port at all levels wilhin lhe Depart

ment of Defense, becaiise we feel that 

il w ill help to fill a serious gap now 



existing in the Deparlmenl s man

agement syslem. 

I\ational .ieronanlivs and Space 

A d m inistration Pro jects 

The Financial Management D i v i 

sion of N A S A has as one of its objec

tives the research and development of 

new lechniiines for | )crforming man

agement functions. A current joint 

project with lhe Management Infor

maiion Svstems Div i-ion is to prov iile 

\ \S A headquarters with a real-time 

accouniing and reporling system. 

Another project of \ A S A s Ki-

ancial Management Division is lhe 

Iraining of scientific, lechnical. en

gineering, and adminisiraiive [tcople 

involved in p ro jed managemeni in 

the uses to be made of financial and 

cosl daia reporled to NASA bv its 

conl radors. 

G.40 Aiuliling and Reporting 

Of equal importance to C A O s re

sponsibility for encouraging and as

sisting the (Govermnent agencies to 

establish adequate accounting and fi

nancial management systems is ils re

sp,.nsil.ilil v for evaluating how the 

aui ncies carry out their acliviiies. 

I n the words of one Mcmlicr of llie 

Congress. GAO must evaluaie f rom 

time to time how ef fc liv elv a|)|)i o|)i i -

alcd funds are npplied by the agencies 

to the purposes legislated by the Con

gress. Accurate, unltiascd. and non-

|)olitical audit reports to the Congress, 

reflecting tbe iiide|)eiideiil judgment 

of GAO on lhe effectiveness, effici

ency, and economy with which pro

grams are carried out wi l l continue to 

1)1' one of our | )r imary missions. We 

are constantiv working to im|)r,)ve 

these rep,.lis |,) make tliiMii mor,- i i - . ' -

ful to lhe C,)ngress ami to the public. 

Preparing and issuing the.se repoi t.s 

is admiltcdiv di l l icul l . At limes we 

are accused of lieing '"the department 

of 20 20 hindsight." We do not 

believe thai this characterization is 

warranted, but I hope that we w i l l al

ways be receptive to constructive crit i-

cisni. 

We ourselves have the respon-i-

hi l i lv of lbe critic. This, in part, is 

what the (a)ngress established us i,) 

be. But we also have a responsibil

ity^—in addition to cr i t ic ism—for ..f. 

fer ing constructive proposals wli.'ie 

our audils show need fo r improved 

service, organization, or procedures, 

or where a change in lbe law mav be 

desirable. 

One of our principal objectives in 

making audil rep,.rts is lo cncouiaue 

better evaluation and better planning 

in the agencies themselves. We be

lieve lhal these reports provide a 

licallhv ,lisi i|)line in this ies|)ccl. I>ut 

,)vei and above these gains we hop' to 

p,)iiil out through our audil rcp)orls— 

;is well as in other way.s—instances 

where adequate and reliable cost data 

have been usi-ful in fostering cosl . ..n-

••.•i,.ii-ne<s ami heller managm.ail. 

In some cases, however, we expe. t to 

submil rc|)orts where we com I ude 

that lhe absence of these data ha- re

sulted in waste or iiicfficicncv. 

Internal Auditing 

Anotlier method for obtainin rf 

fed ive financial management is the 

developing of stioni; internal audit 

machinery in the Federal agencies. 

Too many agencies do not have ade-

,piale audit staffs, or their cb.iild"? 

mav be weak, or there is abseii, <• of 

altentioii bv lo|) inanagement to iheir 

reports. 

Wc have in mind several reports lo 

the Congress over the next few 

monihs which we hope will contribute 

to a gn-ater recognition of the im

portance of inlemal auditing lo ,L',.O,I 

nianagement. 

Last summer we sulniiilled such a 

report lo the Congress sdlino; hnth 

our views as to the adequacy of the 

internal auditing i n Vietnam. More 

recently we sent a report on lhe De

fense Contract Audil .Agency to the 

Congress in whi, h we offered a num

ber of suggestions for improving the 

internal audit ing. 

^ I n all this we have a closely related 

responsibililv lo help) congressional 

committees directly in carrying out 

their evalualion funct ion. And we 

hope to be even more useful in this 

respect by carefully relating our time 

schedules and the subjects of our re

ports with those of the congressional 

commitiees. Many of our reports lo 

the commitiees are quite similar lo 

those wbii b wc make jmbl ic ; in fact, 

some of our reports to the committees 

are made public by tbe committees 

or later by GAO itself. 

