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ADDRESS BY THE
COMPTROLLER GENERAL OF THE UNITED-STATES
' “ELMER B. STAATS
BEFORE THE FINANCIAL MANAGEMENT INSTITUTE
OF THE PUBLIC SERVICE OF CANADA,
OTTAWA, CANADA, SEPTEMBER 26, 1974

“RECENT DEVELOPMENTS IN FINANCIAL® MANAGEMENT
IN THE UNITED STATES!

My purpose today is to provide what might be termed a progress répoff
on what is happening--and what we are éttempting to accomplish--in the area

of financial management in the United States. In touching-on several aspects

of this subject, I hope to provide a basis for dialogue over the next two

days to which I look forward, recalling the_many profitable discussions which

. 1 have had on a variety of subjects over the years both here and in Washington.

My first visit to Ottawa took place in 1941. I came .here to learn what
I could and to compare U.S. and Canadian experience in controlling prices and
iﬁvdealing with commodity shortages--topics which are high on the agenda of
both our governments today. From officials 1ike Arnold Heeney and Donald
Gordon, I learned much and obtained my first insight and admiration for the
calibre of the Canadian public service. I have learned much from my friends
in Canada since that time and know that I shall go‘home from this meeting
with new insights which will serve meqwell.

One of the anecdotes about Qgpada which we, south of the bordé;, enjoy,
concerns an Amerfcan couple whd wenaErOSsing this country for the first time
in one of your splendid trains--splendid by our standards,.anyway. They were

at that point on the prairie when one wonders if that is the end of things

when the train stopped at a station. "Go ask sdmebody where we are," the
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wife said. The husband did so and the answer from a man on the p]atfdrm

was this: "Saskatoon, Saskatchewan." That is all he said. The husband

‘ returried and told his wife. "I don't know where we are, they don't speak

English here.“ So I will do my best in speaking this morning to use plain,
simple words onxa pretty techniéﬁ] subject being well aware, of course, as
Professor Henry Higgins says in "My Fair Lady" that in America we haven't
used English for years. '

FINANCIAL REPORTING

I begin with the subject of financial reporting. Whether we are talking
about government operations or industry--financial management rests largely
on the availability of reliable information.. Managers need reguZarZy reported

information for internal use in carrying out their fesponsibi]ities. In turn,

they are responsible for informing outsiders on-their operations. Obviously,
the principles and standards on which such reporting is based are important.
My good friend, Ralph Kent, President of the Financial Accounting -
Foundation, has given us a clear definition in these words:
"Accounting standards used by business enterprises
in reporting their operations are important to share-
holders, credit grantors, governmental agencies, and
the public at large. Public confidence in these reports
must be assured if a system dependent on broadly based
capital investment is to function properly."
Generally, I take the view that the quality of reporting on the financial.
operations of American business is as good or better than anywhere else in the
wqr]d. However, that is not to say that there are not many problems that beset

current day corporate financial reporting in the U.S.
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Some of these problems have come about as a result of the 1ncreésing size
and scope of business operations and the incréasing complexity in bu§iness prac-
tices and organizations. An example is the evolution of multinational enter-
prises and what is sometimes called conglomerization. Other problems have

-

evolved as a result of questions as to whether existing accounting principles

* and standards are adequate to cope with the realities. Then, too, there have

been incidents of inadequate auditing that have created serious questions in

" the public mind as to the reliability of what is reported. The Equity Funding

Case is becoming a celebrated example.

Fof“han}M§eafs tﬁéfAEcodnting Principles Board--an arm of the American
Institute of Certified Public Accountants--took responsibility for defining
acceptable accounting principles for corporate financial reporting. This board
did make some progress in a difficult area of operation. However, doubts gfew

uaS'to;its:abiTity to effectively éope witﬁ the growing volume of problems
needing attention. In part<these doubts were fueled by recognition that the
part-time board members were mostly members of public accounting firms who
were actively engaged in audits of financial statements of companies whose

practices were directly affected by the decisions of the board.

