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BEEAD COF AUDIT AGENCY

3

We have made & survey of the extent and frequency of
intarnal audits of financial repcorts that Federal departments
and agencies {agencies) were required to Cme‘t to the Depart-

ment of the Treasury and the extent that _nternal aulirtors re-
viewed accouncing systems pcoducing the financial reports.

&)

i
o

I

In our survey, we sent guestionnaires to 28 of 49 members |
! of tAe Faederal Audit Exaecurviwve Council. The 28 council menm R MO
bers ‘'were heads of internal audit statfs Iin the executive
~ agencies cf the Governnment. {3ee enc., I.) Because the Treag-~ 33
ury submitcted 9 com plzted questiornaires--1 for each of it
separate internal audi affg--a total of 36 completed ques-~

-
tionnaires were recel Jed.

In sending our guestionnaires, we advised you and other
council nmembers that we would prepare and distribute a summary
cf the results of our survey. The responses to the cuestion-
naire showed that the majority of the respondents:

~—-audited only a small number of agency financial reports
submitted to Treasury.

~—-Reviewed acccanting systems prodicing the reports occa-
sicnally but not reqularliy.

~-Emphasized audits of program results and e conomy and
efficiency rather than audits of agency Zinancial re-
ports.

The agencies included ir our survey had fiscal vear 1875
grose obligational authority cotaling about $401.5 billion--
about 90 percant of the total gross obligaticnal authority for .
the Government. Thesze agencies, other than the U.S. Postal
Service, maintained 258 of 286, or abuut 90 parcent, of the
accounting systems identified in the Comptroller General's

PGMSD-76-43
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Report to the Congress on "Status, Progrecsrs, end Problems in
Federal Agency Acccunting During Filscal Year 19753% (FGM3D-T76-
13, Cct. 23, 1975).

RESPONSIBILITIZS FOR ACCOUNTING

SYSTLMS ANR INTERNAL AUDIT =~

The Budget and Accounting Preocedurzs Act of 1950 makesy
the head of each exscutive cgency :esponsible for establish-
ing and maintaining adeguate systems of accountinc and inter-~’
nal control. These systems must conform to the accounting
principles, standards, and related recuirenents prescribed
by the Couptroller General in accordance with thar law,.

The purposes of accounulng systemg, as specified in the
1930 act, include prov-d ng full discloczuze of the results of
Linancial operations; adegquate financial information needed
in the vanaceqent of operations and the execution of the
budg effective control over income, expenditures, funds,
property, and other assets, including appropriate internal
aulit; and suicable integration with the central accounting
of the Treasury from which consolidated crts of the Gov-

<2p
ernment are devaloped. The 1950 act assign=d the resconsibil-~
ity for preoparaticn of consolicdated firanciel repcrts of the
Government to the Secietary of the UVreasury.

As stated in Gi0's statement of basic principles, stand-
ards, anad concepts of “"Internal Auditing in Federal Agencies”
{August 1974), the work of the internal 3uditor should include
examination and testing of accounting aﬁd oth records and the
related procedures undsrlying the agency's manacement informa~
tion system to establish the reliability of the data used Dy
management for internal purposes and for external reports.

The 1850 act requires that, in determining the audit
procedures to be followed in our reviews of accounting sys-
tems, we consider, among other things, the adecuacy of inter-
nal audit and contreln. We were, therefore, interssted in
obtaining general information cn the extent and fregquency of
internal audits of (1) financial reports that agencies are
required *> suomit to the Treasury and (2) the accounting
systems which produce the reports. .

BEST DOCUMENT AVAILABLE

. oz
. M £t e




B-134802

A summary of the resconses t£o our guesticnnaire follows.,

3

EXTENT OF AUDITS MADE OF
AGENCY PILANCIAL PEPCRIS

The cquestionnaire listed 16 financial repcrts (see
enc. II) that agencies were reguired to submit to Treasury
throughout the fiscal yesar. For the 16 financial revorts
listed in enclosure II, reporting entities were required to
submit a - -total of about 2,000 financial repoerts 1/ for
fiscal year 1974. -

We asked the respcndents to identify audits they made
during the 2-year period ended June 30, 1974, which included
coverage of the fipancial reports listed in the guestion-
nalre. The fcllowing table summarizes tiz number of finan-~
cial reports included in these audits.

n

FPinancial reports
included
in audits
Percent of
notal reports

Fiscal vear submitted
audited Number (noce a)
1974 64 3.20
1572 79 3.95
1972 26 1.30
1971 and prior 7 .35
Totral 176

a/Computed on the basis of 2,000 recorts for each fiscal
year.

The number of reports audited oy a siugle respondent
ranged from zero to 20 out of 176 financial reports.

