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'11 you today. When John Lawlor i n v i t e d  me t o  a t t e n d  your meet- 
c 

- i  

i n g ,  he suggested t h a t  you would be i n t e r e s t e d  i n  t h e  view 

from GAO. We seem t o  be involved i n  s o  many a s p e c t s  o f  Gov- 

ernment ope ra t ions  t h e s e  days,  no t  t h e  l e a s t  of which i s  t h e  
c 

vigorous d i scuss ion  o i v e - l e g i s l a t i v e  branch P O  

r e l a t i o n s h  t h a t  i t  i s - n e c e s s a r y  t o  be  a b i t  s e l e c t i v e  on 
- 

/ 

\ 

what t o  d i scuss  w i t h  you. I w i l l  a t t empt ,  however, t o  touch 

on s u b j e c t s  i n  which I 'am s u r e  t h a t  we have a community o f  

i n t e r e s t .  

We i n  t h e  General Accounting Off ice  have enjoyed a long 

and c o n s t r u c t i v e  r e l a t i o n s h i p  w i t h  your o rgan iza t ion  and I 

know t h a t  w e  have b e n e f i t t e d  many t i m e s  f o r  t h e  counsel  of  

your o f f i c e r s ,  committees, and many of your members. 

The r e c e n t  formation of your new committee on the -  General 

Accounting Of f i ce ,  cha i red  by Walter Oliphant ,  i s  a welcome 

development. We b e l i e v e  t h a t  i t  w i l l  p rovide  an even more 
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sys t ema t i c  means of exchanging i d e a s  on ma t t e r s  of mutual 

concern.  We l o o k  forward t o  meeting w i t h  t h i s  committee from 

time t o  time. 

Since we a r e  bo th  d i r e c t l y  concerned w i t h  account ing  

and a u d i t i n g  func t ions  i n  our  s o c i e t y ,  w e  have many p o i n t s  

of common and mutual i n t e r e s t .  Our p r o f e s s i o n a l  s t a f f  of 

3 , 2 5 0  i nc ludes  2,450 members whose major f i e l d  of s tudy  was 

account ing,  4We have over 500 c e r t i f i e d  p u b l i c  accountants  

on o u r  s t a f f  and 335 of t h e s e  are members of your I n s t i t u t e .  

I am g lad  t o  no te  t h a t  s e v e r a l  members o f  our top s t a f f  a r e  

a c t i v e  members o f  I n s t i t u t e  committees. 

Our r e l a t i o n s h i p  wi th  your Washington o f f i c e  under 

Lyman Bryan over a long pe r iod  o f  yea r s  has been, I b e l i e v e ,  

mutual ly  b e n e f i c i a l .  Mope r e c e n t l y ,  w e  have followedr with 

g r e a t  i n t e r e s t  your e f f o r t s ,  l e d  by Lee Layton and Wallace 

Olson, t o  s t r eng then  and expand t h e  a c t i v i t i e s  of your Wash- 

ing ton  o f f i c e ,  now headed by G i l b e r t  Simonet t i .  

'The va;t and widerranging a c t i v i t i e s  o f  our Federa l  

Government r e q u i r e  t h e  bes t  of management t a l e n t s  i f  t hey  

a r e  t o  be conducted e f f e c t i v e l y  as w e l l  a s . e f f i c i e n t l y  and 

economically. The advice and counsel  o f  p r o f e s s i o n a l  ac- 

coun tan t s ,  represented  s o  e f f e c t i v e l y  i n  your o rgan iza t ion ,  

can be of  tremendous va lue  t o  th i s .  end. I t  i s  i n  the  
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n a t i o n a l  i n t e r e s t  t h a t  t h i s  advice and counsel  be r e a d i l y  

a v a i l a b l e  t o  Government o f f i c i a l s  i n  both  t h e  executi.ve and 

L e g i s l a t i v e  branches. 

The General Accounting Off-ice i s  d i r e c t l y  involved i n  

many e f f o r t s  t h e s e  days t o  he lp  s t r e n g t h e n  and improve t h e  

q u a l i t y  of performance of  Government programs. The Congress 

appears  determined t h i s  y e a r  t o  f i n d  t h e  ways and means t o .  

imprqve i t s  c o n t r o l  over our growing n a t i o n a l  budget and 

cont inuing  heavy d e f i c i t s .  

I t s  concei-n w i t h  t h e  P r e s i d e n t ' s  impoundment of funds 

has s t i r r e d  up several .  p roposa ls  f o r  s t r e n g t h e n i n g  t h e  hand 

o f  t h e  Congress i n  t h i s  complex a r e a  of  e x e c u t i v e - l e g i s l a t i v e  

branch re la t ionship ; .  Of d i r e c t  i n t e r e s t  t o  us i s  t h e  f a c t  

t h a t  almost every proposa l  made t o  s t r eng then .  congress iona l  
,5 ~ . . 

opera t ions  looks t o  thesGAO f o r  a s s i s t a n c e  and c a l l s  f o r  as -  

s ign ing  more r e s p o n s i b i l i t y  t o  our , o f f i c e  t o  provide  i t .  

J u s t  l a s t  w,eek I t e s t i f i e d  before  t h e  Senate  Government 

Operat ions Committee on l e g i s l a t i o n  designed to enable  t h e  
.+- - 

Congress t o  e x e r c i s e  b e t t e r  c o n t r o l  over t h e  Federa l  budget,  

inc luding  ways i n  which t h e  GAO could b e  of g r e a t e r  help.  

AUDITING RESULTS OF GOVERNMENT PROGRAMS 

In  r ecen t  y e a r s ,  t h e  General Accounting O f f i c e ,  which 

has had an extremely broad c h a r t e r  o.f a u d i t  a u t h o r i t y - a n d  
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r e s p o n s i b i l i t y  s i n c e  i t s  c r e a t i o n  over 50 yea r s  ago, has  

devoted more and more of i t s  e f f o r t s  t o  e v a l u a t i n g  t h e  r e -  

s u l t s - - t h e  c o s t s  and b e n e f i t s - - o f  Government programs. This  

expansion of t h e  a r t  of a u d i t i n g  has been based i n  l a r g e  p a r t  

on t h e  d i r e c t  i n t e r e s t  of t h e  Congress--and t.0 some degree 

the  p u b l i c - - i n  w h a t . i s  being accomplished through Federal  

programs. 
' 4  

The L e g i s l a t i v e  Reorganizat ion A c t  of 1 9 7 0  included 

s p e c i f i c  p rov i s ion  f o r  performing these  kinds o f  a u d i t s .  

Although t h a t  l a w  d i d  n o t  add t o  our a u t h o r i t y ,  it d i d  em- 

phas ize  t h e  wishes and needs o f  t h e  Congress f o r  such ex- 

panded a u d i t i n g  of program- e f f e c t i v e n e s s .  

Today about 30 pe rcen t  of our  p r o f e s s i o n a l  s t a f f  e f f o r t  

goes  i n t o  t h i s  kind of work. 