THE FINANCIAL ACCOUNTING STANDARDS BOARD SRR

These doubts led to the creation of a special study committee chaired by
a formér commissioner of the Securities and ExchangeACommission:-Fkancis Whéat--
to make a thorough study of the machinery for establishing accounting principles
and to make recommendations for improvement. That study group completed its
work in 1972 and recommended the establishment of a completely independent

organization which was promptly created. This is the now well-known Financial
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Accounting Standards Board. The board has 7 full-time members and a-staff
to take the lead in developing and refining accounting standards. It got
underway last year and chose several difficult but pressing accounting
problems to resolve.

- This {s not the occasion éo review in any detail the work of that board.
It is quite active and a great deal of public information about its operations

is available. Its field is a difficult one. New aé it is, the Financial

Accounting Standards Board already has come in for criticism:

--from some quarters for not moving fast enough;

~-from others for responding to such criticism and not
delving far enough into troublesome issues.

1z -

3 THE SECURITIES AND EXCHANGE COMMISSION
Another organization deeply concerned with corporate financial reporting
is the Securities and Exchange Commission. This~Federa1 agency is charged
with regulatory authority for protecting fﬁéfﬁnterests of the public and |

investors against malpractices in the securities and financial markets.

I Eou]dn't begin here to outline the scope of its operations adequately but

it definitely is a faé%ﬁr in the quality of financial reports issued to the
public by private enterprises. The Securities and Exchange Commission has
authority to prescribe accounting principles and standards for private enter-
prises but does not do so. As a matter of po}icy, it prefers to leave this
job in the haﬁds of the accounting profession. However, it keeps a close eye
on this work and it issues many statements that have a strong impact on report-

ing practices.



The Securities and Exchange Commission also has a pronounced ihpact
~on the work of public accountants who express opinions on the financial
reports of private enterprises. This segmenf of the accounting profession
has come in for its share of Qiscomfort in the last few years as a.result of

]aw-Suits filed by disgrunt1ed_5hareh61cbr groups claiming that they were

mjs?ed as a result of negligence by the auditors. Only last week an appeals

court in Chicago ruled that one of the Natfon's largest accounting firms

i _. could be judged an abettor to a fraud if its audit missed something important

'beCEGSé of lack of due care and ordered a trial to rule on this question. |
As is true of so many events these days, a few cases involving law suits

get national and even international publicity. These create a serious degree

Aof adverse opinion whereas tﬁe thpusands of cases of good practice escape.-
public notice almost entirely. Nevertheless, we all learn more from our
critics than from those who praise us. Where law suits have occurred, the
charges have been studied in depth and the practices that led to the charges
have also received penetfating atfention.- This has been healthy even though
uncomfortable to some members of the accountjng profession, particularly some
of the large public accounting firm§. '

The present Chief Accountant of the Securities and Ekchange Commission,

John Burton, not long ago characterized 1974 in the United States as the year

of the auditor. He was referring to the fact that the auditing profession

e,

must Took inward at some of its policies and practices and do a better job
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“of protectiryg the public. He identified such problems as:
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" --The need for improved quality control and the problem
of professional discipline.

"~ =-=~The need to reconsider the historic posture of CPAs that
detection of fraud is not what they as auditors are res-
ponsible for flnd1ng

-

" --The need to assume greater responsibility for reviewing
" all public financial reporting of companies--not just
- year-end eeperts or those related to financial operations.
--The question of independence of auditors, particularly the
lack of appearance of independence that comes about because
the auditor is paid by his client. :
As the independent auditor in our Federal Government, we in the General
Accountihg Office are much interested in these concerns: In part because of
their relationship to the whole subject of .protecting the public through

independent checking and full disclosure. And in‘part because more and more

-1ndependent public accountants are involved in.making audits of government

operations at State and local levels where, in recent years, there have been

large infusions of Federal funds through outright grants and revenue sharing.

THE FEDERAL TRADE COMMISSION o - M

Line-of-Business Reports

I turh, brief]y,.to a higher controversial development this year involv-
ing the Federal Trade Commission. Under a recently enacted law, a U.S..
regulatory agency may not conduct, or sponsor, collection of identical in-
formafion from 10 or more-persons or organizations unless the Comﬁtro]]er
General has made sure that certain precautionary requirements have been met
such as ascertaining that the forms and plans for collecting information
impose only a minimum burden upon business and are appropriate for the

purpose intended.
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Earlier this year in March, the Federal Trade Commission requeste& GAQ's
approval of a request for detailed financial and profitability information on
the domestic operations of an estimated 500 large U.S. copporations by product
categories, commonly referred to as the annual Line-of-Business Reﬁort

He so11c1ted written comments on this request from 1nterested persons,
organ1zat1ons, public interest groups, and businesses. We found a broad spec-
trum of support for the general concept of line-of=business or product line
reporting but strong opposition to the specifics of the Federal Trade Commission's
Line-of-Business Report.

