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It is a great pleasure to address the annual professional

development conference of the Association of Government Accountants--

~

an organization that I have worked with for the past 15 years. Today, -

— e

I would like to discuss some of the,problems I perceive in the waf R
the Federal government conducts its business, and provide you with - -
a GAO perspective on ways we in the' financial management community
can attempt to solve them. There is no gquestion that improvements

have been made in recent years but some major problems remain with us- °

that urgently need our attention. i

What is the current status of financial management in government?

To arrive at an answer to this complex question, let's start with the
budget process. There is a growing recognition that something has to

be doPe to reduce the complexity of the budget process of the Federal
govergment. Cumbersome budget céncepts'éﬁd procedures must be overhauled.
The Federal budget process was last examined comprehensively in 1967.
Since then, the sizeiof the budget and the number of programs it supports
have éramatically increased, severely straining the capacity of the
overall budget system to adequately serve decisionmakers.

Congress is finding it more and more difficult to use budget
information to assess program results and set national priorities. This
situation has resulted from several major factors including the rapid
rate of budgetary growth; incomplete budget coverage stemming from the
exclusion of off-budget items; extensive growth in the less controllable

=

aspects of the budget, namely, entitlement programs, and proliggration

- T,

of budgetary accounts--1,200 accounts and 5,000 programs.



The national débt is now over $1 trillion and the—interest on
that debt requirés over $100 billion every year. Combined Federal,
State and local bﬁdgets are about to exceed $1 triliion a year. -~

Monitoring and accounting for Ehe expenditures of vast sums of -
Federal_money pose a challenge for ;he financial management.professibn
that is unprecedented. The nation's proposed military spending budget _
provides an appropriate illustration. It is projected that thé DefeRse
Dep;rtment will "spend" $1.5 trillion over the next 5 years. It is," by
far, the largest single department expenditure and raises the gquestion +*
as to whether the financial management systems within the Department
of Defense are capable of accounting for and controlling these enormous
expenditures. GAO is being asked by "doves" and "hawks" alike to help
ensure that the $1.5 trillion will be spent efficiently and effectively.

kt the Federal level, the General Aecounting Office has not yet
approved accounting systems that relate to e;penditures of more than
half the budget. Acdbunting systems for most appropriations and funds
of thé Department of Defense and Health and Human Services have never
been approved. Yet, current congressional and executive budgetary
debates highlight considerable frustrations regarding trade-offs
between social and defense expenditures.

In contrast to the situation at the Federal level, progress in

the development of accounting systems by some States, cities, and !

counties has been good, especially since 1975--the year of the

New York City crisis. This suggests that there are some lessons to =

L .

be learned there that should be coﬁ%idered for making improvements.

at the Federal level.



SETTING ACCOUNTING PRINCIPLES AND
STANDARDS FOR THE PUBLIC SECTOR

Setting accountlng principles and-standards fbr the publzc.sectcr

'is one of the most important issues facing the financial management

[

profession. The Congress has given the GAC the responsibiiitﬁ for
setting the principles and standards for Federal agencies that will
serve the accounting disclosure needs of the Congress, Federal mahé@grs,'
and Ehe pdbfié‘és Fffectively as possible. While progress.has been
made éy the;National Council on~bovernm§h£al:Acccunting for the State-.
né loczl level, it is generally agreed that there is need for a
governmental standard setting body similar to that in the prlvate sector.
Currently, GAOQ is developigé a conceptual framework under/:gigglng
accountlng principles and standards can be examlned ~Using the concep-
tual framework we will analyze the cur*ent_prlnc1p1es and standards
and revise them where hgcessary. _Our objective is to determine what
financial reporting‘disclosure should be made and to whom it should

apply after we have seriously considered the relevance, reliability,

and costliness of information.

—

Our long-range goal is to incorporate the acccuntzng — T

principles and standards of the Financial Accounting Standards
. Board and the Governmental Accountlng Standazds Bocard (the pro- )
»2sad stondard-selbild g Toly foir Jiate and ilczal gouvernments) to

the extent possible as thay could apply o the Federal secctor.

GAO continues to provide full support to the objective of ™~ - ~

the Government Accountlng Standards Board. Ve reccgnize‘the -

need for a close working relatlonshlp and a spirit of cocpe*aticn

between GASB and FASB. : P



ESTABLISHING EFFECTIVE
INTERNAL CONTROLS

One common denominator of all financial systems is internal <ontrols.

A strong system of internal controls is one of the most cost effective

LY . .
tools to improve financial management. While effective internal controls

have been mandated by law for over 30 years, they are weak in many -
Federal systems. In fact, a seemingly unending disclosure of fraud:T"
waste, and abuse in government in the past decade has led to a serious
crisis of confidence in government programs and agencies. This situatish
resulted, in no small measure, from hastily designed and unimplemented
federal programs.