Evalua t ion  of Government program r e s u l t s  i s  an a r t  

about which a l l  of us  have much t o  l e a r n .  There are 'many 

d i f f i c u l t i e g  i n  making such assessments p a r t i c u l a r l y  i n  t h e  

soc ia l  a c t i o n  a reas .  However, we a r e  making progress  and 

i n  t h e  process  w e  a r e  l e a r n i n g  more and more how t o  make 

these  eva lua t ions  more u s e f u l .  Severa l  f a c t o r s  a r e  involved 

i n  improving our performance and c a p a b i l i t y .  
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1. We are learning much by doing--through experience. 

2 .  We have been 'building an interdisciplinary staff of 

engineers, economists, mathematicians, and other 

disciplines, as well as- accountants. 

3 .  We.are making extensive use of expert consultants in 

various fields and by contracting work out to a lim- 

ited degree. . -  

4 .  We are conducting advanced training programs and 

holding special seminars on program evaluation in 

specific areas. 

5 .  Increasingly, we are taking advantage of analytical 

and evaluation work of other Government agencies and 

non-government organizations such as the Urban In- 

stitute and the Brookings Institution. 
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A U D I T I N G  STANDAkDS 

This  l eads  me t o - t h e  s u b j e c t  o f  a u d i t i n g  s t anda rds .  As 

many of  you know, l a s t  summer, we publ i shed  a new code o f  

a u d i t  s t anda rds  under t h e  r a t h e r  imposing Z i t l e  "Standards 

f o r  Audit o f  Governmental Organiza t ions ,  Programs, Act iv i -  

t i e s  6 Functions." 

Many members of t h e  p u b l i c  account ing p ro fes s ion  have 
4 

asked why we considered it  necessary  t o  p u b l i s h  a u d i t i n g  

s t anda rds  when t h e  American I n s t i t u t e  of  CPAs has  had widely 

accepted a u d i t i n g  s tandards  f o r  many yea r s  and has a commit- 

t e e  c o n t i n u a l l y  a t  work on t h i s  s u b j e c t .  

Let me a s su re  you t h a t  w e  i n  GAO a r e  we l l  aware of  your 

s t anda rds  and your & d i t  Standards Executive Committee and 

i t s  work. In  f a c t ,  Donald Scant lebury,  d i r e c t o r  o f  t he  

d i v i s i o n  which has r e s p o n s i b i l i t y  f o r  development o f  t hese  

s t a n d a r d s ,  i s  a member of t h a t  committee. However, , f o r  a 

number o f  rFasons we have found t h a t  t h e  I n s t i t u t e ' s  s t and-  

a rds  do not  provide f o r  a u d i t i n g  of  t h e  scope w e  f i n d  neces- 

s a r y  today f o r  government ope ra t ions .  

I n s o f a r  a s  a u d i t s  of f i n a n c i a l  s ta tements  a r e  concerned, 

t h e  I n s t i t u t e  s tandards  a r e  q u i t e  s a t i s f a c t o r y  and we in t end  

t h a t  our own s tandards  f o r  such a u d i t s  be c o n s i s t e n t  w i th  
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them. However, t h i s  i s  only one o f  s e v e r a l  o b j e c t i v e s  of 

a u d i t i n g  t h a t  need t o  be considered i n  performing govern- 

mental a u d i t s .  

In bus iness ,  p r o f i t  i s  t h e  commonly recognized s t anda rd  

o f  accomplishment. Hence, f i n a n c i a l  r e s u l t s  o f  ope ra t ion  

a r e  o f t e n  considered reasonable  demonstrations o f  e f f e c t i v e -  

ness .  Governments, on the  o t h e r  hand, have almost no con- 

cern  wi th  prof i t -making.  Thei r  o b j e c t i v e s  a r e  v a r i e d ,  but 

g e n e r a l l y  they d e a l  wi th  promoting the  s a f e t y ,  h e a l t h ,  and 

wel fare  o f  t h e i r  c i t i z e n s .  Accordingly,  measures o f  t h e  

e f f e c t i v e n e s s  o f  government a c t i v i t i e s  must focus on what 

t h e  programs a r e  intended t o  achieve and what they a c t u a l l y  

achieve.  

Moreover, s i n c e  such programs a r e  f inanced  wi th  t ax -  

p a y e r ' s  funds,  t he re  i s  an accompanying need t o  know whether 

funds a r e  p rope r ly  safeguarded f rom l o s s ,  whether laws and 

r e g u l a t i o n s  t o  govern t h e  funds a r e  fol lowed,  and whether 

t hose  who spend t h e  funds duly cons ider  e f f i c i e n c y  and 

economy i n  ca r ry ing  out t h e i r  work. Responsible government 

o f f i c i a l s  must be held accountable i n  a l l  of t h e s e  a r e a s .  

Our a u d i t i n g  s tandards  t h e r e f o r e  provide f o r  a u d i t s  o f  

a b r o a d  scope. For convenience, we desc r ibe  t h e  d e s i r e d  

scope o f  a u d i t  work i n  t h r e e  c a t e g o r i e s :  (11) a u d i t s  o f  
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f i n a n c i a l  opera t ions  and compliance wi th  laws and 

r e g u l a t i o n s ,  ( 2 )  reviews of e fEic iency  and economy, and 

( 3 )  eva lua t ions  of  program r e s u l t s .  

Let m e  d e s c r i b e  each of t hese  c a t e g o r i e s  b r i e f l y .  

Audits  o f  f i n a n c i a l  ope ra t ions  and 
compliance wi th  laws and r e g u l a t i o n s  

This  ca tegory  . includes an examination o f  f i n a n c i a l  

t r a n s a c t i o n s  and of a d m i n i s t r a t i v e  procedures t o  s e e  whether 

a p p r o p r i a t e  checks and balances e x i s t  t o  sa feguard  r e sources .  
- z  

I t  r e q u i r e s  t h e  a u d i t o r  t o  determine whether funds were 

c o l l e c t e d  o r  spent  i n  accordance with the  laws and regula-  

t i o n s  governing t h e i r  c o l l e c t i o n  and expendi ture .  I t  a l s o  

inc ludes  a l l  t h e  work,  with which you a r e  m o s t  f a m i l i a r ,  

necessa ry  t o  support an - aud i to r ' s  opinion on f i n a n c i a l  

s t a t emen t s  o f  t h e  aud i t ed  organiza t ion .  

A s  an example of checking compliance wi th  s t a t u t o r y  

requirements ,  I can c i t e  our experi-ence i n  a u d i t i n g , g r a n t e e  

performance under T i t l e  I o f  t h e  Elementary and Secondary 

Education A c t  o f  1965  which au tho r i zes  f i n a n c i a l  a s s i s t a n c e  

'4 

t o  meet educa t iona l  needs o f  educa t iona l ly  deprived c h i l d r e n  

f rom low-income f a m i l i e s .  One o f  our f ind ings  was t h a t  

l o c a l  educa t ion  agencies  were n o t  adequately c o n t r o l l i n g  t h e  

use of m i l l i o n s  o f  d o l l a r s  worth o f  equipment purchased wi th  
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T i t l e  I funds.  As  a r e s u l t ,  equiprrrent was not  being used 

t o  c a r r y  out t he  purposes o f  t h e  Federal  g ran t s  bu t  i n s t e a d  

was being made a v a i l a b l e  f o r  genera l  educa t iona l  use  r a t h e r  

than - f o r  educat ing deprived ch i ld ren .  

