
I 

NOTES ON RELATIONSHIP BETWEEN INTERNAL 
AUDITORS AND INDEPENDENT AUDITORS 

Assistant Comptroller General 
U.  S .  General Accounting Office 

Washington, D.  C .  Chapter - The Ins t i tu te  of 

I 

I 

F i r s t ,  I would l ike  t o  congratulate those who are here 

t o  receive recognition as cer t i f ied  internal  auditors. This , ...* 

new program of The Ins t i tu te  of Internal Auditors represents 

a goodly step forward and it should help to  further establish 

and enhance the prestige of internal  auditing as a recognized 

l 

8 
profession. 
I 

Second, speaking not as an internal  auditor but as a 

representative of a major independent auditing organization-- 

the U.S. General Accounting Office--1 want t o  say forthrightly 

that  internal  auditors are  very important people. We l ike  

them. We even have a group of them i n  GAO. 

)Internal auditors are--or they should be--an important 
/ - J 

p a r t  of the management control system of the organization 

they serve, providing independent evaluations of performance 

of a l l  kinds within the organization for the benefit and use 

of management of f ic ia l s .  

i 
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In nongovernment organizations they are also important 

to owners, investors, directors or trustees, creditors--and 

even to taxpayers, whether they know it or not. 
i -- 
c 

I 
L 
i Finally they are important to independent auditors. 
1 

Practicing CPA's make good and full use of the work of internal 

auditors as a simple matter of generally accepted auditing 

procedures. 
i 

GAO, as an independent audit agency in the legislative 
-I 

branch of our Government,has as its biggest ,job the responsi- 

bility for auditing the affairs of  almost all Federal agencies 

and providing the Congress with information on how well Federal 

agencies are carrying out their financial, management, and 

program responsibilities. Carrying out this responsibility 

in this day and age of a $270 billion Federal budget can be no 

slight task, 
audits to be made--and the extent of the audits made--is the 
adequacy of the internal auditing being performed in the many 
Federal agencies. 

A very important factor in our decisions on specific 

Internal auditing-in the Federal Government--like the 

girl in the cigarette ads--has come a long way since the 

1940 's  when the first great strides toward modernization of 

the Government's financial management system were taken. 
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8 The caliber of internal audit staffs and their stature 

within their agencies have vastly and steadily improved. 

Their constructive contributions to improved management and 

increased efficiency across the wide spectrum of Federal 

Government operations are numberless and immeasurable but 

substantial nevertheless. 

Many factors have contributed to this progress--such as 

enlightened management concepts, legislative expressions, 

congressional committee interest, and the aggressiveness 

and persistence of individual practitioners. Another 

important factor which I have no hesitancy in emphasizing 

has been the almost constant drumming of the GAO for stronger 

and stronger internal audit systems in a l l  Federal agencies. 

8 
This activity began in earnest with the modernization 

of the accounting and auditing operations of the GAO which 

began right after the ending of World War 11. 

Some examples can best show the nature and degree of 

persistence of this a&ivity--and here I find it useful to 

delve into some history. 

CB One of the first major GAO reports sent to the 

Congress under Government corporation audit legis- 

lation enacted in 1945 was on the old Reconstruction 
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Finance Corporation. This report--a  modest 10 volumes-- 

highlighted a l o t  of problems as GAO then s a w  them i n  

the  way t h i s  corporat ion was being managed and operated 

and one of them w a s  t h e  i n t e r n a l  audi t  system. In  
-- 

language much less p o l i t e  and res t ra ined  than we 

use nowadays, the  r e p o r t  s t a t ed  t h a t  the  i n t e r n a l  

audi t ing "was administered unaggressively, without 

adequate imagination, and w i t h  considerably l e s s  

usefu l  over-al l  r e s u l t  than the Corporation would 

have been j u s t i f i e d  i n  expecting." 

, -. 

We urged a ma jo r  

red i rec t ion  of the  i n t e r n a l  audi t ing e f f o r t  and i t  

d id  take place.  

o Another of the  b ig  Federal  corporations of t h a t  era--  

and s t i l l  going strong--was the  Commodity Credi t  

Corporation. GAO'S f i r s t  audi t  repor t  on t h i s  cor-  

porat ion under the  1945 l e g i s l a t i o n  chided it f o r  

immersing i t s  i n t e r n a l  audi tors  i n  adminis t ra t ive 

d e t a i l s .  

t i m e  on checking operating and accounting procedures 

One r e s u l t  w a s  t h a t  they spent t o o  l i t t l e  
- - -  

and the  system of i n t e r n a l  cont ro l  and, as the  repor t  

s t a t e d ,  they gave "scant a t ten t ion"  to f inding out 
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whether "program a c t i v i t i e s  were being carried 

ou t  i n  accordance with the in ten t  of the board 

of d i rec tors .  

