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We have made d sur;ley of th* extent and frequency of 
intxern31 audits of fFr,ancicl repGn:ts that Zedcrai d*partz~nts 
and agencies (agencic:s i were recyirer! to sab,r.it: to C;7e DePart- 
merit of the Treasury and the extent that Lntcrn-11 aL:-Iir_ors re- 
TieWed accounLing systems producing 2ic financial reports. 

In our surveyp we sent questionnaires to 28 of 49 members 
! of the Federal Audit Execurixrr Council. The 28 council me.m* 

r 
I/ I c4 r,‘i .‘:, 8 

Se rs ‘xere heads of internal audit staffs in the executisre 
._ agencies of tie Cos’e:nment. (See enc. I. ) Electlusts the Treae- 3 :; 

ury submitted 9 compl~:eed questionnaires--l for each of it 
separate internal audit staffs--a tctal of 36 completed cues- 
tionnaires were recei7cd. 

In sending our cue.stionn-, i res, -^- we advised you and other 
councii members that ‘WC vould prepare ahd distribute a suixz.?ry 
of the results of our sur’ley. The responses to the cuestion- 
naire showed that the majority of the respondents: 

--Atidi ted only a small number of agency financial reports 
suhrl;tted to Treasures. 

--Reviewed accc..lnting system$ prodJc.ing the reports occa- 
sionally but not regulariy. 

--Emphasize& audits of program results ad economy and 
6.fficiency rather than audits of agency Lnsncial re- 
ports. 

The agencies included ir our sur-Jey had fiscal year 1975 
gross obilgational authority cocaJ.ing about $401.5 bllJ.ion-- 
about 90 percent Of the total grOSS obllgaticnal aurk.drity fOt 
the Government. These agencies, other than t!)e U.S. Postal 
Service, maintained 253 of ?Si, 2’ ak;uclt. 90 percent, of the 
accounting systems identified in the Cotiptroller General’s 
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Tile budget and Xccoclnting Procedurr-s Act of 1.950 makes\ 

the head of each executive agency responsible Ecr establish-', 
ing and maintaining adeg:ate systems of accounting and ineer-' 
nal control. The se sys terns must conform to the accounting 
principles, standards r and related re~ui rements prescribed 
by the Co:Jptroller General in accordance with t&bar- law. 

The purposes of accounting systems, as sFecFfied in the 
1950 act, include prov-ding full discl.osure of the results of 
financial operations; adequate financial information needed 
in the manaqement of operations and the cxec*~tion of khe 
bt21qek; effective control over income, oxpendit>res, funds, 
property, ar,d otlher assets, inciudin-q appropriate internal 
CW”.Ft ; and suitable integration with the central accounting 
of the Treasury from Which consolidated retorts of the Gov- 
ernment are developed. me 1950 act asshqr,<d the resconsibil- 
ity for przpsraticn of consaliddted financtdl repcrts of the 
Government to the Secretary of ehe ?'re~sur:i; 

As stated in GAO's state.zent of basic ?rinciFles, starrd- 
ards, aad concepts of "Internal Auditing irr Federal Agencies" 
iAUsUSt 19731, the work of t;"Ie interna! auditor should include 
&a&nation and testing of accounting a;Td other records and tie 
related procedures underlying the agency's management informa- 
tion s'ste.m to es.tsbiish the reliability of the data used by 
management for internal purposes and for external reports. 

The 1950 act requires that, in determining tie audit 
procedures to be followed in our reviews of accounting sys- 
terns, we consider t smong other things, tie adecuacy of inter- 
nal audit and controln. We were, therefore, interested in 
obtaining general information cn the extent and frequency of 
internaL audits of (1) financial reports that agencies are 
required t3 submit to Lhe Treasury and (21 ttle accounting 
systems c,hich ?rMuce the reports. 

_- 



A summary of the ros;onses to our questionnaire Lollows. 

The westionnaire lis red 16 financial repcrts (see 
enc, II) that agencies were required to submit to Treasury 
throughout tAe fiscal year. For t!!e 16 financial retorts 
listed in enclosure IV, reportirq entities were required to 
submit -a .tot21 of &cut 2,000 fir.a,ncial ra~orts 1/ for 
fiscal par 1974. 

We asked ati.2 reiwndonts to identify audits they made 
durjncj the 2-year period ended June 30, 1973, which included 
coverage cf L.!!e financiai reports listed in t;ze queszion- 
naire. The fcllowing table summarizes tid2 number of finan- 
cial reports included in these audits. 

Financial reports 
included 
in audits 

Percent of 
t.otal repor rLs 

FiscA year submitted 
audited Number (note a) 

1974 64 3..20 
1973 79 3.95 
1972 26 1.30 
1971 and prior 7 .35 _I. 

a/Computed on the basis of 2,030 reports for es& fiscal 
year. 

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

r/No agency uas required to submit all 16 reports, but so;ne 
made similar reports for separate entities v+itthirr the 
agency. Qeports su3~ittea more frequently than annually 
are included only once. 
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--The frequency of audits of agency financial repcfts 
submitted to Treasury. 