We subsequently approved the Commission's proposal, limiting approval for
the 1973 and 1974 reporting years, realizing thaf many areas of misunderstand-
ing, Tlack of information and disagreement remained. There were cost estimation
problems for companies concerned and uncertainties, m1sunderstand1ngs and dis-
agreements regarding the re11ab111ty of the information wh1ch will be collected.
These problems, like the cost disagreements, seemed to us to be due largely to
inadequate communication and exploration between the Federal Trade Commission
and affected businesses.

The data reliability problems will make the initial responses to the

Line-of—Busineﬁs Réports questionable in our judgment. The cure to these prob-

Tems is simple but difficult to bring about. What we see as needed is extens1ve
face-to- face discussion between informed Federal Trade Commission reprééeni&ii;é;—*
and informed business representatives, for joint learning and resolution or

- compromise of the dilemmas. To be useful, these discussions need to be con-
ducted on the premise that their purpose is to find the best solution, not to

continue to debate whether the data should be collected.
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THE COST ACCOUNTING STANDARDS BOARD.  +' »=

Let me now turn to the work of the Cost Accounting Standards Board of

" which,by law, I am the chairman. This five member Board was established in

August 1970 for .the primary purpose of achieving the objectives of uniformity

and cohsistency in accounting for the costs of negotiated defense contracts.

Thus, the purpose was to have contractors account for the same kinds of costs
incurred in like cfrcumstances in the same way as well as requiring them to
account for their costs in a consistent manner from one time per%od to another.
The Board does not prescribe  accounting system; but rather sets out critéria
and standards that must be met in accounting for costs under Government contracts.

A specific requirement of the 1970 Taw deals with the disclosure of cost

accounting practices by contractors. The law requires that contractors state

in advance, in writing, what practices they intend to follow under their contracts
and also requires that the contractor indeed follow these practices. Negotiated
awards by all Government agencies exceeding $100,000, if not otherwise exempt,
aré subject to the Board's Standards.
So far, in the short period df its existence, the Board has:
--Designed a Disclosure Statement to comply with the disclosure
requirements of the law described above. We have made this
requirement applicable initially only to the largest defense

contractors and ‘to date have received about 1, 200 D1sclosure
Statements from corporate organizations.

--Promulgated Seven Standardsruwvin effect. These deal with
requirements for consistency in estimating, accounting, and
reporting the manner in which costs are charged to contracts;
the allocation of corporate home office expenses; capitaliza-
tion of tangible capital assets; accounting for unallowable
costs; designation of a cost accounting period; and the use
of standard costs for direct material and direct labor.
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“An eighthstandard covering compensated personal absence was
sent to the Congress last week and will become effective,
if not rejected by both houses of the Congress,after 60 days
- of continuous session.

--Published its Statement of Operating Policies, Procedures,
and Objectives. This Statement sets out what the Board
-understands its charter to be and explains the goals it has
established to meet the requirements of the law.

--Granted Exemptions from Compliance with its Standards only
in a few instances to classes or categories of contractors
where the Board has been convinced that it is in the best
interest of all concerned. .

The Board has currently in various stages of research and development,
standards on 15 additional subjects. Of course we have been faced with, and
continue to face, a number of problems. For example, we have been criticized

for writing standards that are too detailed. We have been criticized also

" for not being sufficiently specific in our standards. We try to write stan-

dards that deal with various subjects in a way that recognizes that contrac-

tors may follow different accounting practices in different circumstances.
We receive comments on all of our proposed standards from contractors, Govern-
ment agencies énd other authoritative bodies having similar respoﬁsibi1ities.
In many instanceé, thézéoard has had informal but detailed meetings with |
interested groups and contractors to assure us that we understand their
position.