1949 was the year the J o i n t  Financial Management 

Improvement Program was launched by Comptroller 

General Lindsay C .  Warren, .Secretary of the 

Treasury John Snyder, and Director of the Bureau 

of the Budget James Webb. The basic philosophy 

of  t h i s  program has always included recognition 

of the pr inciple  t h a t  a good accounting system 

must be subject to i n t e rna l  audit  review i n  order 

t o  check compliance with established pol ic ies  and 

1 1  

_* 

procedures, evaluate r e l i a b i l i t y  of f inancial  re- 

por t s ,  and ident i fy  improvement p o s s i b i l i t i e s .  

This concept i s  s t i l l  a v i t a l  par t  of t h i s  cooper- 

a t ive  program. 

In  1950, the Comptroller General's comprehensive 

report  on the o l d  Maritime Commission came o u t .  

Among the many management problems described w a s  

' t h e  complete lack of i n t e rna l  auditing. 

- .- 

The r e p o r t  

emphasized that "the in t e rna l  a u d i t o r s  m u s t  possess 

the  inherent a b i l i t y  t o  appraise the adequacy and 
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effectiveness of the internal records and pro- 

cedures and to appraise performance under the 

Commission's policies , -plans-; and procedures ." 
o In 1952, the Comptroller General published an 

important circular to the heads of Federal agen- 

cies on the contribution of accounting to better 

management. Among the basic tenets stated was 

this one: A broadly constituted internal audit 

program provides the administrator and his sub- 

1 1  

- ., 

ordinates not only with the auditor's findings on 

financial transactions but also with objective 

views of the manner in which policies and proce- 

dures, whatever their nature, have been carried 

out along with recommendations for improvements. '" 
6 In 1953 occurred one of the little known and now 

almost forgotten incidents involving GAO'S strong 

support of an internal audit organization. It 

occurred saon-xfter the first Eisenhower Adminis- 

tration took office in January 1953. The then new 

Secretary of Agriculture , Ezra Benson , asked that 

GAO make an audit of all of the corporations and 
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lending agencies of the Department of 

Agriculture as of January 31, 1953--represent- 

i ng  about the d a t e  of changenver i n  adminis- 

t r a t i o n s .  He l i s t e d  9 d i f fe ren t  organizations 

in the Department whose asse ts  were measured 

I in the b i l l i o n s  of d o l l a r s .  

This w a s  an impossible task for  GAO t o  perform 

with the resources then available and because o f  

other  audi t  respons ib i l i t i es .  
~ - '  

We took the position 

I that the assurances tha t  the Secretary was. looking 

fo r  could be j u s t  as s a t i s f a c t o r i l y  obtained - i f  he 

used the not inconsiderable in te rna l  audit  resources 

o f  h i s  own department. We t o l d  him frankly tha t  i n  

carrying out our a u . d i t s  we placed great re l iance on 

t h e  work done by the Department's own audit  and in- 

ves t iga t ive  s t a f f s .  We pointed out t ha t  we had found 

such rel iance generally t o  be j u s t i f i e d  and tha t  one 
- - 

of our major cr i t ic isms was tha t  management o f f i c i a l s  

d i d  not  always take proper advantage of the findings 

! 

f 
I 

reported t o  them by t h e i r  auditors and invest igators .  
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The Secretary accepted our a l te rna t ive  suggestion 

tha t  the auditing he wanted done be done by depart- 

mental in te rna l  audi tors ,  with some GAO oversight. 

We have been t o l d  t ha t  t h i s  incident helped great ly  

i n  improving the s t a tu re  of i n t e rna l  auditing i n  

l t h i s  department, which subsequently developed i n t o  

one of the best  in te rna l  audit  organizations i n  t h e  

Federal Government. 

In  1957, during the tenure of Comptroller General I ..., 

Joseph Campbell, the GAO published a comprehensive 

statement of basic principles and concepts of i n t e r -  

n a l  auditing i n  Federal agencies. This statement 

was widely dis t r ibuted and used within the Federal 

Government i n  t ra ining programs and i n  acquainting 

management o f f i c i a l s ,  members of  Congress, and in t e r -  

n a l  audit  s t a f f  members with the elements of  strong 

in t e rna l  audi t  systems. 