With such s u b s t a n t i a l  amounts o f  Federal: funds going 

i n t o  l o c a l  a c t i v i t i e s ,  I b e l i e v e  i t  reasonable  t o  expect 

t h a t  p u b l i c  accounting firms w i l l  become i n c r e a s i n g l y  i n -  

volved i n  au&ts o f  t he  f i n a n c i a l  a c t i v i t i e s  o f  Federal: 

g ran tees  e 

Eff i c i ency  and economy 

The second ca tegory  involves  t h e  a u d i t o r  i n  cons ider ing  

t h e  e f f i c i e n c y  and economy with which opera t ions  a r e  con- 

ducted.  Bas i ca l ly ,  i t  i m o l v e s  i n q u i r i n g  i n t o  whether t h e  

o rgan iza t ion  being audi ted  i s  e f f e c t i v e l y  conserving i-ts 

resources  and keeping expendi tures  t o  a minimum while  camy-  

i n g  ou t  i t s  ope ra t ions .  

Types o f  uneconomical p r a c t i c e s  the  a u d i t o r  needs t o  

cons ider  include such th ings  as: ‘(1) -procedures t h a t  a r e  
u 

more c o s t l y  than necessary,  ( 2 )  d u p l i c a t i o n  o f  e f f o r t ,  

( 3 )  work t h a t  s e rves  l i t t l e  o r  no purpose, (4) o v e r s t a f f i n g ,  

( 5 )  f a u l t y  procurement, personnel ,  and inventory  c o n t r o l s ,  

( 6 )  i n e f f i c i e n t  o r  uneconomical u se  o f  equipment, and 

( 7 )  wastefu l  use o f  resources .  
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An example- o f  t h i s  type o f  a u d i t  i n q u i r y  involves  t h e  

ques t ion  o f  whether computer equipment should be l e a s e d  o r  

purchased. GAO has r epor t ed  many times on t h i s  s u b j e c t .  We 

have s t r e s s e d  t h e  need f o r  Government agencies  t o  cons ide r  

t h e  f i n a n c i a l  advantages o f  Government ownesship o f  computer 

equipment a-s c o n t r a s t e d  wi th  paying r e n t a l  charged over long 

pe r iods  of cont inued use  o f  t h i s  c o s t l y  equipment. The ex.- 

e c u t i v e  brarkh  and t h e  Congress supported our f i n d i n g s  and 

i n d i v i d u a l  Federal  agencies  began purchasing s i g n i f i c a n t  

amounts of  t h e i r  computer equipment requirements .  A t  t h e  

t ime w e  i s sued  our f i r s t  r e p o r t  on t h i s  m a t t e r ,  t he  Govern- 

ment owned about 16 pe rcen t  o f  i t s  i n s t a l l e d  computer equip-  

ment, but as a r e s u l t  o f  the  a c t i o n s  taken by t h e  Congress 

and t h e  execut ive  branch, t he  Government now owns o v e r <  

7 0  percent  o f  i t s  i n s t a l l e d  computers. Congressman Jack-  

Brooks,  Chairman o f  t he  House Government Operat ions Subcom- 

m i t t e e  on Government A c t i v i t i e s ,  has es t imated  t h a t  t h e  

Government has  saved over $1 bill*-on b y  purchasing r a t h e r  

t han  l e a s i n g  computer equipment. 
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Audits  o f  program r e s u l t s  

The t h i r d - - a n d  most cha l l eng ing- -aud i t  a r e a  i s  t h e  

a u d i t  of program r e s u l t s .  I n  s imple  terms, such  a u d i t s  i n -  

q u i r e  i n t o  whether programs o r  a c t i v i t i e s  meet e s t ab l i shed  

o b j e c t i v e s .  

When eva lua t ions  of  program e f f e c t i v e n e s s  have been 

made by a government agency, t h e  a u d i t o r  should cons ide r  t h e  

r e l evance -and  v a l i d i t y  of  t h e  c r i t e r i a  used, t h e  appropr i a t e -  
4 

ness  o f  t h e  methods followed, t h e  accuracy o f  t h e  d a t a  

accumulated, and t h e  r e l i a b i l i t y  o f  t h e  r e s u l t s  ob ta ined .  

When such  eva lua t ions  have no t  been made, t h e  a u d i t o r  

must be prepared t o  make h i s  own and: (1) i d e n t i f y  t h e  ob- 

j e c t i v e s  and performance c r i t e r i a  on t h e  b a s i s  o f  a v a i l a b l e  
c 

au thor i t a ’ t i ve  suppor t ,  (2) accumulate a p p r o p r i a t e  d a t a  on 

resources  used and accomplishments, (3)  analyze  and eva lua te  

such d a t a ,  i n  r e l a t i o n  t o  o b j e c t i v e s ,  (4) reach  conclus ions ,  

and (5 )  recommend improvement a c t i o n s ,  where appropr i a t e .  

+I can Ci te  a lmost ’count less  qxamples o f  a u d i t s  o f  t h i s  

type  t h a t  w e  i n  t h e  GAO have made and r epor t ed  on i n  r e c e n t  

years .  A f e w  examples should b e  s u f f i c i e n t  h e r e  t o  i l l u s -  
, 

t r a t e  the n a t u r e  and v a r i e t y  o f  such work. 

11 



1. Last yea r  w e  provided r e p o r t s  t o  t h e  Congress on 

our  eva lua t ions  of  t h e  housing and educa t ion  programs 

f o r  t h e  American Indian .  

2 .  Three months ago we r epor t ed  t o  t h e  Congress on t h e  

impact o f  programs of t h e  Departments of  A g r i c u l t u r e ;  

Heal th ,  Education, and Welfare; Labor; and t h e  

Office of  Economic Opportunity t o  improve t h e  l i v i n g  

cond i t ions  of migrant  and o t h e r  seasonal  farmworkers. 

3 .  I n  March of t h i s  y e a r ,  w e  r epor t ed  on our  review o f  

t h e  ope ra t ions  of t h e  Food and Drug Adminis t ra t ion  

i n  c a r r y i n g  o u t  i t s  r e s p o n s i b i l i t i e s  t o  i n s u r e  t h a t  

p o t e n t i a l l y  harmful s h e l l f i s h  do n o t  r each  t h e  

American consumer and t h a t  imported s h e l l f i s h  meet 

U.S. domestic s t anda rds .  