GAO audils. al one l ime or another, 

almost every aiqdicalion of appropni-

ated funds you can think of. But of 

particular inlerest are our audit re

sponsibilities in lhe field of negotia

tion and administralion of (Govern

ment contracts. In the.se audits, we 

inquire into whclher or not: 

• Conlracls are made with due 

regard to the "lawfulness and 

justice"' of [mhlic accounts. 

• Prices pan] to lbe conlract,.rs are 

reasonable. 

• Contraciors properiv discharge 

their responsibilities under the 

contracts. 

Adminislrat ive o n t r a d i n g pra,-

lices are effective and ellicient. 

Since June I'^O I lor e\am])le. the 

w,.ik of our auditors here at l l imts-

V il l i - - w i t h , ofconrse, the cooperation 

" f lbe managers of the vari . .n- pr..-

granis—has resulted in changes i n 

t \ pes of contracts, cancellations of un

essential p)rocuremenl item.s, cutbacks 

in cenain types o f test equipment and 

similar im|)iovements. 

I he most imporlanl measure of this 

accomplishment—aside f r o m the dol

lar savings involved—is the better ad

ministralion of progranis that has 

been achieved and which w i l l con

tinue. 

GAO Audit Work in the Depart

ment of Defense 

I n carrying out our audit programs 

we focus on areas of heavy expendi

tures as much as possible. Today 

over 50 percent of our staff is assigned 

to work with the Defense De|)artnient. 

part icularly on .procurement, con

struction, and manpower matters. 

Let me report at this point that we 

have had fine coojieration f rom the 

Department of Defense and f r o m 

iXASA. Secretaries M c N a m a r a . 

\ ance, Mor r i s , and Ignatius—and 

Administrator Webb—are strong sup

porters of GAO. While we may dif

fer in given situations, there is no 

reluctance on their part to seek out the 

facts and lo act accordingly, and thev 

do. 

In this connection, we have recenllv 

reorganized our operaling division in 

Washington responsible for our ac

counting and auditing work in the De

partment of l)efen.«e. This d iv i 

sion—the Defense Division—has 

been organized, ami is now operated. 

!-La 
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. 'xi- l i i iL; in the Department'- iiiaii-

agenieiit system. 

\(ilinn(d .ieronautics and .'^pace 

.Administration Projrrl.s 

The Financial Management D i v i 

sion of .N ASA has as one of its objec

tives the research and development of 

new leclmirpies for performing man

agement functions. A current jo int 

project wi th the Management l i ib)r-

mation Systems Division is lo prov id, ' 

. \ASA headcpiartcrs with a real-tiim-

accounting and reporting system. 

Xm.llier j i rojc, 1 of \ \S \'s b i -

aiieial \lanai;eiiieiil Division is lhe 

Iraining of scientific, technical, eii-

g i iner ing . and adiniii istiative pco|ile 

i i i \ , . lved in | i i . ' i , ' ( l managemeni in 

thc ii.ses to be made of financial and 

,',ist data reporled to NA.SA bv ils 

. ' . .ni l a, t,)rs. 

G.40 .Auditing and Reporting 

Of eipial importance lo ( iAO"- re

sponsibility for encouraging and as

sisting the Government agencies to 

establish adequate accounting and fi

nancial management systems is its re-

-p..n-ibilitv f,)r ev aluali i i i : Imw lh, ' 

agencies carry out their aclivities. 

I l l the words of one Member of the 

( i iMi^i ,—. ( i A O must evaluate f rom 

time to time how effectivelv ap|)ropri-

ated funds are applied by the ageiicie-

to the purposes legislated by the ('on

gress. Accurate, unbiased, and non-

|)olilical audit reports to the Congri'-s. 

le l ledi i ig the independent j i i . l i :meii l 

of (GAO on the effectiveness, effici-

,'11, V. ami i',-ononiy with which pro

grams are carried out wi l l continue to 

be one of our |)i imarv mis-i.nis. We 

an- ,-,.iislanllv woik ing lo imp iMV 

lllese rep,.lis lo make ihcm nioie ii-< -

f u l to the (j.iiLiri'ss anil lo the publi,-. 

Preparing and issuing these reports 

I - I.Imitti 'illv i l i f l icul t . -At time-

are accused of lieing "•the departnn nt 

of 20 20 hindsight."' We do not 

believe that this characterization is 

warranted, but I hope lhal we wi l l al

ways be receptive to coiistruciive cr i l i -

cism. 