- - 
In  1963 the House Cornittee on Government Operations 

came out with a vigorous c a l l  for  a fur ther  strengthen- 

ing of Federal agency in te rna l  audit  systems, endorsed 

the 1957 GAO statement, and s ta ted i t s  own version of 

the fundamental requirements of sa t i s fac tory  in t e rna l  

r 
audieing . 
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o, I n  1968, the GAO statement of basic principles and 

concepts for  in te rna l  auditing i n  Federal agencies was 
8' 

substant ia l ly  revised t o  r e f l e c t  the experience gained -- 

i n  the 10 years since the or iginal  statement was published. 

EI From 1966 t o  1969, during the f i r s t  years of the term 

of the present Comptroller General, Elmer B .  S taa ts ,  

the GAO made special  reviews of a l l  major in te rna l  

audit  systems i n  the Federal Government. One review 

_ c  covered f ive  of the major in te rna l  audit  organizations 

of the Department of  Defense and the report  concluded 

t h a t  these systems were generally sa t i s fac tory .  A l l  

i n  a l l ,  a t o t a l  of 35 formal reports on t h i s  work 

during t h i s  period were prepared and almost a l l  of 

these contained recommendations of  one kind o r  another 

fo r  improvement. 

Q Right now, i n  1973,  we a re  i n  the m i d s t  of a major 

survey of the adequacy of i n t e rna l  audit  and other 

i n t e rna l  review systems of a l l  of the principal 
- .- 

departments and agencies who make grants of  Fede ra l  

funds. 

w i l l  be published within the next few months. A 

This work i s  nearing completion and r e p o r t s  

major purpose of t h i s  survey i s  t o  provide the 

Congress with up-to-date and evaluated information 
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about these systems and t h e i r  capacity t o  pro-  \ 
vide e f fec t ive  audi t  services i n  programs which I 
involve grants of Federal funds of around $40 

b i l l i o n  a year. 
-- 

Last year--in 1972--another landmark statement on audit-  

ing by the Comptroller General w a s  released. This one dea l t  

with standards for  auditing governmental operations i r r e -  
i 

spective of  who makes the audits or  what level  of government 

i s  being audited. 
r -’ 

The statement i s  not prescr ipt ive but i t  does point the 

way t o  the future  of governmental auditing, including i n t e r -  
i 

nal  auditing, par t icu lar ly  with respect t o  the scope and 

objectives of audi t .  In  b r i e f ,  as most of you know, it  

c a l l s  for  -audits not only of f inancial  operations including 

compliance with lega l  requirements, but evaluations of the 

efficiency and economy with which operations a re  carried out 

and of progress .or accomplishments i n  achieving established 

objectives.  These standards have been integrated in to  our 

e a r l i e r  statement on in te rna l  auditing concepts and a new 
- 

version w i l l  be published i n  the near future .  

Our in t e re s t  and concern with the qual i ty  and usefulness 

of in te rna l  auditing i n  a l l  Federal agencies has t o  be 
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8 '  uqflagging, I if we in GAO are to do our job properly. A s  

a h atter of our own audit policy, we keep in close touch 

with internal audit organizations to--keep abreast of their 

plans and programs, their findings and recommendations, and 

their problems. We use the results of their work when appro- 

priate and by referring t o  it in published reports we add 

visibility not only to the existence of internal auditors 

(whose reports are seldom made public) but to the concept 

that they are an important part of a management control sys- 

tem. 

Some recent examples : 

e In June 1973, the Comptroller General reported to 8 
! the Congress on progress and problems in achieving 

the objectives of the School Lunch Program--an 

important nationwide program administered by the 

Department of Agriculture and involving annual Federal 

expenditures of well over $1 billion. 

referred to findings of the Department's Office of 

The report 

Inspector General a year earlier on the limited 

efforts being made by the Department to extend 

the school. lunch program to private schools. 
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o In July 1973, a GAO report t o  the Secretary of 

Health, Education, and Welfare on the need for  

be t te r  management of health research equipment 

by grantees described ear l ie r  findings by the 

8 -  
-- 

HEW Audit Agency on inadequate monitoring of 

grantee property control systems. 

Q Also i n  July 1973, the Comptroller General's report 

t o  the Congress on the foreign aid program i n  Brazil 

mentioned a report by the A I D  Inspector General which 

recommended suspending U.S.  loans for school construc- 

t ion u n t i l  the borrower assured a satisfactory level 

of performance. 