4 .  Within t h e  p a s t  month, w e  r e p o r t e d  t o  t h e  Congress 

on such  s u b j e c t s  as: 

--Environmental P r o t e c t i o n  Agency requirements  t o  

remove hazardous p e s t i c i d e s  from t h e  channels  o f  

t r a d e .  

--The program of  t h e  Nat iona l  Highway T r a f f i c  S a f e t y  

Adminis t ra t ion  to i n su re  compliance w i t h  Federa l  

s a f e t y  s t anda rds  f o r  motor v e h i c l e s .  
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- -Continuing l o s s e s  i n c u r r e d  by t h e  Fede ra l  

Government on t h e  peanut  p r i c e  s u p p o r t  program. 

The Congress i t s e l f  sometimes d i r e c t s  u s  t o  make 

s p e c i f i c  s t u d i e s .  A good r e c e n t  example i s  o u r  comprehen- 

s i v e  s tudy  of  h e a l t h  f a c i l i t i e s  c o n s t r u c t i o n  c o s t s .  This  

s tudy  was d i r e c t e d  by t h e  Comprehensive Hea l th  Manpower 

Tra in ing  A c t  o f  1 9 7 1 .  The completed r e p o r t  of over  800  

pages was submi t ted  t o  t h e  Congress i n  November 1972. I t  i s  

concerned i n  g r e a t  depth w i t h  t h e  o b j e c t i v e  o f  reducing t h e  

high c o s t  o f  c o n s t r u c t i n g  h e a l t h  f a c i l i t i e s  and a l s o  i d e n t i -  

f y i n g  and e v a l u a t i n g  ways f o r  reducing t h e  demand f o r  such 

f a c i l i t i e s .  

Follow-on Work 

We b e l i e v e  t h a l  our  s t a t e m e n t  of  aud i  , ing s t a n d a r d s  

w i l l  do much t o  h e l p  improve t h e  q u a l i t y  of a u d i t i n g  o f  

governmental a c t i v i t i e s .  But pub l i sh ing  such a s t a t e m e n t  i s  

only a p a r t  o f  t h e  job - -ga in ing  acceptance of  t h e s e  s t a n d a r d s  

and o b t a i n i n g  exper ience  i n  a u d i t s  of  t h e  scope contemplated 

is  a much more d i f f i c u l t  j o b  and one t h a t  w i l l  r e q u i r e  

vigorous and concen t r a t ed  a t t e n t i o n  f o r  a long time t o  come. 

Many members of your  o r g a n i z a t i o n  have expressed 

i n t e r e s t  i n  our  s t a t emen t ,  as have many o t h e r  o r g a n i z a t i o n s  
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and i n d i v i d u a l s .  So f a r  about  5 5 , 0 0 0  cop ie s  have been 

p r i n t e d  and d i s t r i b u t e d .  

I would l i k e  t o  p o i n t  o u t ,  t oo ,  t h a t  i n  developing our  

s t a t emen t ,  w e  were a s s i s t e d  by Fede ra l ,  S t a t e ,  and l o c a l  

a u d i t o r s  as w e l l  as many academic f a c u l t y  members and pro-  

f e s s i o n a l  a s s o c i a t i o n s  i n c l u d i n g  your  I n s t i t u t e ,  which 

c r e a t e d  a s p e c i a l  ad hoc committee f o r  t h i s  purpose.  The 

s t anda rds  as pub l i shed  r e f l e c t  many worthwhile  recommenda- 

t i o n s  made by your  committee. 

We a r e  doing a g r e a t  d e a l  t o  p u b l i c i z e  o u r  a u d i t  

s t anda rds  and make i t  e a s i e r  t o  understand them. For 

example: 

--We have h e l d  conferences  a t  which we exp la ined  t h e  

s t anda rds  t o  Federa l ,  S t a t e ,  and loca l  o f f i c i a l s  and 

CPAs i n  a l l  o f  the 1 0  Federa l  r eg ions .  Over 6 , 0 0 0  

people  a t t ended  t h e s e  meet ings.  

--We are pub l i sh ing  a book of q u e s t i o n s  and answers on 

t h e  s t anda rds  and we are cons ide r ing  p u b l i s h i n g  a 

sample a u d i t  r e p o r t  p repared  i n  accordance with t h e  

s t a n d a r d s  . 
--We have j u s t  about  completed a model S t a t e  a u d i t  

s t a t u t e  and a model a u d i t  o rd inance  f o r  u se  by 

governmental u n i t s  t h a t  want t o  e s t a b l i s h  a u d i t  
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organizations to carry out the kind of  advanced 

auditing that we recommend. 

--We are conducting surveys into problem areas involv- 

ing cooperation on auditing matters between the 

Federal Government and State and local governments. 

National Intergovernmental Audit Forum 

Another course of action that we are working on is the 

establishment of a National Intergovernmental Audit Forum. 

In recent years, the amount of Federal financial aid to 

State and local governments has increased almost astronom- 

ically. This increase--and the related management and 

accountability problems--was a major factor in our decision 

to develop an expanded code o f  auditing standards. 

Coordination of auditing efforts, however, between 

Federal, State, and local governments has been difficult 

to achieve. With the greatly improved communications, 

particularly with State auditors, that grew out o f  the 

process of developing our auditing standards statement, we 

have agreed to organize new machinery to improve coordina- 

tion, avoid unnecessary duplication of  auditing, promote 

ingergovernmental reliance on auditing at different levels 

of government, promote training in auditing concepts and 

techniques in accordance with our auditing standards, and 

generally improve communications. 
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The Nat ional  Intergovernmental  Audit  Forum i s  now 

I t s  members w i l l  c o n s i s t  o f  Federal, being organized.  

S t a t e ,  and l o c a l  governmental a u d i t o r s .  We are  hopeful  i t  

w i l l  be a product ive  mechanism i n  t h e  f u t u r e .  

We a r e  a l s o  experimenting w i t h  t h e  idea  .of 

e s t a b l i s h i n g  r e g i o n a l  intergovernmental  forums which would 

be l o c a t e d  o u t s i d e  of Washington. 

organized i n  t h e  s o u t h e a s t e r n  s t a t e s .  

Audit Oninions 

The f i rs t  one has  been 

One a s p e c t  of expanded a u d i t i n g  of governmental opera- 

t i o n s  t h a t  I would l i k e  t o  s p e c i f i c a l l y  comment on i s  t h e  

s t a t i n g  o f  a u d i t  op in ions .  I understand t h a t  s t a t i n g  

o v e r a l l  a u d i t  op in ions  on o t h e r  than accounts  and f i n a n c i a l  

s t a t emen t s  g ives  concern t o  a g r e a t  many p r a c t i c i n g  p u b l i c  

accountants .  Perhaps t h i s  concern is  j u s t i f i e d  b u t  l e t  m e  

p o i n t  o u t  t h a t  w e  do no t  expect  t h e  convent ional  type  o f  

a u d i t o r ' s  op in ion  t o  be rendered on t h e  o t h e r . a s p e c t s  o f  

an  a u d i t .  