Vie ourselves have the rcspon-i-

bil i ty of the critic, ' fh i s . in pari, is 

what the Congress established us to 

be. But we also have a resp<msil.ib 

i t y — i n aihli l ion to c r i l i c i sm—for ..f-

h-riiig con.strudive propo.sals wh. re 

our audits show need for improv. i l 

service, organization, or procedun-s. 

or where a change in the law mav I.e 

ilesiiable. 

One of our principal objeclive- in 

making audit reports is l , i encourage 

better evaluation and betler planning 

in the agencies themselves. We be

lieve that ihese reports provid, a 

liealtliv discipline in this respect. Bul 

over and above these gains we hope to 

|».iiil oul ihroiiuh our audil reporl- -

as well as in other ways instan.es 

where adequate and reliable cost data 

have been useful in fostering cost i ..n-

scioiisness and better managm, nl. 

In .some cases, however, we exped to 

submit reports where we conclude 

thai lhe absence of lliese daia ha- re-

-. i l le , l III waste or inelheiencv. 

Inlemal .inditing 

\nolhi ' r melho<l h)r oblai i i i i ip <•[• 

f ed ive financial management is the 

ilevebiping of strong internal ainlit 

machinery in the Federal agen, ies. 

Too manv agencies do not have a,le-

ipiale audil staffs, or their cliait'-rs 

mav be weak, or there is absence of 

allei i l ioii by top management to their 

reports. 

We have in mind several reports to 

the Congress over the next few-

months which we hope will coii lr ibule 

to a greater recognition of the im

portance of internal auditing to 

inanagement. 

Lasl summer we submitted su< li a 

report to the Congress setting for th 

our views as to the a,l<'.pia< v , i f the 

internal auditing in Vietnam. .More 

recently we s«-nt a report on the De

fense Contraci Audit Agency to the 

Congress in which we offered a num

ber of suggestions for improving the 

internal audit i i i i ! . 

I n all this we have a closely related 

responsibility to help congressional 

committees directly in carrying oul 

///('// evalualion funci ion. .And wc 

hope to be even more useful in this 

respect by carefully relating our time 

schedules and the subjects of our re

ports wi lh those of the congressional 

committees. Alanv of our reports to 

the committees are quite similar to 

those which we make puldic: in fact, 

some of our reports to the committees 

vare made public by the committees 

or later by GAO itself. 

GAO audits, at one time or another, 

almost every applicalion of appropri

ated funds you can think of. Bni , . f 

particular interesl are our audil re

sponsibilities in the field of negotia

tion and adminislration of Govern

ment contracts. In these audits, we 

inquire into whether or not: 

r • Contracts are made wi lh due 

regard lo the ' ' lawfulness and 

justice"" of public accounts. 

Prices paid lo the contractors are 

reasonable. 

Contractors properiv disehaiiie 

their responsibilitii-s nnd,a the 

contracis. 

• Administrative contracting prac

tices are effective and efiicient. 

Since June 1961 for example, the 

w,irk of our auditors here at l lmi ls -

\ ilie w i l h . of eoui se. the eoo|ieralion 

' ) ! the managers of the various pro-

-•rams has rcsiilled in changes i n 

types of contracts, cancellations of un-

e>^en|ial pi , . , ureiiienl ilems. cutbacks 

in certain ty|>es of test equipment and 

similar impr,.v . n i - ' i i l - . 

The most imp..riant measure of this 

accomplishmenl—aside f rom the dol

lar savings involved—is the better ad

ministration of jirograms that has 

been achieved and which w i l l con

tinue. 

GAO Audit If ork in the Depart

ment of Defense 

In carrv i n - oul ,iur audit progranis 

we focus on areas of heavy expendi

tures as much as possible. Today 

over 50 percent of our staff is assigned 

lo work with the Defense Department, 

particularly on .procurement, con

struction, and manpower matters. 

Let me report at this point thai we 

have had fine cooperation f rom the 

Department o f Defense and f rom 

N A S A . Secretaries M c .N a m a r a , 

Vance, Morr fs . ami I,i; nai i n s - a n d 

Adminisirai, .r W ebb are ^irong sup

porters of GAO. While we may d i f 

fer i n given situations, there is no 

reluctance on their part t,. -,'ek ,.ut the 

facts and to act accordinglv. and they 

do. 