Mention of the operations of the Financial Accounting Standards Board,
a few moments ago, suggests“that you may be curious as to how its work ties
in or relates to the work of the Cost Accéunting Standards Board. The Cost
Accounting Standards Board, on the one hand, is charged with developing and
promulgating cost accounting standards for use in the negotiation and adminis-

tration of government contracts. The Financial Accdunting Standards Board,

-9 -
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on the pther, is concerned with finénciaI accounting standards for applica-
tion in corporate financial reporting. Obviously, tﬁere are situations where
" the work of the‘twoAbcards will meet head-on. The accounting for research
and development costs, for example, is on the current working agenda of both
boardé and on which we are exchanging views and information. Such costs are
obviously not only a cost accounting matter but a concern of the financial
accountant as we11;

Our objective in the Cost Accounting Standards Board is to éooperate
fully with the Financial Accounting Standards Board on all matters of possi£1e
mutual interest. _The staffs of the two boards meet from time to time to
. exchange research data and to discuss the accoun£ing concepts of proposed

- standards.

And both boards recognize that the public interest would not be served
by issuing divergent requirements on the same subject unless it is clear that
the objectives of cost accounting and financial accounting differ with respect
to a particular subject.

THE_TRUEBLOOD STUDIES

Another project bearing on financial reporting completed about a year
ago waé the comprehensive study by the late Robert Trueblood on the objectives
of financial statements. This study identified 11 major objectives of finan- .
cial statements. The study group's report probably has not gotten\the public
attention it deéerves, but it is the kind of report that will get quiet and
deliberate study in the months and years ahead by the Financial Accounting
Standards Board and other serious students for whatever 1ight it can shed on

the kind of financial reporting that industry should be working towards.

-10 -
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The Trueblood group did not forget about the responsibilities that -
government managers also have for financial reporting. It noted that managers
of government organizations are also accountablé for their performance and
attainment of goals and therefore reporting on such accountability is just
as impbktant for them as it is for commercial enterprises. Accordingly,
they safd_that an objective of financial statements for governmental organi-_
zations is to provide information useful for evaluating the effectiveness
_iof the management of resources in achieving tﬁe organization's goals. They
also said that performance measures should be quantified in terms of identi-
fied goals. . -

This objective is a challenging one and one which governments--at all
levels--have a very long way to go to achieve. To cbmplicate the problem
further, we believe even this broad objective may not encompaés all of the
ﬁertineht objectives for such financial statements when consideration is given
to the many different types of organizations, funding arrangements and purposes
involved in governmental acfivities. We are encouraging activities of several
- organizations of governmental accountants toward further definition of the
objectivés of governméntal financial statements with the hope that their work
~ will produce objectives which we.can havé greater assurance will cover the

full spectrum of needs for financial data on governmental organizations.

-~

And that leads me to mention the status of accounting in our Federal

Government.

U.S. GOVERNMENT APPROVAL OF ACCOUNTING SYSTEMS

~ As Comptroller Generak I am responsible for approving the accounting
systems used by Federal executive agencies. Under the law, I must prescribe
principles, standards, and requirements for accounting to be observed by each
agency. I approved those systems when they are in conformance with these

standards. - 11.-
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Approval of an agency's accounéing system is given in two steps:

--A statement of principles and standards first is approved.

--Then the desfgn of a system is approved.
After systems are in operation, we review them from time to time to see if
they afe opefating in accordance with the approved design and if they are
effectively serving the needs of management. 4

As of June 80, this year, there were 284 Federal agency accounting
systems subject to approval. We had approved the principles andnstandards
for 98 percent and the detailed design for 43 percent of the systems. Our
timetable contemplates approval for all systems by 1980.

Our concern in examining accounting system designs is that the systems
_ do four- things:
. --provide full disclosure of financial results,

--produce adequate financial information needed for effective
management,

--control and account effectively for all assets, and

--serve as the basis for preparing budget requests and contrclling
budget execution.

In order to attain_these objectives, which were prescribed by law nearly
25 years ago, an accounting system must provide for recognition in an agency's
books and reeords of the significant aﬁd accountab]; aspects of financial
transactions as they occur.. This meaﬁs accrual accounting. h
The accrual basis of accounting--long accepted as standard practice in

industry--can contribute materially to effective financial control over costs

of operations and is essential to the development of cost-based budgets.