1/No agency was recuired to submit all 16 repo:ts, but some

" macde similar reponrts for separate entities within the
agency. Reports supmitteq more frequently than annually
are included only cnce. .
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RESPONDENTS' POLI
AUDLITS OF AGIUCE
AND ACCUUNTING 87
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Each respondent wes asked to indicate

regarding:

~~The frequency of audits of agency financial reports

submitted to Treasury.

his current policy

--The reporting of results of audits of agency finan-

cial reports to Treasury.

~-~The extent of reviews made of arcounting systenms.

The foll-wing table summarizez the gquesticnnalre -
sponses concerning the audit pclicies of the respondents,

Audit policies

Auditing agency financial reports
submitced to Treasury:
On a cycliczal basis
Occasionally but not regularly
Did not audit

Reporting to Treasury results of
audits of agency financial re-
vorts:

Reported re:rults of all audits

Reported identified adiustmencts

Did not report results of au-
dits

Did not audit

Reviewing accnunting syctems:
On 131 cyclical basis
Occasionally but noc regu.arly
Did not review

o
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Alithough the responses showed that it was the policy 2%
23 of 36 respondents to audit agency financial repcrts, only
a small number of required reports was being audited each
fiscal year. (See table c¢cn p. 3.)

The respcndents who reported that audits of fine zial
reports were nacde on a cycle basis (22 percent of tre rZe- e
sponses) indicated they used the following cyclical periods.

Number of

Cvcle resconzes
Annually 3
Every 2 y=ars 2
Every 3 years 1
Every 3 to 4 years 1
Every 7 years 1

Of the responses, 34 out of 36 showed that it was the
respondents' policy to review accounting systems cvelically
or occasicnally. Of thes¢, 10 responded that it was thelir
policy to make reviews on a cyvcliicel basic. as follows:

T fu

Number of

Cvcle resconses
Annually 4
Every 3 vears 1
Every 4 to 5 vears 2
Every 5 years 1
Every 7 vears 1
Cyule not specified 1

The other 24 respondents stated that accouncing systems wers
reviewed occasionally.

RESPCONDENTS' PLANS TO
CHANGE THEIR AUDIT POLICIES

We asked the respordents to tell us of any planned
changes to their audit policies regarding agency £financial
reports. Of the responses, 9 out of 36, or 25 percent,
showed that they rla.ned to chance tneir audif policies -~nd
to audit more agency financial reports in cne or more of tr
following wavs.

e

B

--Emphasize financial management audits at computer
centers.
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--Make surveys of tne accuracy of internal reports used
to prepare Treasury reporcs.

--Audic the Yearend Integration of Agency-Treasury Data
report once every 5 fiscal years.

-~Establish an audit program for headguarters opera-
riong, which will include a review of some reports
submitted to Treasury.

-=Audit agency financial reports submitted to Treasury
on a cyclical basis.

WHY AGENCY PINANCIAL REPORTS
HAVE NQOT BEEHN AUDITED

If respondents did not audit +their agency’s financial
repcris during (iscal years 1973 and 1974, we asked them to
indicate thelir reasons. The following table summarized their
responses, some of which inclucded more than one reason.

Reasons for not auditing Number of
agency financizl reports responses

Primary emphasig placed on pzcdram

resulis and economy ana e€fficiency

audits 21
Lack of manpower 13
Cyclie review not scheduled in the

2-year period ended June 20, 1974 8
Question not answerad 1
58

CONSIDERATIONS IN PLANNING FUTURE AUDITS OF
ACCOUNTING SYSTEMS AND FINANCIAL REPORTS

In addition to the results of nur survey, I would like
to bring to your attention the following manters for consid-
eration in planning future audics of accounting systems and
financial reports.

The fact that GAO continues to repor: major deficiencies
in accounting systems (such as overobligation of appropria-
tions, failure to acceuwt for property and other assets,
improper exvenditures, &:nd inadequate ccntrol over receipts)
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emphasizes the need for an evaluation of internal audit
coverage of the financial management area.

Further, the newa to insure that adeguate accounting
controls and sound Jinancial reporting exist in the Covern- 4
ment was pointed out recently by Arthur Andersen & Co. in its C. eted/
inguiry into accounting controls and financial reporting of
the Government. Referring to Government accountling s3ystems
in its booklet, 1/ Arthur Andersen & Co. stated that:

“The accounting system should contain internal
checks and balences to assure reliability of *kae
data produced. Such internal cecntrels should be
supplemented by annual financial auvdits.™

Treasury Secretary William Z. Simon, in his statement )
before the Houszse Committee on Appropriations on Jaruary 27, Hsk teloo
and 28, 1976, said that Treasury planned to publish accruel
statements on a consolidated basis for the Federal Gevern-
ment as a whole. This accion, we believe, highlights the
need te insure through audit that the statements submitted
to Treasury for consclication are accurate. The date for
the first of these publicatiohs--for rhe fiscal year ending
September 20, 1977--is early in 1978.