--The reporting of results of audizs of agency Einan- 
Cid. repc?its to Tr2asu;y. 

--The extent of reviews made of accountir.g systems. 

The foll?wi;:g table sunwrize~ t!le quesrionnaire TC- 
sponse5 coflcerning tie audit pc;licies of the respondents. 

Audit oolicies 

Auditing agency financial reports 
submitred 20 Treasury : 

On a cyclic31 basis 
Occasionally bI;t not regul;irly 
Did got audit 

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

Reported re:.uLts of all acditc 
Reported identified adjustments 
Did not report results of au- 

cfits 
Did not audit 

Reviewing accounting systems: 
On 'I cyclical basis 
Occasionally but not regularly 
Did not review 

Resnogses 
FJumbor Ferc~nt -- 

a 22 
15 42 
13 36 --s. 

36 100 - - 

3 
L 

18 
17 L.-e 

36 - 

10 
2 4 

2 - 

36 

d 
6 

28 
66 

6 



Although the responses showed that it 525s the policy s? 
23 of 36 Eespondents to audit agency finalIcia repcrtsf or?::1 
a smll nu;FAer of requirsd reports was being audited each 
fiscal year. (See table cn p. 3.) 

The respondents who reported that audits df fins.vial 
reports were aade on a cycle basis (22 percer?t of tk? re- D 
spor,ses; indicated they used the following cyclical periods. 

Cwzle -- 
Number of 
resKJonses -- 

Ai-lni?ally 3 
Eveq 2 years 2 
Every 3 years 1 
Every 3 to 4 years 1 
Every 7 years 1 

Of the respor,ses, 34 o~:t of 36 showed that it was the 
respondents' oolicv to review accountir,g systms cyclically 
or occasimaliy. Of these I 10 respond& that it was their 
policy to make reviec/s sn a cyclica' bssiz. as follows: 

Cycle 
Numboc of 
resmnses -m 

Annually 
Every 3 years I" 
Every 4 to 5 years 2 
Every 5 years 1 
Every 7 years 1 
Cycle not specifiti 1 

The ozher 24 respondents stated thst accounting systens were 
reviewed occasiocally. 

RESPCNCE~'?S' PT,RNS TO -. 
CHANGE: TYEI El .iUDIT POLICIES -- 

Ke asked the respo:.dents to tell us of any planned 
changes to their atidit policies regardlag agency financial 
reports. Of the responsesI 9 out of 36, or 25 percent, _ . SnOwec? tnat the:1 :I a ,ned to change their audit golicias -nd 
to autiit pore qency financial reports in me or aore of t:Te 
followir,g xays. 

--Eiaphasize financial - xznace;rlent audits at computer 
centers. 
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--Hake surveys of tne accuracy of internal reports used 
to prepare Treasury reporx. 

--Audi* the Yearend Intfgration of Agency-Treasury Data 
repo& 3nce every 5 fiscal years. 

--Establish an audit program for headquarters opera- 
?ions, which will include 2 review of some reports 
submitted to Treasrtry. 

- -Audit ac;cn.cy finailcial reports submitted to Treasury 
on a cyclical basis. 

If respondents did not audit their age2cy's financial. 
repcrts during [iscal years 1973 arid i974, we asked them to 
inc3icate their reasons. The following table suxzzarized &Lheir 
responses, some of which inclufled n;ore than ox reason. 

Primary emphasis placed on a:cgram 
re.suL% and economy anri etficiency 
audits 

tack of manpo;der 
Cycie review not scheduled in the 

2-year perior! ended June ‘0, 1974 
@x.stion not answ.erzd 

In addition to the results of our survey, I would like 
to bring to your attention tie follo>ling zatters for consid? 
eration in planning futl;re zudi;j of accounting systems and 
financial reports. 

The fact that GAG continues to re?orz major deficiencies 
in accounting systems (sucll as overobllgation of appropria- 
tions, fail-cre to acccu!.C, for property and other assets, 
improper expenditures, rnd inadequate crn’croi over receipts) 
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emphasizes the Reed for an evaluation of internal audit 
coverage of the financial management area. 

Further, the ne,:d to insure that adeuuate accountin:;. 

3 
controls and sound ,Zinancial reporting exist in the Covern- 
merit was c, c?raQi 

d 
pointed out recently by Arthur Andersen En Co. in its 

inquiry into accounting contr0l.s an, A financial reporting of 
the Government. Refe?rrir;g to Governznent accounting systems 
in its booklet, I' Arthur Anderse? 5: Co. stated that: -' 

"The accounting system should contain internal 
checks and balances to assure reliability of the 
data produced. Such internaL ccntrcls shozid br- 
supplemented by annual Einanciai audits." 

L\* 
Treasury Sncretary XLlliam 1. Simon, in his statement 

before the ifouse Committee on Appropriations on Jaru111~ 27, rs! cc3tis 
d----. and 28, 1976, said that Treasury planned to publish accrual 

statements on a consolidated basis foe the Federal Gcvern- 
ment as a whole, This action, we believe, highlights the 
need to insure through audit that the statements submitted 
to Treasury for consolidation are accurate. The date for 
the first of these publicatiotis--for the fiscal year ending 
September 3C, 1977--is early in 1478. 