Providing an o v e r a l l  op in ion  on whether t h e  organiza-  

t i o n  aud i t ed  i s  e f f i c i e n t  and economical, f o r  i n s t a n c e ,  i s  

n e i t h e r  necessary  nor economical. But an a u d i t o r  can s t i l l  

do much c o n s t r u c t i v e  work and provide u s e f u l  in format ion  

wi thout  express ing  such an opinion.  We look t o  t h e  a u d i t o r  

16 



t o  i nc lude  i n  h i s  r e p o r t  t h e  f a c t u a l  in format ion  he  f i n d s  

w i t h  r e s p e c t  t o  t h e  a c t i v i t y  h e  has examined, t h e  conclu- 

s i o n s  h e  reaches ,  and any recommendations he may have f o r  

improvement. 

The type  of r e p o r t i n g  we look f o r  i s  no t  g r e a t l y  

d i f f e r e n t  from what p u b l i c  accountants  have long provided 

t o  t h e i r  c l i e n t s  f o r  yea r s  i n  what are g e n e r a l l y  r e f e r r e d  

t o  as management l e t t e r s .  The s u b j e c t  ma t t e r  i s  extended 

and a r e p o r t  on a governmental a c t i v i t y  w i l l  u s u a l l y  re- 

c e i v e  much w i d e r , d i s t r i b u t i o n  than  i s  customary wi th  pub- 

l i c  accountant ' s  l e t t e r s  t o  t h e  management. The d i f f e r e n c e  

i s  much more a m a t t e r  of coverage and emphasis. 

I have dwelt  on t h i s  s u b j e c t  o f  our  a u d i t i n g  s t anda rds  

a t  some l e n g t h  because I know you a r e  i n t e r e s t e d  i n  i t .  I 

know, too ,  t h a t  you recognize  t h e  p o t e n t i a l  f o r  i nc reased  

p u b l i c  s e r v i c e  t h a t  your p r o f e s s i o n  can render  by perform-' 

i ng  a u d i t s  of  governmental a c t i v i t i e s  of  t h e  scope embraced 

by t h e s e  s t anda rds .  
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ACCOUNTING SYSTEMS I N  THE FEDERAL GOVERNMENT 

Turning from a u d i t i n g  t o  account ing f o r  Federa l  agency 

ope ra t ions ,  as many of you know, t h e  General Accounting O f -  

f i c e  has t h e  r e s p o n s i b i l i t y  under t h e  law t o  approve Federal  

agency account ing systems when they  a r e  judged a s  conforming 

t o  p r e s c r i b e d  p r i n c i p l e s  and s t anda rds  and r e l a t e d  r e q u i r e -  

ments. 

By the  end of l a s t  y e a r ,  w e  .had approved about 61 p e r c e n t  

of t h e  account ing systems i n  the  c i v i l  agencies  bu t  l e s s  t han  

9 p e r c e n t  of those  i n  t h e  defense agencies .  I n  comparison, 

i n  1965, about 30 pe rcen t  of t h e  c i v i l i a n  agencies  and about 

1 p e r c e n t  of t he  defense systems had been approved. With a 

t o t a l  of 3 2 0  systems i n  t h e  Federal  Government, you can see 

t h a t  we have a long way t o  go, p a r t i c u l a r l y  i n  the  defense 

agencies ,  before  a l l  systems are approved. Also,  because of 

changes i n  t h e  l a w ,  r eo rgan iza t ions ,  and o t h e r  reasons ,  agen- 

cies a r e  c o n t i n u a l l y  redes igning  t h e i r  systems which aga in  

s u b j e c t s  them t o  approval .  

This i s  an a r e a  where CPA firms can provide  the  Govern- 

ment wi th  a va luable  s e r v i c e ,  and some have done s o  i n  t h e  

p a s t .  P ro fes s iona l  account ing manpower resources  a r e  scarce 

i n  t h e  Government. Many agencies  do no t  have on t h e i r  r o l l s  
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t h e  personnel  needed t o  undertake account ing  systems des ign  

p r o j e c t s .  They must, t h e r e f o r e ,  l o o k  t o  a c o n t r a c t o r  such 

a s  a CPA f i r m  t o  provide  t h i s  s e r v i c e  f o r  them. 

Although Government agencies  have i n  t h e  p a s t  o f t e n  

used CPA firms f o r  he lp  i n  des igning  t h e i r  systems,  t h e  re- 

s u l t s  have v a r i e d  from v e r y  good t o  ve ry  poor .  I n  a l l  f a i r -  

n e s s ,  however, I must s a y  t h a t  i n  most ca ses  where t h e  re -  

s u l t s  have been poor ,  t he  blame must be sha red  by bo th  the  

agency and t h e  c o n t r a c t o r . .  

There have been s e v e r a l  i n s t a n c e s  where t h e  c o n t r a c t i n g  

agency was l e f t  high and dry  a f t e r  t h e  des ign  c o n t r a c t o r  

completed h i s  work and, i n  some cases, t h e  systems had t o  

be completely redes igned  in-house.  Usual ly  t h e  agency p e r -  

sonnel  r e l i e d  t o o  much on the  o u t s i d e  c o n t r a c t o r  and f a i l e d  

t o  ga in  t h e  knowledge necessa ry  t o  ope ra t e  t h e  system. I n  

some cases, t h e  systems designed were much t o o  s o p h i s t i c a t e d  

f o r  t h e  agency personnel  and t h e  b a s i c  knowledge and compre- 

hension o f  t h e  system complexi t ies  almost completely d i sap -  

pea red  when the  c o n t r a c t o r  l e f t .  The pr imary cause ,  of 

cour se ,  w a s  t h e  l a c k  o f  e f fec t ive  coope ra t ion  and communica- 

t i o n  between the  agency and the  c o n t r a c t o r  i n  t h e  des ign  

p r o j e c t .  
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On t h e  o t h e r  hand, we know o f  numerous systems t h a t  

were designed by CPA firms where agency personnel. were e i t h e r  

on t h e  des ign  team o r  worked c l o s e l y  with them; 

ment provided t h e  necessa ry  c o n t i n u i t y  and t r a i n e d  c a r e  o f  

personnel  t o  c a r r y  on e f f e c t i v e l y  when the  c o n t r a c t o r  com- 

p l e t e d  h i s  work. If t h e r e  is a l e s s o n  t o  be  l ea rned  here., i t  

i s  t h a t  CPA firms should  i n s i s t  upon agency p a r t i c i p a t i o n  

when accep t ing  c o n t r a c t s  t o  des ign  systems. 