-12 -



> "With the profit motive lacking in most government operations, there is

need for a substitute. That substitute can be effective cost-based operating

budgets so that p1ahhed operating costs and units of performance can be regu-

larly comp;red with actual costs and units cf output. There is no good sub-

§?jfgte fpr cost-based budgeting and cost reports to provide the financial
information needed for effective management.

REVENUE SHARING

In 1972 the Federal Government began a 5-year proéram of financial

assistance to the 50 State governments and about 39,000 local governments
including counties, townships, and municipalities. The program is
commonly called General Revenue Sharing. The U.S. Treasury distributes

~ about $6 billion each‘yeaf to Ehese governments apqerding to a formula

jiﬁhqt cqnéidebs'poﬁu1ation, tax revenues, and per capita income.

Revenue sharing is a radical departure from~grants for specific
purposes, commonly known as "categorical granfs" such as subsidized
school Tunches and hospital construction. ‘

Under revenue sharing, a government can use Federal funds for
almost any function that it is authorized to finance with its own
revenues with a minimum.of Federal audit or fiscal controls. Revenue
sharing funds automatically are disbursed to e]iQiSle gqvernments each
quarter without the often lengthy application and approval process‘gr

- the stringent administrativé requirements that are applicable to
grant assistance. So, you see, revenue sharing in effect has shffted

to a large degree to officials of State and local governments the .

authority to decide what should be accomplished with Federal assistance.

The revenue sharing program has been in existence for less than

two years. Already certain concerns about the resu]és of the program

are beginning to surface. The most frequently stated griticisms include:

-13 -
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--The funds are not being directed primarily to the governments
that have the greatest need. Although the formula attempts to
react to need by giving more funds to the governments whose
citizens have low per capita incomes, critics state that the
large central cities should receive more funds because they
have the most pressing problems. ‘

--The funds are used too frequently to reduce local taxes or to
finance capital projects. Critics believe the funds should
be directed toward social programs which improve the status
of economically or physically underprivileged citizens.

--By allowing all governments to participate, revenue sharing
inhibits the trend that was occurring to reduce the number
and responsibilities of marginal governments which provide

~limited services. Critics state that revenue sharing as a
new source of revenue has eliminated the incentives that

_existed for marginal units of government to consolidate.

GAO is expressing these concerns, and others, in reports on these

programs, The Revenue Sharing Act expires in December 1976 and extensive

congressional debate on its renewal is exbected in 1975.

IMPROVED STANDARDS FOR GOVERNMENT AUDITING

Great changes--some refer to it as a mild revolution-~-in governmental

auditing in the Uniteq States are underway. The changes I refer to
relate principally to the scope and objectives of audit work.
Auditing used to be considered mainly the province of the
accountant and its objective was to check the regularity of financial
tfansact{bns, compliance with_app}icab]e laws and regulations, and

-~

reliability of financial reports.

- 14 -
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The scope of auditing is no longer that- restricted nor is the
practice limited to aécountants. As it is practiced in many parts of
government throughout the United States, auditing today is concerned
not only with these ear]ierﬁand important concerns but also with
whether desired results are being achieved and if efficiency and
economy is practiced in attaining those results.

Audits of this scope are far more complex and far more challenging
to the auditor than audits of financial operations, and they require
a far broader range of skills to perform.

The initiative for this change in audit scope did not come solely
from auditors. Also important was the interest of legislators and
government management officfals in whether efficient and economical
practices are being followed in pursuing prescribed goals and whether
those goa]é are being achieved.

What is expected of the modern-day government auditor in the
United States has, at my request, been spelled out by the GAO in a
statement of comp;;Hensive audit standards for government operations.
These standards specifically providé thét audits of a government
program, function, activity, or organization should encompass:

--the examination of financial transactions, accounts and _

reports including compliance with applicable laws and
regulations;

--review of efficiency and economy in the use of resources; and

--review of program results and determination as to whether
desired objectives are being achieved.

-15 -
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Needs of all potential users of audits rarely will be met unless
this full audif scope is performed.

, We in GAO and other Federal auditors had been making audits of this
scope for many years. 'HoweVer, audits at State and local government
Tevel were more restricted. There was no common agreement on the kind
of auditing needed for governmental programs.