In this connection, we have recently 

reorganized our operating division in 

Washington responsible for our ac

counting and audit im: work in the De

partment of Defense. This d iv i 

sion—the Defense I )iv ision—has 

lic- ii ,.rgani/e,l. ami is now o|),'rat,',l. 



along the functional lines of thc De
partment of Defense. We now have 
operaling groups responsible for audit 
work in seven functional areas—facil
ities and construction, management 
control syslems, procurement, man
power, research and development, sup-
j)ly management, and support services. 

Our Defense Division recently com
pleted a review of the implemenlaiion 
of Public Law 87-653—the "Truth-
in-Negotiations" Act of 1962. This 
law was passed largely as a result of 
a series of GAO reports showing how 
costs to the Government were in
creased substantially because con
traciors did not furnish, and the 
Govermnent did not demand, adequate 
cost or pricing data for contracts 
awarded without competitive bids. 

We made a sample review of 242 
contracts negotiated since the law was 
passed. In the large majority of these 
contracts we found that verifiable cost 
and pricing data still were not identi
fied adequately, notwithstanding the 
new law. Department of Defense of
ficials and prime coniractors had no 
record identifying the cost or pricing 
data submitted and certified to by the 
prime contractors and subcontractors 
in most of these cases to support sig
nificant cost estimates. 

A similar broad examination of a 
large number of supply and con
struction contracts negotiated in Eu
rope and the Far East showed essen
tially the same conditions. Insufficient 
cost and pricing data prevailed in the 
award of these contracis. 

Let me mention other examples of 

the broader, across-the-board lype of 

evaluation that we are making. We 

are surveying the extent to which 

facilities—such as buildings, furni

ture, or equipment—used by Defer„ 
Department contraciors engaged pr 
marily on negotialed contracts 
being leased rather lhan purchas 
We want to know whether Govei 
ment cosls are increased a|)j)recial 
as a result of these praciices. 
we want to know lo what extent the, 
lea.̂ ed facilities are used in the operd 
tions of the contraciors. 

We are making a survey of pJ 
curement practices of the Defense 
parlment and the military service 
W e want to know and compare the 
grees of competition sought in 
award of procurement contracts 
the military services, the appropriat 
ness of the types of contracts awardt 
by each, the controls each service r j 
tains over approval of subcontrac 
and contract changes, and simils 
types of comparative information. 

Wc also have undertaken a defens. 
wide review of (lovernment-owned fa 
cilities and equipnient in possessi( 
of contractors. 

GAO Audit Work on Civil 
Agency Programs 

My remarks so far have been di-̂  
reeled largely toward GAO aclivi| 
ties in the defense and space areas 
Let me turn now briefly toward the 
areas of health, education, welfare 
and urban development. 

The commitments made by the Con
gress for new prograras in all these! 
areas are very large indeed and out] 
auditors are heavily engaged in spe-. 
cific reviews of raany types of new 
undertakings. Here, also, we plan to 
step up our efforts on exlensiveJ 
across-the-board types of audit re
view. 

Because these programs involve so: 
many agencies and organizations out

side llie Federal Covernment, General 
Accounting Office audils are being 
carried to an increasing extent be
yond the activities of the responsible 
Federal agencies into State and local 
agem ies using Federal funds. 

^eed for hnproved Communica
tion in Intergovernmental Pro
grams 

The increasing responsibilities asso
ciate! with our social programs have 
led many prominent officials to the 
conclusion that a greater dialogue 
am,.111' Federal, State, and local ad
ministrators is sorely needed. Du
plication of effort, groups working at 
cross-purpose, and general ineffi
ciency is the concern of many leaders. 

Lack of technical competence and 
administrative abilily which often 
identifies itself with '"patronage" ap
point ments contributes to this di-
lenima. Thus, Federal programs do 
not always achieve the intended 
goals—they frequently show lack of 
coordinated effort to the poinl of near 
failure. 

There is also thc question of 
greater Slate and local voice in the 
planning of Federal grants and na
tional programs. Certainly litlle sup
port can be mustered for those pro
grams con.sidered by local authorities 
to IM- of low priority compared with 
other progranis they regard to be of 
high priorily. Conflicts between Fed
eral and local planning show the need 
for greater coordination in the pro
gramming and planning stages. 

This was the force of the President's 
memorandum to heads of certain Fed
eral agencies last November. He 
directed Federal administrators to 
take steps to afford representatives of 

State and local governments the op
portunity to advise and consult in the 
development and execution of Federal 
progranis directly affecting the con
duct of State and local affairs "to the 
fullest practical extent." 