This a r range-  

I n  he lp ing  t o  des ign  systems f o r  Government agencies ,  

CPAs can provide  a s s i s t a n c e  because of  t h e i r  o b j e c t i v i t y  and 

exper ience .  An account ing system should be designed wi th  t h e  

pr imary o b j e c t i v e  o f  p rov id ing  u s e f u l  in format ion  f o r  manage- 

ment bu t  w i th in  the  broad framework of p r i n c i p l e s  and s t a n d -  

a rds  which our Of f i ce  i s  r e q u i r e d  by law t o  p r e s c r i b e .  How- 

e v e r ,  t h e  goal  of GAO approval  should be only a secondary 

cons ide ra t ion .  Too o f t e n  t h i s  fundamental purpose of 

account ing i s  overshadowed by t h e  d e s i r e  of t h e  agency t o  

o b t a i n  approval  of  t h e  system design.  Usual ly ,  systems de- 

s igned  wi th  t h e  b a s i c  o b j e c t i v e  of improving f i n a n c i a l  man- 

agement ope ra t ions  i n  t h e  agency w i l l  s a t i s f y  GAO's r e q u i r e -  

ments. 
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SOCIAL MEASUREMENT 

This b r i e f  mention of  the  accounting func t ion  i n  Govern- 

ment leads t o  another sub jec t  of g r e a t  cu r ren t  i n t e r e s t  f o r  

which you i n  the  I n s t i t u t e  and we i n  the  GAO have a community 

of  concern and r e s p o n s i b i l i t y .  I r e f e r  here  t o  accounting 

f o r  and measuring the  consequences,of s o c i a l  ac t ion .  

. Our na t ion ' s  investment i n  s o c i a l  programs i s  vas t .  

Each year many b i l l i o n s  of d o l l a r s  a r e  spent  on urgent needs 

o f  soc i e ty .  Remembering t h a t  accounting and t h e  concept of 

accoun tab i l i t y  der ive from the  same r o o t s ,  and remembering 

t h a t  audi tors  a re  e s p e c i a l l y  ab le ,  because o f  t h e i r  inde- 

pendence and o b j e c t i v i t y ,  t o  support o r  improve the  c r e d i b i l -  

i t y  of management's r e p o r t s ,  including those r e l a t e d  t o  

s o c i a l  ac t ions ,  i t  i s  c l e a r  t h a t  we cannot and s-hould not  

avoid 'a major involvement. 

I am pleased t o  r epor t  t o  you t h a t  s en io r  members o f  my 

s t a f f  a r e  a c t i v e  on the  s o c i a l  measurement committees of two 

na t iona l  accounting a s soc ia t ions .  Gregory Ahart, Di rec tor  

of our Manpower and Welfare Divis ion,  se rves  on the  commit- 

t e e  s e t  up by the  National Association of  Accountants and 

Stewart  McElyea, Deputy Direc tor  of our  F i e ld  Operations 

Divis ion,  i s  a member o f  your I n s t i t u t e ' s  committee. 
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Both committees have met wi th  us i n  Washington dur ing  

the  p a s t  year .  The development of  more e f f e c t i v e  methods f o r  

measuring and r e p o r t i n g  s o c i a l  impacts of government as w e l l  

as bus iness  ope ra t ions  i s  an urgent  need of  our na t ion .  I 

am glad  t o  a f f i r m  t h e  assurances I have e a r l i e r  expressed  t o  

your o f f i c e r s  t h a t  we i n  GAO are committed t o  doing a l l  t h a t  

we can t o  work w i t h  you and o t h e r  groups t o  f i n d  s o l u t i o n s  

t o  t h e s e  extremely d i f f i c u l t  problems o f  s o c i a l  measurement. 

COST ACCOUNTING STANDARDS 

Let m e  t u r n  t o  another  kind of  account ing measurement 

and take a f e w  moments t o  d i scuss  t h e  work of t h e  Cost A c -  

count ing Standards Board, which as Comptroller General I am 

des igna ted  by law a s  chairman. 

A s  you may reca l l ,  t h e  Board was c r e a t e d  i n  1 9 7 0  and 

t h e  Board members were appointed i n  January 1 9 7 1 .  

From the  very  s t a r t ,  t h e  Board has  v igorous ly  urged 

r e p r e s e n t a t i v e s  o f  a l l  those  who are concerned w i t h  i t s  work 

inc lud ing  Government .agencies ,  t h e  account ing p r o f e s s i o n ,  

defense c o n t r a c t o r s ,  i n d u s t r y  a s s o c i a t i o n s  and the  academic 

community t o  ass is t  i n  the  ex tens ive  research which i s  basic 

t o  developing c o s t  accounting s tandards  and t h e  Board ' s  

r u l e s  and r e g u l a t i o n s .  
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Before we promulgate s t anda rds ,  r u l e s ,  o r  r e g u l a t i o n s ,  

we p u b l i s h  our  proposa ls  i n  t h e  FEDERAL REGISTER and i n v i t e  

comments from a l l  i n t e r e s t e d  p a r t i e s .  We t ake  t h e s e  comments 

very s e r i o u s l y .  Each Board member r ece ives  a copy of a l l  

comments rece ived  f o r  s tudy  and a n a l y s i s .  

The Board and i t s  s taff  devotes  very cons ide rab le  a t t e n -  

t i o n  t o  t h e  r e sea rch  necessary  t o  develop s t anda rds .  The 

Board i n s i s t s  upon c a r e f u l ,  exhaus t ive  r e sea rch  by i t s  s t a f f  

t o  s a t i s f y  it on t h e  need, scope, and con ten t  of  a proposed 

s t anda rd .  

When w e  f i n a l l y  pub l i sh  a s t anda rd ,  a r u l e ,  o r  a regula-  

t i o n ,  we d i scuss  i n  a p r e f a t o r y  s e c t i o n  t h e  major comments 

r ece ived  and’ how we disposed o f  them. 

o f t e n  persuade t h e  Board t o  make ex tens ive  modi f ica t ions  i n  

the  p re l imina ry  proposa ls  we promulgate. 

Comments rece ived  
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When I speak o f  r e sea rch ,  I am n o t  r e f e r r i n g  t o  t h e  

l i b r a r y  type.  We send ou r  s t a f f  ou t  t o  meet with contrac- 

t o r s  and we mai l  i s s u e  papers ,  q u e s t i o n n a i r e s  and d r a f t  

m a t e r i a l  t o  hundreds of i n t e r e s t e d  o rgan iza t ions  seeking  

t h e i r  views. We a r e  w e l l  aware o f  t h e  burden which t h i s  

p l a c e s  on t h e  r e c i p i e n t s  bu t  t h e i r  p a r t i c i p a t i o n  i n  t h i s  

way and t h e i r  c o n t r i b u t i o n s  a r e  e s s e n t i a l  t o  t h e  develop- 

ment o f  sound and accep tab le  s t anda rds .  

To f u r t h e r  improve t h e  understanding of t he  Board's 

fundamental o b j e c t i v e s  and concepts ,  we have publ i shed  a 

Statement  o f  Operat ing P o l i c i e s ,  Procedures ,  and Objec t ives .  