In the past, internal controls were regarded as the exclusive
province of accountants and auditors. Now they are viewed as the ba;is
for ;&1 aspects of management control and-arg‘;gg key to improving the
efficiency and effectiveness of government functions and programs.

Although the Office.of Management and Budget has recently issued
a policy statement on internal controls, GAO believes that .
this matter is of such significance that it should be legislatively
required. Past experience has demonstrated that progress will require
greét perseverancé and continuous top ﬁanagement attention. A laﬁ,;
will provide the required permanende, priority, and continuity. whexeas
a circular can be modified or rescinded as administrations come and go.

Legislation regquiring an annual report signed by the agency -
head would also provide for greater public visibility and __
scrutiny of the agency's programs in strengthening intefnaL

“controls. OMB's circular does not provide for such a report.



With the support of AGA, GAO and others in the flnanclal

such .
community, Cgngress has Proposea/leglslatlon-The Federal Hanagers'

Accountablllty.Act of 1981 whlch'pagsed the HOLse, and the -

Plpanclal Integrity Act, which is now before the Semate. -

o —— .

‘Both Acts will establish internaltcontfcls as a high priority

issuse.

How will this legislatioe work? In each Feéeral agency it'T
would consist ©f three main phases. . ; -
l. 2An ipnitial review of its intermal accounting anﬁ adminie-"'
trative control strenéths and weaknesses; . |
2. A plan of action to strengthen internal accounting and
administretive controls; and

3. An annual review of the prior year's progress in achiev-
' the
ing /planned internal control imnrcvmncnts and an analysis

of current control systems--including an update of the

N current pilax of zction.

We at GAO strongly support this legislation and believe it will
go a long way to providing the pollcy and procedural framework needed

to make the necessary strxdes to improve internal controls in Federa;

systems. ' . .
inspectors General should play a significant role in the implemen-_
tation of the internal control legislation because of their continuing

responsibility to assess agency accoun%ing and administrative_ control

~
o

systems. The GAO, in its oversight role, will work closely with the—



Inspectors General regarding these reviews. We believe that a close

working relationship will greatly facilitate the resolution of many long
' - . .

standing problems that exist in our accounting sysfems approval process.

\PPROVING ACCOUNTING SYSTEMS . -

- —

' What can be dome, about the accounting approval process? As a
result of past éxperiences in approving.accounting-systems, we have

Jecided to restudy the GAO approach. I believe we have directed too - -

. el
nuch of our effort to review of desigﬁ documentation rather than on the

iccounting system after it is plaééd in oﬁeration. We want to determine
what improvements can be made so that agenc ies will be motivated to .
seek approval. Some of the major problems. we have encountered involve
agencies which install and operate systems that do not meet our standards.
‘hey are then reluctant to make the necessary chaﬁges or will change

zhe desi%n documentation but not the actual system. In many cases,
accountiﬁé systems are not operating propéZi? beciuse of failure to.

lmplemen% an approved design or because internal controls have becore

reak or practically nonexistent.

.Most of these problems could be resolved by the proposed legislation
‘hich would requlre agencies to include in their plan of actlon the
>rogress made in obtaining approval of accounting systems in accordanég
*ith GAO's standards. Thé role of tPe Inspectors General in reviewinq
.his plan--combined with GAO's oversight responsibility—-sho&ld.helé

-esolve problems of accounting systems approval.
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We will defer making a final decision to change of not change
our approval.policy until after the internal control legislatiop;'
ﬂas passed ané we have had sufficient time to review the actual
results for some period of time. :In other words, we want to test_;
the effectiveness of the new interﬁal control review process. Mean-

while, we are consulting with top financial managers within the s

Government, the public accounting sector, automatic data processing
consulting firms, and academia to obtain ideas on how to improve this.

effort.

INTEGRATING BUDGETING WITH ACCOUNTING

Another matter of great concern to the financial management profes
sion is the urgent need to integrate accounting and budgeting systens.
Thi§ need becomes even more egsential if Epgw"Balanced Budget Constitu-
tioﬁal Amendment®” is passed by the Cagére;EQu'For example, recently
wifﬁin the same week’ﬁhat substantial support for the balanced budget
amendment became evident, pecple stérted~ta1king ab5ut excluding the
Social Security Program from the budget. Let us hope that in the 1980s
the Federal Government will Tot duplicate the New York City errors of
the mid-70's. There was a “balanced budget® amendment ia New York too

were i
ccreative "budget and accounting”/ ~used to circumvent the "balanced

budget" requirement.
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An excellent example of inadequate budgetary and accounting

. . the

procedures at the Federal level is contained in / recent GAQ audit ..
of the Defense Budget increase of §$72 billion . %between 1§80
and 1982. The significant areas of concern -~ i <