This lack of agreement and a framework of guidelines of audit
performance was hindering cooperation between Federal auditors and State
and local auditors. Thus, we decided to formalize and publish standards
for conducting audits of government operations and programs that would
be applicable for use at all levels of government in the United States.

These standards, pub]iéhed in 1972, have been adopted for auditors
in all Federal agencies. Many State and Tocal audit organizations
have vb]unfari]y adopted them. An Intergovernmental Audit Forum has
been established--made up of Federal, State, and local. officials--to
obtain common understanding and encourage adoption of these standards.

Outside of g;;érnment the American Institute of Certified Pub]ic

Accountants has expressed its general agreement with our standards

for use of public accounting firms who audit State and local operations.

We-have also been fairly successful in gaining general acceptance

of the concepts by public interest groups.

- 16 -
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EXPANSION AND UPDATING OF STAFF

QUALIFICATIONS

In addition to providing for a broadened scope of audit, our

standards also provide for the use of a varieiy of needed professional

skills. Many of today's audits involve the output of a diversity of
skills. Thus, the trick is to bring together the right type of
skills so that the job can be done both efficiently and wé]]. If
accounting data 15 to be evaluated, for example, then an accounting-
trained auditor is called for. If engineering data is to be evaluated,
the auditor must have sufficient engineering skill to deal with the
data. And so forth. '

In recent years, we in GAO haQe been hiring persons'having academic
and work-related backgrounds in a wide variefy of fields. Our
multidfscip]ine teams often include lawyers, actuaries, cost-benefit

specialists, mathematicians, engineers, social scientists and many

others. As necessary, we draw upon a large roster of consultants

ranging from systéﬁs analysts and medical-doctors.

In addition to needing an audit staff with a wide variety of
professidna] backgrounds, GAQ staf% are encouraged to continue their
education by éarticipating in formal programs of learning. Bth
the American Institute of CPAs and the National Association of State
Boards of Accountancy in recent years have urged, in formal resolutions,
that continuing education--programs which contribute directly to
updating and enhancing the professional competence of an individual
after he has become a CPA--be supported by law or regulation as

part of the CPAs professional expertise.

-]Z_
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Bills which authorize the state board of accountancy to prescribe
and enforce continuing education requirements have passed both houses

of the Tegislature and await the Governor's signature in Ohio and

. South Cardlina. Affirmative action on these measures will bring to

fourteen the number of states with accountancy laws which provide for
reqﬁired continuing educatioﬁ. |

My experience has convinced me that in government, auditing of
the scope we recommend is not only useful, but is essential to assure
that Timited financial, human and natural resources are judiciously
applied by government .in the protection of citizens and promotion

of their general welfare. However, this same experience causes me to

-urge caution in assuming that accomplishment.- of broad scope audits

is easy. Nor is it easy to develop and combine the multidisciplinary

skills into effective working teams. Better organization, more

planning_and more training of befsonne] are needed than in traditional

financial and compliance audits. In many respects it is a different
ball game and requires quite a long transftionai period to bring

this about but I am convinced that it is the wave of the future.

- 18 -
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CONGRESSIONAL BUDGET REFORM

During.theApast year or so, the U.S. Congress has been stimulated
by struggles with the executive branch over issues ranging from
wétergate to the impoundmenf of appropriated funds. The Congress has
become incréasingiy aware of its need to improve its performance in
reviewing budgét priorities‘and determining tax and expenditure levels.

The congressional action that I want to particularly mention is
the Congressional Budget and Impoundment Control Act of 1974. The
Federal budget is the most important single tool for planning,
management, and control of United States»Gerrnment programs, and it
is certainly timely for the Congress to imprové its ability to use
the tool. This law is the most recent and most carefully thought
out‘effort by the Congress to deal more effectively with the Federal
budget. It is the most significant legislation in its field in more
than 50 years, in fact, since the Budget and Accounting Act of 1921.

The new law requires the Congress, for the first time, to take
a top-down Took at the budget--to look at the whole and the relation-
ship between incomé and out-go as well as at component pieces.