In  t h i s  way, t h e  Board hopes t o  provide t h e  b a s i s  f o r  a 

p roduc t ive  d ia logue  wi th  those  concerned with t h e  Board's 

work. This s ta tement  w i l l  enable  those  concerned persons 

t o  focus  on t h e  complex and d i f f i c u l t  i s s u e s  which t h e  Board 

f aces  i n  promulgating c o s t  account ing s t a n d a r d s ,  

I emphasize a t  t h i s  time t h a t  while  our enab l ing  l e g i s -  

l a t i o n  provides  f o r  coverage of  s t anda rds  i n  defense pro-  

curements on ly ,  t h e  Federa l  Procurement Regulat ions have 

extended t h e  r e q u i r e d  adherence t o  s t anda rds  with s l i g h t  

mod i f i ca t ion  t o  non-defense procurements.  What t h i s  means 

i s  t h a t  j u s t  about  every c o n t r a c t o r  doing bus iness  wi th  any 
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department o r  agency o f  t h e  Federa l  Government through a 

n e g o t i a t e d  c o n t r a c t  n o t  o therwise  exempt w i l l  be r e q u i r e d  

t o  comply wi th  Board s t a n d a r d s ,  ru les ,  and r e g u l a t i o n s .  

A l s o ,  r e p r e s e n t a t i v e s  o f  . S t a t e  and l o c a l  government 

f inance  o f f i c e s  have i n d i c a t e d  an i n t e r e s t  i n  adopt ing  our  

s t anda rds  f o r  t h e i r  procurements.  What t h i s  ' sugges ts  t o  me 

i s  no t  s u r p r i s i n g  and i s  h i g h l y  g r a t i f y i n g .  I conclude t h a t  

t h e  p ionee r  e f f o r t s  of  t h e  Cost Accounting S tandards  Board 

a r e  being recognized and t h a t  t h e  q u a l i t y  o f  i t s  work t o  

d a t e  i s  c r e a t i n g  cons ide rab le  i n t e r e s t  w e l l  beyond our  p a r t i c -  

u l a r  l e g a l  j u r i s d i c t i o n .  

What has t h e  Cost Accounting Standards Board accom- 

p l i s h e d  s i n c e  i t s  e s t ab l i shmen t?  

1. We have promulgated a d i s c l o s u r e  s ta tement  i n  which 

c o n t r a c t o r s  a r e  t o  d e s c r i b e  t h e i r  account ing  p rac -  

t i ce s .  These s t a t emen t s  must be completed by con- 

t r a c t o r s  meeting c e r t a i n  c r i t e r i a  e s t a b l i s h e d  by 

t h e  Board. The procur ing  agency must be s a t i s f i e d  

t h a t  t h e  c o n t r a c t o r  adequate ly  d e s c r i b e  h i s  p r a c -  

t i c e s  be fo re  a c o n t r a c t  may be awarded. 
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2 .  We have promulgated f o u r  c o s t  account ing s t anda rds .  

These d e a l  wi th :  

cons i s t ency  between e s t i m a t i n g ,  accumulating, 

and r e p o r t i n g  o f  c o s t s ;  

cons is tency  i n  t h e  a l l o c a t i o n .  of d i r e c t  and 

i n d i r e c t  costs ;  

a l l o c a t i o n  of co rpora t e  home o f f i c e  expenses 

t o  segments of t h e  co rpora t ion  such a s  sub- 

s i d i a r i e s ,  d i v i s i o n s ,  and p l a n t s  ; and 

c a p i t a l i z a t i o n  o f  t a n g i b l e  a s s e t s .  

3 .  Extensive r e sea rch  i s  under way i n  o t h e r  a r e a s  f o r  

p o s s i b l e  development o f  cos t  account ing s t anda rds ,  

i n c  1 uding : 

Deprec ia t ion  of t a n g i b l e  c a p i t a l  assets 
Accounting f o r  unallowable c o s t s  
S e l e c t i o n  o f  c o s t  account ing pe r iod  
Al loca t ion  o f  overhead expenses t o  c o n t r a c t s  
C l a s s i f i c a t i o n  of  c o s t s  as d i r e c t  o r  i n d i r e c t  
Labor and l a b o r  r e l a t e d  c o s t s  
Ma te r i a l  c o s t s  
Standard c o s t s  
Contract  t e rmina t ions .  

I expec t  t h a t  t h e  Board w i l l  a u t h o r i z e  exposure f o r  

p u b l i c  comment one o r  more proposed s t anda rds  i n  many o f  

t h e s e  a r e a s  w i t h i n  t h e  next  year .  
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* " 

I should say t h a t  i t  i s  n o t ' o u r  purpose t o  i s s u e  

procedural r u l e s  nor do we attempt t o  p re sc r ibe  accounting 

systems. However, we do have t o  l o o k  a t  the  quest ion o f  

s p e c i f i c i t y  versus gene ra l i t y  from the  s tandpoint  o f  the  

Government as well  as t h a t  of con t r ac to r s .  If we simply 

w r i t e  broad g e n e r a l i t i e s ,  we r e a l l y  do not provide guidance 

f o r  e i t h e r  Government agencies o r  the  con t r ac to r s .  Hence, 

we w i l l  not have achieved the  ob jec t ive  o f  t he  l e g i s l a t i o n .  

We w i l l  be back where we were before  the  law was enacted. 

The Board does consider  any d i f f i c u l t i e s  con t r ac to r s  

s t a t e  they w i l l  f ace  i n  implementing proposed s tandards.  

We r e a l i z e  t h a t  if we cause cont rac tors  t o  incur  add i t iona l  

c o s t s  these  cos t s  w i l l  m o s t  l i k e l y  be passed on t o  the  

Government i n  the  form o f  higher  costs of procurement. 

Cer ta in ly ,  t h e r e  w i l l  be increased cos t s  t o  some con t r ac to r s  

i n  conforming t o  some s tandards.  T h i s  is  probably i n e v i t a b l e  

but we want t o  keep such add i t iona l  cos t s  t o  a minimum. We 

t a k e  t h i s  p o s s i b i l i t y  i n t o  account as  b e s t  we can as we 

develop each s tandard.  This  i s  an area where you can be 

p a r t i c u l a r l y  he lp fu l  by l e t t i n g  us know s p e c i f i c a l l y ,  when 

you can, about t he  impact of  t he  app l i ca t ion  o f  a proposed 

s tandard ,  
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The American I n s t i t u t e  o f  CPAs has e s t ab l i shed  a l i a i s o n  

committee chaired by George Cat le t t  t o  work w i t h  ou r  s t a f f  

i n  t he  p a r t i c u l a r  a reas  being researched. We f i n d  t h i s  t o  

be a very e f f e c t i v e  means f o r  g e t t i n g  the  views o f  t he  ac- 

counting profess ion .  Members o f  t h i s  committee a r e  brought 

i n t o  our de l ibe ra t ions  a t  a very e a r l y  s t age  and they a r e  

making valuable  cont r ibu t ions  t o  our research e f f o r t s  on the  

b a s i s  of t h e i r  experience and by descr ib ing  the  poss ib l e  

e f f e c t  on con t r ac to r s '  operat ions of a proposed s tandard on 

a given sub jec t .  