The President recently has rec
ommended legislation to broaden 
educational and training opportuni
ties for .students planning careers in 
the public service and for public em
ployees who desire to improve their 
skills. The President wants provision 
made for financial and technical as
sistance to strengthen Slate and local 
personnel nianagement and to permit 
mlerchange of personnel between the 
Federal Government and Stale and 
local governments. 

Legislative proposals toward these 
goals are now before the Congress but 
it may be some time bob.re the Con
gress will enact some forra of legisla
tion. Meanwhile, I believe that there 
is rauch that can be done to improve 
intergovernmental relationships with
out V iolating basic principles held dear 
by V arioiis segments of our society. 

A-<.., iali,.n> .such as the American 
Society for Public Administration, the 
Federal Govemment Accountants As
sociation, and others can hold regional 
conferences, with workshops where 
Federal, Stale, and local administra
tors, accountants, and educators can 
confront one another in professional 
discussions. 

The.se forums present an excellent 

opportunity to break down barriers of 

misunderstanding. Discussions can 

provide solutions to the raost perplex-

inproblera. 

In these sessions, Federal Govern

ment administrators could work with 

Stale and local executives to improve 
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along the functional lines of the De
partment of Defense. We now have 
operating groups responsible for audit 
work in seven functional areas—facil
ities and construction, management 
control syslems, procurement, man
power, research and development, suji-
ply managemeni, and support services. 

Our Defense Division recently com
pleted a review of the implementation 
of Public Law 87-653—the "Truth-
in-Negotiations" Act of 1962. This 
law was passed largely as a result of 
a scries of GAO reports showing how 
costs lo the Govemment were in
creased subslanlially because con
tractors did not furnish, and the 
Government did not demand, adequate 
cost or pricing data for contracts 
awarded without competitive bids. 

We made a sample review of 242 
contracis negotiated since the law was 
passed. I n the large majority of these 
conlracls we found that verifiable cost 
and pricing data slill were not identi
fied adequately, notwithstanding the 
new law. Department of Defense of
ficials and prime contractors had no 
record identifying the cost or pricing 
data subinitted and certified to by the 
prime contractors and subcontractors 
in raost of these cases lo supporl sig
nificant cost estimates. 

A similar broad examination of a 
large number of supply and con
struction conlracls negotiated in Eu
rope and the Far East showed essen
tially the same conditions. Insufficient 
cost and pricing data prevailed in the 
award of these contracts. 

Let me mention other examples of 

the broader, across-the-board type of 

evaluation that we are making. We 

are surveying the extent to which 

facilities—such as buildings, furni

ture, or equipment—used by Defer 
Department contractors engaged pi 
marily on negotiated contracts 
being leased rather than purchas 
We want to know whether Cover 
ment costs are increased ajjprecii 
as a result of these practices, 
we want lo know to what extent the 
leased facilities are u.sed in the opera 
tions of the contractors. 

We are making a survey of p ^ 
curement practices of the Defense 
parlment and tbe military servic 
We want lo know and compare the 
grees of coinpetition sought in 
award of procurement contracts bj 
the military services, the appro])riat 
ness of the types of contracts awarde 
by each, the controls each serv ice 
tains over approval of subcontrac 
and contract changes, and si mils 
l \ |)es of comparative information. 

We also have undertaken a defens 
wide review of Government-owned fa 
cilities and equipment in possessit 
of contraciors. 

GAO Audit Work on Civil 
Agency Progranis 

My remarks so far have been 
reeled largely toward GAO acli> 
ties in the defense and space arej 
Let me turn now briefly toward 
areas of health, education, welfare 
and urban developraent. 

The commitments made by the Col 
gress for new prograras in all thea 
areas are very large indeed and oi 
auditors are heavily engaged in sj 
cific reviews of raany types of n< 
undertakings. Here, also, we plan 
step up our efforts on extensive 
across-the-board types of audit 
view. 

Because these prograins involve 
many agencies and organizations out 

side llic Federal Government, General 
Accounting Office audits are being 
carricl to an increasing extent be
yond lhe aclivities of the responsible 
Federal agencies into State and local 
agen, ies using Federal funds. 

Need for Improved Communica
tion in Intergovernmental Pro
grams 

The increasing responsibilities asso
ciate 1 with our social programs have 
led many prominent officials lo the 
conclusion that a greater dialogue 
among Federal, Slate, and local ad
min isi rators is sorely needed. Du
plication of effort, groups working at 
cross-purpose, and general ineffi
cient y is the concern of raany leaders. 