The Act establishes Budget Committees in both houses of Congress
as well as a new Congressional Bﬁdget Office. It stipulates a-
Congressional Budget Process--with a timetable of the actions in
each House and a statement of relationships of the process, the Budget
Committees, and the Congressional Budget Office to Appropriations

and other congressional committees and offices.

-19 -
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The Budget -Committees have now been appointed and have already
started to hold hearings. They are in theﬂprocess of selecting

their staffs, and the director and key staff of the Congressional

_ Budget Office should be selected soon.

The enactment of the Conéressiona] Budget and Impoundment Control
Act and the appointment of the Budget Cohmittees are only- the first
two steps in a long, difficult, and compTex process, but the evidence
to date is that the Congress is dead serious in its effort to deal
more effectively with the Federal budget. 1 have offered my personal
support as well as the full support of the General Accounting Office
to help achieve objectives of this legislation. -

The Legislative Reorganization Act of 1970, in addition to dealing
with congressional reorganization, required the General Accounting

0ffice to increase its efforts to meet the information needs of the

:Congress, Along with its feel{ng of Toss of control in other areas,

the Congress has expressed growing concern that the information readily
avai]able to it was not adequate to enab]é the Congress to do its job.-
The problem has been regarded as particularly acute in the budget and
appropriation areas. To a considerable extent, the problem is not one
of the information not being available, or of censoring or restriction
of information, but rather is a problem of having information avail-
able in the right form, in the right place, and in the right time.

In these terms, the problem i§ an information management problem rather

than a freedom—of—infprmation problem.

- 20 -



In recognition of this need, the new act directs the Comptroller
General, in cooperation with the Secretary of the Treasury, the
Director of the Office of Management and Budget, and the Director of
the Congressional Budget Of;ice, to "develop, establish, maintain
and publish standard terminology, definitions, classifications, and
codes for Federal fiscal, budgetary and program-related data and
information.”

The act also directs the Comptroller General, in cooperation with
the same officers, to "develop, establish and maintain an up-to-date
inventory and directory of sources and information systems containing
fiscal, budgetary and program-related data."

The size and complexity of the United States and the consequent
size and complexity of its Federal Government make the task-of con-
structing and maintaining records which tell promptly and adequately
where we are, and what and how we are doing, equally large and complex.
But it is esSentigJ that we know what we are talking about when we
talk about agriculture, or health, or housing; that we be able to
accurately associate dollars, workload, and man-hours; and that we
be able to do this more promptly than we now can. We are working on
this task in cooperation with other Tlegislative and executive agencies
concerned, and are hopeful about the results.

The development of an effective congressional budget process also
carries with it certain other implications for the General Accounting

Office. As the Congress conducts its budget reviews under the new
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procedure, it will be increasingly concerned with forecasting--
forecasting the implications of executive and congressional budgets
and of alternatives theretqf for example. Also, it will want to
know, with as much precision as possible, the broad areas of budget
controllability so that it can consider the possibilities and conse-
quences of budget adjustments. Further, it will wish regular GAO
reports, surveys and studies to be synchronized with the budget
review schedule in time, format, and priority.

Many of these tasks are not completely new. Auditing for program
results and the evaluation of Federal programs has been a growing
part of GAO's efforts for many years. Likewise, our concern with
improving the information base of the Congress is of several years'

standing.  However, the specificity and emphasis of the new law gives

greater impetus to these efforts. The Federal budget is far more than

a bookkeeping or an accounting document. It is a national plan,
expressing in dollars the policies of our Government for the years
it covers. When added to State and local government budgets, it

represénté one-third of our Gross National Product. It is also

_ a means of setting priorities within and contro]ling the operations

, ofithe Government. . =

It is difficult to draw any overall conclusions from the variety
of subjects on which I have touched today but, if there is a central
fheme or common denominator, it is that we are going through a period

of highly significant change. I see reflected in these developments
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greater interest in disclosure of financial information and in demand
for greater accountability, not only with respect to financial integrity,
but for performance of both private and pub]iq institutions as well.

The growing interre]ationsh%p between government and business means

that the private sector will insist on greater accountability and
improved results from the public sector. At the same time, government
will, directly or indirectly, insist that the private sector provide

the public with the kind of information needed to discharge what is
rapidly being labeled "the social accountability of business."

This is the direction which we are trending and I think we are all

certain to benefit from it.
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