I be l i eve  t h a t  the C o s t  Accounting Standards Board i s  

o f f  t o  a good s t a r t  and making good progress .  We expect t o  

work cooperat ively with o ther  a u t h o r i t a t i v e  bodies which 

have been e s t ab l i shed  t o  i s sue  pronouncements on accounting 

and f i n a n c i a l  repor t ing .  

One reason is t h a t  t h e r e  a r e  many accounting a reas  o f  

i n t e r e s t  t o  our Board which a r e  a l s o  of  i n t e r e s t  t o  o the r s  

f o r  f i n a n c i a l  and t ax  accounting purposes. These include 

- - t h e  measurement of  c o s t s  i n  general  

- -determinat ion o f  t h e .  amount assigned t o  a resource 

t o  be consumed i n  operat ions 

- - a l l o c a t i o n  of the  cost of  resources consumed t o  time 

per iods 
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- - a l l o c a t i o n  of d i r e c t  and i n d i r e c t  cos t s  t o  t he  goods 

and se rv ices  produced i n  a per iod.  

Contract c o s t  accounting o f t en  dea l s  with p r e c i s e l y  the  

same expenditures and problems of a l loc 'a t ion  t o  time per iods  

a s  a re  o f  i n t e r e s t  i n  f i n a n c i a l  and income tax  accounting. 

Thus, promulgations by the  Cos t  Accounting Standards Board 

may impinge on the  a reas  of i n t e r e s t  o f  o the r  a u t h o r i t a t i v e  

bodies.  

The C o s t  Accounting Standards Board seeks t o  avoid 

c o n f l i c t  o r  disagreement with o ther  bodies having s i m i l a r  

r e s p o n s i b i l i t i e s  and, through continuous l i a i s o n ,  w i l l  make 

every reasonable e f f o r t  t o  do so.  The Board w i l l  give care-  

f u l  cons idera t ion  t o  t he  pronouncements a f f e c t i n g  f i n a n c i a l  

and t ax  accounting and, i n  formulating c o s t  accounting 

s tandards ,  w i l l  take those pronouncements i n t o  account t o  

t h e  ex ten t  i t  can do so .  The na ture  o f  the  Board's author- 

i t y  and m i s s i o n ,  however, i s  such t h a t  i t  must r e t a i n  and 

exe rc i se  f u l l  r e s p o n s i b i l i t y  f o r  meeting i t s  ob jec t ives .  

We welcome t h e  c rea t ion  o f  the  Financial  Accounting 

Standards Board, which was launched a few weeks ago t o  i s sue  

s tandards on f i n a n c i a l  accounting mat te rs .  I have met with 

t h e  Chairman o f  t he  F inancia l  Accounting Foundation, Ralph 

Kent, and the  Chairman o f  the  Financial  Accounting Standards 
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Board, Marshall  Armstrong, and arrangements have been made 

t o  coord ina te  t h e  work of t h e  two boards on s u b j e c t s  which 

a r e  o f  mutual i n t e r e s t .  Only l a s t  week, t h e  t w o  boards met 

i n  Washington t o  exchange views and d i s c u s s  working r e l a t i o n -  

s h i p s .  

Another avenue of  l i a i s o n  is through t h e  Advisory 

Council which has  been se t  up as an ad junc t  of t h e  F inanc ia l  

Accounting Standards Board. One of  t he  Council  members, 

Robert Mautz, i s  one o f  t h e  f i v e  members o f  t he  Cost A c -  

count ing  Standards Board. Another Council member i s  

El l swor th  Morse, A s s i s t a n t  Comptroller General .  

The r e c e n t  announcement t h a t  t h e  F inanc ia l  Accounting 

Standards Board has  s e l e c t e d  seven problem a r e a s  f o r  i n i t i a l  

s tudy  was of i n t e r e s t  t o  a l l  of us.  

lems w i l l  probably ove r l ap  work o f  the C o s t  Accounting 

Standards Board and thus  ou r  a b i l i t y  t o  coopera te  e f f e c t i v e l y  

w i t h  each o t h e r  and avoid undes i r ab le  and unnecessary d u p l i -  

c a t i o n  of e f f o r t  w i l l  b e  t e s t e d  almost immediately. 

Seve ra l  o f  t h e s e  prob- 

Our mutual o b j e c t i v e  i s  t o  i d e n t i f y  problem areas i n  

which w e  may have p a r a l l e l  o r  overlapping i n t e r e s t s .  

want t o  avoid d i f f e r e n t  o r  c o n f l i c t i n g  s t anda rds  i f  i t  i s  

p o s s i b l e  t o  do s o  and we w i l l  l end  every e f f o r t  i n  t h a t  

d i r e c t i o n .  I t  i s  conceivable  tha't some r e s e a r c h  and s t a f f  

work can be shared  by t h e  two Boards. 

We do 
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CONCLUDING REMARKS 

I have touched on a few s u b j e c t s  where your i n t e r e s t s  

and those  o f  t h e  GAO i n  b e t t e r  government ope ra t ions  tend 

t o  co inc ide .  There a re ,  of course,  many o t h e r  s u b j e c t s  i n  

our  v a s t  system of government i n  t h i s  country i n  which we 

bo th  have a deep concern. For example: 

The recommendations o f  t h e  Commission on Government 
Procurement, which only  a few months ago completed i t s  
exhaus t ive  s tudy .  

The r e l i a b i l i t y  of c o s t  and p r i c i n g  d a t a  submi t ted  by 
p rospec t ive  c o n t r a c t o r s  i n  t h e  n e g o t i a t i o n  o f  Government 
c o n t r a c t s .  

The troublesome cos t  growth i n  major weapons systems.  

The measurement and e x t e n t  o f  p r o f i t s  r e a l i z e d  by i n -  
d u s t r i a l  companies on government c o n t r a c t s  a s  compared 
wi th  p r o f i t s  on t h e i r  commercial bus iness - - a  r e c u r r i n g  
concern o f  no t  only c o n t r a c t i n g  Government agencies  b u t  
o f  t h e  Congress i t s e l f .  

The s h a r i n g  of  Federa l  revenues wi th  S t a t e  and loca l  
governments and ob ta in ing  s u i t a b l e  a c c o u n t a b i l i t y  f o r  
t h e  management of t h e  funds.  

I need not  compound examples l i k e  t h e s e  f u r t h e r  t o  

i l l u s t r a t e  t h a t  t h e r e  a r e  many problems i n  government opera- 

t i o n s ,  t h e  s o l u t i o n  t o  which r e q u i r e  t h e  b e s t  b r a i n s  we can 

command. We i n  t h e  GAO a r e  working i n  a l l  o f  t h e s e  a r e a s  a t  

one t ime o r  another .  
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I b e l i e v e  your p r o f e s s i o n  a l s o  has much t o  c o n t r i b u t e  

t o  improving on t h e  way th ings  a r e  done i n  government as 

well as in industry. In working on these problems, the 

underlying o b j e c t i v e - - f o r  both o f  u s - - i s  improvement f o r  

t h e  b e n e f i t  of t h e  p u b l i c .  
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