.,
i

- e -

dealt with critical questions of military re;aiﬁégs éﬁduéustain-j

. . :
ability, modernizing the forces, and improving the quality of life

for military personnel. The lack of integration between the ac~

counting and budgeting systemswas.one of the major problems notea;

in our report. ' e

At the base level. the relationship between funds expended .
and readiness was not always readily apparent. For example, funﬁs
to0 enhance readiness were uséd to buy and insert, simulated |
redwood slats in chain link fencing. At another leocation, funds

were used to build a new gate house, visitor center, and parking
RS .
L : _l.

ared. . -—-‘1. il
it has been 15 years since the last comprehensive examina-

tion of the budget érocess and nearly 8 years since the Congres-

sional Budget and Impoundment Control Act became law.

..

 New concepts and procedures will be particularly diffi-
cult to formulate because they will/gsggct on both congressional-]
and executive decisionmaking. For example, the Congress often
finds itself dealing with three sets of figures——Hoﬁse, Senate,
and OMB--all supposedly accurate. As a result, I believe there

is now a critical need to establish a high level study group - ~=

. ©or commission - %o act as a catalyst to bring about major -



changes in the budggtiprocess. Meanwhile, continued efforté should

be made to establish a closer relationship between accounting ana

[ 4 .

budgetary systems.

-
. -~

Several States, cities and counties have made major investme;ts
" in the integration and modernization of these functions. In.doin§
so, these States and local governmeﬁts have initiated a major effort

to rekindle the public's belief that governmental entities can truly
L

-

account and report for all funds. There are several vital reasons
why financial management systems at all levels of government need to
follow this course of action. These reasons include the need to
provide assurance that the budget is executed according to spending
plans and that a2ll funds, including grants, are accounted for.

IMPLEMENTING THE SINGLE AUDIT CONCEPT

Improvements in accounting and budgeting systems are not
suffiéient by themselves. Decisionmakers and- the public must also
be provided with assurance that the systems are working as intended
and that there is fuil disclosure of operating and financial results
at all levels of government.

Reliance on audit as a major accountability mechanism will
become increasingly important ;é‘greater responsibility and authority
are passed on to the State and local levels, and as traditional forms-
of Federal agency oversight--application review, monitoring and
detailed reporting--are deemphasized. This trend is most apparent,

of course, in the proposals for "New Federalism” and the move toward

block grants. : —

— —

Substantial improvements in the audit process must be achieved.

- The need to improve audit coverage on a more cost-effective basis is

b\-



vital. Although much- effort in the past has been expended on audits
of federally assisted programs to States and local goverﬁments, there

L4

is serious guestion regarding their effectiveness. GAO reports have
indicated that magy Federal grant expenditures are ;bt audited. 1In
addition, there was substantial dup}ication of audit effort for -
individual grants that were audited;'

I view the concept of a single audit on an entity basis to be .
superior to the more common practicé of auditing on a grant-by—grant&’
basis. I believe it is fair to say that the Federal Government gave‘
birth to the single audit concept rather hastily without ensuring that
the proper framework was in place to guarantee its success. There is
a great need to sort out many issue, the most important of which is
reaching agreement on a common definition of what constitutes a single
audit{ .

While GAO fully suports thetsingleggaditfccncept, there are séme.
crucial issues yet to be_resolved.

1. How will wé get a mutual understanding of the expectations

to be derived from the single audit by all Federal, State,
and local users?

2. What is the role of the cognizant Federal agency in working

with the auditor and auditee in agreeing on the scope of T

the audit?

- 10 -



3. What is the role of the cognizant agency in testing Ehe_‘

quality review process and how will it be performed?

- -
L) ". -

4. Since the single‘andit approach focuses on the ove : 1 s

-~

financial integrity and internal control improvémeqﬁg;i;

& .
what alternative mechanisms are needed, if any, to T

assure possible congressional expectation concerning
compliance with the more detailed requirements of the =
individual grant programs? T

5. Is it feasible to mandate thét all entities and sub-
recipients be subject to the single audit? oOr is it
more feasible té target the initial efforts to the
Pg étages:and 300 cities and counties?

6. What is the Federal shgre, if any, of costs associated

'L wi£;~the single audit? =
There is a real need for leadership to come to grips with Ehe
issues which have been holding up implementatioﬁ of'the single audit
concept. We at GAO have initiated a study to obtain an improved |
data base on the current condition.