COMCLOSIONS 

The responses to our questionnaire and other consider- 
ations set forth above indicate a need for increase3 emphasis 
on audits of agency financial reports required by Treasury 
and reviews of accounting systems that produced the reports, 
to provide more effective control over, and accountability 
for, all firnds , property, and other assets for which agen- 
cies are responsible. Further, Treasury's plan to publish 
accrual statements on a consolidated bdSiS makes this in- 
creasingly important. 

8ecause we did not perform a detailed re'7iew of the 
internd audit function at the agencies respondirq to our 
questionnaire, we are not making arly recommendations at 
tiic time, but will be inquiring into this and other ques- 
tions resulting from the questionnaire responses during OUT 

L/"Sound Financial Reporting in the PgSlic Sector, A Pre- 
requisite to Fiscal Responsibility," Sept. 10, 1975. 

-- 
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We are sending copies of tkis letter to the Fiscal 
Assistant Secretary of the Treasury; the Director, Of2ice ’ 
of XanagemeJ;t and Budget; the Chairman, Federal .;iudit 
Execut i-ze Cocncil ; and the 36 participating respondents. 

We thank you fur your c0opeiati0n in ccxc,let;nr; k-he 
+Je.StiCYUUlL-fL?. We shall nppre ciate receiving your cLcm:erlrs 
on the matters discussed in this letter * 

2. L. Scaritlebury 
Directos 

Fnc.:osures - 2 
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1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 

1:: 
11. 
12. 
13. 
14. 

Department of t!!e Air Force 
Department of Agriculture 
De;3artment of the Army 
Departxnt of Corrmcrce 
Depsrtnent of Defense 
i)cpartr;;ent of Bealth, Education, and Welfare 
Deo1rtmer.t of Eousing and Urban Development 
Deb>rtzent of the Interior 
Department of Justice 
Department of Labcr 
Department sf the Navy 
Department of State 
Department of Transportation 
Department of the Treasury 

a. Office of tie Secretary 
b. Bureau of Alcohol, Tobacco, and Firearms 
r . . Ccstons Service 
d. k3urea.u of Engraving and Printing 
e. Bnreau of Government Financial Oc~xations L 
E. Xnterne: 2evenu.e Servrca 
57. Bureau <f the Yini- 
h. But-em of tke Public Debt . 
i. U.S. Secret Service 

15. ACTION . 
16 D Civil Aeronautics Board 
17. Environmental ?rotection Agency 
i8. Federal Power Commission 
19. General Services hdministr2tion 
20. Interstate Commerce Commission 
21. National Aeronautics and Space Administration 
22. National Science Foundation 
23. Small Business Administration 
24. Smithsonian Institutisn ' 
25. U.S. Civil Service Conxission 
26. U.S. Information Agency 
27. D . S. Postal Service 
28. Veterans Administration 
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Code oc 
EoKGl 

rruP~er 
(note Y) 

S? 220 

statc*r*rle of fncoma =ad 
Reta~nod Earnings 

Statewi,t of TranCactlons Activrtres for whom 
Tredsucy d;sDurses 

Accountable officers 

176 

90 

993 

67 

53 

5L 

3 

7 

3 

110 

146 

SF 221 

SP 224 

SP 22s Report on Obligations 

Sf 1219 Staemant of Accountaoil- 
1ty 

Stzi:a%nt of Transactkons SP 1*20 

DO 33234 StAtemerle 0-F rransact1ons 

‘30 L363 Statement of Transactions 
and Acrountaaillty (3111- 

tilry1 

statemar.- of Tracqactizns 

Year-?r;d :nceqratim of 
Agency-T:easury oaea . 

leoort of Sele-ted Bai- 
ankfw for Statin 3udg’f’: 
Resclts on the Accrw~L 
eis1s - hppropciatloni 
anf Fund Xccounts 

oeparcaent of Defense 

All aqenclcs 

BA 5727 

Al1 agencies 146 BA 5728 Report oe Selected ml- 
mces for Siarinq budget 
;te5UltS OR ‘&C k.XrUdl 
adsl3 - Ccnecal, Special 
and Trust fund Rarelpr 
Accounts 

3s 
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?ederal Atd to States Annually 

Annually 

Actfvltles pcovidinq 
aid to States 

Aqencres having for- 
e1ql currency actl’ 
1t1es 

Aqencles havlnq Eor- 
erg” curzency .3ct1v- 
1r1es 

A 

B Annual Report on Unflrnded 
Porezqn C.rrrencf Reserva- 
t*on AcCoUntS 

C Repocc on Overseas Expend- Annually 
z:utes and Forerqn Curren- 
cies XvaLLAole foe con- 
YBL-31‘R 

D Report of Zstiaated For- Annnual ly 
elgn C;rrrency Collections 

17 

47 Agencies !mvlng JC- 
elm currency activ- 
ities 

tde?::f;eC vith 3 Letter code. a/Focn nunbars Y~CC not estsbLished for reports 

_c/Pach reporttng entity was required to submrt a final repo,r: for each frsc~l 
year. 
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