Not always d o  we find internal  audit performance t o  be 

a l l  that  w e  judge it should be. And true t o  our place i n  the 

scheme of things, we can usually be depended upon t o  say some- 

thing about what we found and t o  make recommendations for  

improvement. A couple of examples : 

e Earlier th i s  year, i n  auditing the financial  
- ..- 

operations of the National Bureau of Standards, 

'we found that  there had been no recent int.erna1 

audits of p a y r o l l  operations and, with one minor 
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8 exception, no audits of accountable of f icer  func- 

t i o n s ,  ?‘e regard these omissions a s  serious and i n  

t h i s  case w e  suggested t o  the d i r e c t o r  of t h e  Bureau 

that the management par t ic ipa te  more act ively i n  

t h e  in t e rna l  audi t  planning t o  provide be t t e r  assur- 
l 

ance tha t  i n t e rna l  auditors would cover a l l  Bureau 

a c i t i v i t i e s  and thus be a more effect ive par t  of 

t he  Bureau’s management control system. 
- .- 

fa Our report  on the audit  of the Student Loan Insurance 

Fund f o r  1 9 7 1  and 1972 contained somewhat of a r a r i t y  

i n  audit  opinions. It stated tha t  the f inancial  

statements d i d  n o t  present f a i r l y  the f inancial  

posi t ion and r e su l t s  of operations of the Fund. 

The reasons were many as were our recommendations 

f o r  improvement. We also suggested tha t  the HEX7 

Audit Agency be d i r ec t ly  involved’ i n  resolving the 

problems encountered and advise on progress being made 

t o  improve, provide technical. ass is tance,  and propose 

recommendations on additional f inancial  and 

operational matters where improvements were called 

f o r .  
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We i n  GAO never qui te  leave the subject of in te rna l  

auditing for  very long. Before leaving it fo r  now, however, 

I would l i ke  t o  r eg i s t e r  a few suggestions for  i n t e rna l  

auditors t o  include i n  t h e i r  long l i s t  of concerns. 

Q Make sure,  as best  you can, that  you r ea l ly  have 
I 

I the ears of the t o p  management and they a re  given 

every opportunity t o  par t ic ipa te  i n  planning your 

audit  program. 

Experimental Test P i lo t s  not long ago, the 

In  addressing the Society o f  
-.I 

Comptroller General called at tent ion again t o  t h i s  

most important point.  He remarked t h a t  the in t e rna l  

auditor must have the ear of h i s  company president-- 

o r  the t o p  man in h i s  government agency--if h i s  

information and advice a re  t o  be e f fec t ive .  

e Although independence of operation i s  e s sen t i a l ,  

don't  be s o  detached as t o  be above constructively 

helping o f f i c i a l s  a t  a l l  levels  t o  improve t h e i r  

performance. 

i s  t o  provide constructive as well as protective 

assistance t o  the organization and management served. 

Take a dim view of waste and inefficiency and ineffect ive-  

ness i n  any form i n  t h e  organization served. 

.- 

The name of t h e - i n t e r n a l  audit  game 



e Don't overlook the need t o  provide a constant 

check on f inanc ia l  operations, on the  adequacy of 

accounting systems and re la ted  control procedures, 
-- 

and on the r e l i a b i l i t y  of f inancial  and other reports 

used by managers i n  conducting t h e i r  a f f a i r s .  These 

a re  a l l  important g r i s t  f o r  the in te rna l  audi tor ' s  

m i l l .  

e Develop all the necessary technical proficiency 

t o  review the use and operation of electronic 

computer systems. The notorious Equity Funding 

Life Insurance Cmpany scandal, which involved 

over 60,000 bogus insurance pol ic ies ,  would probably 

not have gone undiscovered so long i f  the audi tors ,  

both in te rna l  and external,  had r ea l ly  checked out 

how the computer system was being used. 

Yne Federal Government i s  a large user of computers 

and has many large,  complex systems. They must be 

no less  subject t o  expert audit  t es t ing  for  adequacy 

i 

of controls and prcpriety of  use than other types of 

systems. 



These suggestions def ini te ly  are not a complete inven- 

t o r y  of a l l  the matters that  internal  auditors must worry 

about. But t o  me they stand out a s s p e c i a l  concerns for 

all internal auditors--and par t icular ly  for those who, 

l i k e  you th i s  evening, are adding the mantle of cer t i f ied  

internal  auditor t o  your other distinctions and accomplish- 

ments. 

8 