CONCLUSIONS

The responses to our questionnaire and other consider~
ations set forth above indicate a need for increased emphasiz
on audits of agency financial reports reguired by Treasury
and reviews of accounting systems that produced the reports,
to provide more effective control over, and accountability
for, all funds, property, and other assets for which agen-
cies are responsible., Further, Treasuryv's plan to publish
accrual statements on a consolidated basis makes this in-
creasingly important.

Because we did not perform a detailed review of the
internasl audit function at the agencies respondinT to our
questionnaire, we are not making any recommendations at
this time, but will be inquicing into this and other gues-
tions resulting from the guestionnaire responses during our

1/"sSound Financial Reporting in the Pubiic Sector, A Pre-
reguisite to Fiscal Responsibility,” Sept. 10, 1975,

BEST DOCUMENT AVAILABLE
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reviews of Faderal
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know, a number o
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gency internal audit systems. As you
ese revicws are already underway.
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We are sending copies of this letter to the Fiscal
Asgistant Secretary of the Treasury; the Director, Office
of Managemeat and Budget; the Chairman, Federal Audit
Executive Council; and the 36 participating respondents.

We thank you for your cooperation in completing the
questicnnaire. We shall appreciate receiviag vour comments
¢n the matters discussed in this letter.

sincerely vycurs,

YA SZMW%“

D. L. Scan*lebury
Director

Fnc'locsures - 2
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SUBHITTED COHMPLETED QO

Department of the Air Force

Denmartment of Agriculture

Department of the Asmy

Department of Commerce

Department of Defense

Department of Health, Education, and Welfare
Departmant of Housing and Uxkban Development
Depertment of the Interior

Department of Justice

Department ¢f Laber

Department of the Navy

Department of State

Department of Trancportation

Department of the Treasury

a. Office of the Secretary

b. Bureay of alcohol, Tobacco, and Firearms
o. Customs Service

d. Bureau of Engraving and Princiag

e. Bureau of Government Financial Operationsg
f. Interna. Revznue Servica

g. Bureau I the Mint

H. Buveau of the Public Debt

i. U.8. Secret Service

ACTION

Civil Aeronautics Board
Environmental Protection Agency
Federal Power Commission
General Services Administration
Interstate Commerce Commission
National Aeronautics and Space administration
National Science Foundation
Small Business Administration
Smithsonian Institution ’
U.8. Civil Service Comaission
U.S. Information Agency

7.5, Postal Service

Veterans Administration
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Code ot
forn
nunbeg
{note a}

s# 220

SP 221

SF 224

SP 225

s& 1219

SF 1.20

DD 1323H

oo 1363

oD 1400M

GFO 2106

BA 5727

BA 6728

=
-t

PINANCTIAL RIPORTS

ENCLOSURE

LI1STUD IN QUOSTICHHALRE

Tirle of report

Srat=zzent of FPinancial
Condivign

Stateasnt of Income wnd
Retalned Earnings

Statesent of Trancactions

Report on Oblligationsg

Statement of Accountapil-
ity

Statement of Tramsactions

Statement of Transactions

Statement of Trassactions
and Accountapility (Mili-
tacy)

Statemar- of Transactiuns

Year-end lntegration of
Agency~-Treasury Data

Azport of Selested Bal-
ances for Stating 3udges
Results on the Accrual
823818 =~ Appropriations
ani FPund Accounts

Raport of Secected Bal-
ancea for 3tating Budget
Results on the Ac¢crual
Basiz - General, Special
and Trust Pund Raceilpt
Accounts

federal Atd to States

Annual Repotrt on Unfunded
Forergn Currency Reserva-~
tion Accounts

Report on Qvarseas Expend-
1tures and Foreign Curren-
cles Avatlaole for Con-
veriien

Report of Estimated For-
eign Currency Ccllections

Report
freazuency
(b}
Semi~
annually
Morthly
Honthly
Monthly
Yonthly
Monthly
Honthly
Monthly

Anpually

Quarterly

Guarterly

Annually

Annually

Annually

Annually

Frpporting entities
for fiscal year 197.

Juan-=

Description tity
Revolving, general, 176
and zpecral fundsg
Revalving znd business- pli]
typ2 funds
Activities for whom 993
Treasury d:isburses
Activities exceeding 67
$1 million
Accountable officers %3
Activities which do 31
their own disbursing
Department of Ceferss 3
Depdrtuent of Defense 7
Depactment of Defense 3
All agencles 110
AJl agencles 146
All agencies ’ 146
Activities providing 35
ald to States
Agencies having for- 13
e1gn currency acti’
ities
Agencies having for-~ 17
eLgn currency JcLiv-
1ties
Ageacies naviag oc~ 47
219n currency activ-~
ities

¢ 1992

a/Form numbers were not established for reports idenz:fied with a letter code.

b/Seciannually for revolving funds and susiness-type funds and anaually for
tegilar governmental activities,

c¢/Each reporting entity was required to submit a final repo.t for each fiscal

yYear.

[38]

BEST DOCUMENT AVAILABLE

%