Lack of technical competence and 
administrative ability which often 
identifies ilself with "patronage" ap
point ments contributes lo this di
lemma. Thus, Federal programs do 
not alwavs achieve the iniended 
goals—they frequently show lack of 
coordinated effort lo the point of near 
failure. 

There is also the question of 
greater State and local voice in the 
planning of Federal grants and na
tional progranis. Certainly litlle sup
port can be mustered for those pro
grams considered by local authorities 
to be of low priorily compared with 
other programs ihey regard lo be of 
Jiigh priority. Conflicts between Fed
eral and local planning show the need 
for i.ireater coordination in thc pro
gramming and planning stages. 

This was the force of the Presidenl's 
memorandum to heads of certain Fed
eral agencies last November. He 
diic'ied Federal administrators to 
lake steps to afford representatives of 

State and local governments the op
portunity to advise and consult in the 
development and execution of Federal 
progranis directly alb , ling the con
duct of State and local affairs "to the 
fullest practical extent." 

The President recently has rec
ommended legislation lo broaden 
educational and training opportuni
ties for students jilanning careers in 
Ihe public service and for public em
ployees who desire to improve their 
skills. The President wants provision 
made for financial and technical as
sistance to strengthen State and local 
personnel managenient and to permit 
interchange of personnel between the 
Federal Govemment and Stale and 
local governments. 

l.,,-i-laiive ])roposals toward these 
goals are now before the Congress but 
it may be some time before the Con-
- ress will enact sorae form of legisla
tion. Meanwhile. I believe that there 
is much that can be done to improve 
inlergovemmental relationshipis w iih-
out violating basic principles held dear 
by various segments of our socid v. 

Associalions such as lbe American 
Society for Public Admini.stralion, the 
Federal Government Accountants As
sociation, and others can hold regional 
conferences, with workshops where 
Federal, Slate, and local administra
tors, accountants, and educators can 
confront one another in professional 
di.scussions. 

These forums present an excellent 

opportunity to break down barriers of 

misunderstanding. Discussions can 

provide solutions to the raost perplex

ing problera. 

In Ihese sessions. Federal Govern

ment administrators could work with 

Slate and local executives to improve 
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budgeting and inanagement. Our 

Federal administrators might learn 

<-vii m,.r,' than State and local ad-

niiiiistralors. There is no heller way 

to allay apprehensions lhan lo I d all 

sides be heard. 

How w i l l the General Accouniing 

Ofiice fit inlo these new patterns of 

interrelation? We w i l l carry out the 

responsibilities given to us by the Co3 

uiess. Bill I would like to empliasizj 

that we w i l l make every elb)rt to dJ 

so wi th in the spirit (.f the President's) 

d i d n m when he said lasl \ovcmber3 

"Thc basis of creative federalism • 

cooperation." 

What is the Role of the Internal Auditor? 

By llassell B. BeU 

Slrong internal audil syslems ure es.senlial parts of good 
luaiiagenu'iil systems and their effecti\«'iie>.- is of direcl 
concern in the day-to-day work of GAO accountants and 
auditors. This article is hased on a speech given hy the 
author at the first symposium of lhe Ouad-Cilies Chapter 
of lhe Federal Government .Vccountaiil- \--o(i;ili»ui, 
(^uad Cities. October 8, 1966. 

About 25 years ago, Victor Z. Brink, 

Robert B. Milne, and John B. 

Thurston met wi th a number of in

ternal auditors to (leleriiiine whether 

there was a field for a new organiza

tion ib'volctj exclusively to the devel-

01)111, 111 of iniernai auditing. The 

formal incorporation of the Institute 

of Internal Auditors followed, and the 

problem of defining the proper scope 

of internal audit work began. 

An Emerging Controversy 

AI that lime, there appears to have 

been a considerable difference of opin

ion as lo whclher internal auditors 

should conduci ' ' f inancial audils or 

"operational audits.'" Neither le im 

was defined j)iccisely, and the result 

of the controversy was a compromise. 

In the ensuing years, thc controvei-v 

as lo the proper scope of internal 

audits has received a va.sl amount of 

attention. Various organizations and 

authorities have taken positive posi

tions pro and eon. The consensus 

of these positions tends more and 

more lo broaden the area of inteiest 

of the internal auditor, bu l lo my 

knowledge the matter is not settled. 

Perhaps it cannot be settled. In any 

event, in tlu' past 25 years the funct ion 

of internal audit has become firmly 

established, and. since 1950, the need 
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