We have also conducted a Singles Audit Policy Conference to

explore implementation problems with State and local audit officials

and independent public accountants wﬁo are the persons primarily

responsible for performing single audits. That conference demon-
strated a very strong support for the single audit concept og‘the
part of several State and local audit officials and by large ;;d"" ~

smaller independent public accounting firms. They not only found

the econcent workable but highly desirzhle, There seemed to be
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general agreement that the single audit should be perfomred on an
-entity basis and that strengthening of internal controls is a ﬁajor
benefit of the approach. I believe we should be noving ééwérdé an )

a~n

annual entity audit especially with the States énd.larger cities: -
‘and counties. At ﬁresent, the Revipue Sharing Act of ié?Gicallé‘ i
for an entity audit at least once ev%ry three years and for éome-
compliance auditing with provisions of that act. -
There is another significant efficiency of the single audit
approach which merits our attention:. it provides an'improved audié..
base for performing additional selective audits on program reviews
to satisfy specific Federal, State,; and local user needs such as
those concerping detailed compliance issues, and economy and
efficiency or program results., -
Recently, I have begun to consider whether the single audit
déhceét cSSig‘méée effectively and effidiently be carried out by .
a single audit agency. §uch an agency could Rave operations
similar in scope tolfhat of the Defense Contract Audit Agency.
It might appropriately be established within the Treasﬁry Depart-.
ment to be consistent with other Treasury responsibilities such
as monitoring of revenue shariqg._ I recognize, of course, that .

modification of existing revenue sharing or separate legislation

‘integrating all Federal audit requireﬁents may be required.

Investment in training is critical to the maintenance of a
qualified, capable and motivated staff. This is especially true
in today's environment of rapid change in information technoldgy ..  ——.—
which i%s a primary ingredient for improved financial management.

Continucus training must be designed for all employces.
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TRAINING
As an example, GAO is developing an improved tralnlng program

to upgrade staff skllls in auditing with computers. 1 cannot
overstate how 1mportant it is that auditing keep abreast of the -

o .-ﬂ'
tremendQus development and growth of computer-a551sted operatlons.

We must also have adequately tralnedestaff to cope wlth the po- ‘_M__*___]

tential for ineffective and 1neff1c1ent use of advanced data

processing systems. In still another area, GAO plans to take the
Pl - -

fullest advantage of new technology, such as electronic work -
stations, to improve GAO productivity.

LEADERSHIP
The achievement of long term improvements in financial man-

agement will be largely dependent upon the availability of leadership
and qualified staff.

-t

For examplei_a:major issue in Federal financial management
conce;ns the role of the Assistant Secretdry.for Management/Budget.
Agencies have constantly changed the role and responsibility ot this
position which is boﬁparable to a Chief Financial Office in a State;,
or City~ or in one of our larger corportations. But history shows
a variety of assiéned responsibilities to the Assistant Secretary
position, sometimes with -the wotet case being the separation of the
accounting and budget functions. If progress is to be made, this e
key position must be clarified and made consistent so that accounta-
bility can be clearly assigned. The post should be upgraded and
filled by a presidential appointee, either from the private or
governmnent sector, who has excellent professional credentizals,-
a broad financial management backgrcund, and a denonstrated ability.
$

to assume responsibility for budgeting, accounting, and reporting

nystems of the d=zpartments.



Of course, one person at the top cannot do it all. Toere

must also be sufficient numbers of highly qualified professional'

[ 4

career service persons at all levels within the flnanc1al management ..
i

organization. Obtalnlng hlghly quallfled staff w1ll be - j

particularly dlfflcult in this tlmeﬁof budgetaryf}estraint "The;s»t
will also be budgetary pressure to trlm or eliminate important s
training programs. We must meet these challenges if the major

e e
problems in financial management are to be resolved. )

CONCLUSIOHN

I have attempted to recap the important financial management
issues and ptovide my perspective on what has to be done in the
next 5-10 years if we are to realize significant improvements.
Considerable attentlon and effort must be directed to integrating

Py L S

our buagetary and aocountlng systems, 1mprov1ng financial reporting,

.-

BRI

and’eqsurlng sound internal controls. THhe aud1£ process must be
redirected to assure that internal control systems related to all ’

funds EIe included in the.audit.-

How can progfess be made on these important financiél management
issues? First and foremost we must ﬁe willing to exert the necessary .
effort to effect positive change. Secondly, we must provide ° e
leadership and communication not only within the financial management
* community, but.with policymakers, program managers, and the public.

We stand on the threshold of an exciting period, major issues
face us and await resolution. One thing is certain: Success in
financial management will not come easily, nor will we achieve it

by resting on past accomplishments or outmoded methods of doing
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business. With commitment and leadership, the Association of
Government Accountan£s—-together with GAO--is ready to méve forward. -
Others at the Fedéral, State and local levels must also join in this
effort. Together we can provide the financial managément.expertisﬁ; .
'that is needed to recapture the suppért and confidence of the public.,

Together we can work out solutions for problems that I have discussed

today. Together I am certain we can make great progress as we meet the _

challenges of the 80's. : -
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