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MANAGEMENT IN THE FEDERAL GOVERNMEN
IHE ROLE OF FINANCTAL WANAGERS AND WAL
LIES AHEAD THROUGH THE 1990's

It is a great pleasure to be here with you today to discuss
the state of Financial Management in the Federal Government and
what lies ahead between now and the end of this century. While
here at the Comptroller's school, you will be discussing and decal-
ing with the issues facing us all today and hopefully will be
leaving with a deeper understanding of the task that lies ahead if
we are to be successful in improving the operations of a Federal
Government that is becoming increasingly more complex,

Today, I would like to share my views with you on our role as
managers and what we can do to improve financial management in the
government. We in the General Accounting Qffice, as well as many
of you, have becn involved in a number of efforts involving every
aspect of government financial management--budgetary processes,
accounting systems, financial reporting, auditing, and keeping
abreast of the co#puter explosion that is affecting each of these,
T believe that even more attention to the problems in each of
these areas is urgently needed in order to be responsive to the
public's cry [Or greater accountability, a cry which was clearly
evidenced by Proposition 13. As vou are aware, more than ever
before, citizens and public cfficials are asking questions about
financial management and about the adequacy of control over gov-
ernmental operations. They have a right to be concerned, Their

gquestions relate directly to the capability of public officials to

discharge their responsibility to the government's stockholders--
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the taxpayers. With the national debt over one trillion dollars
and the annual interest on that debt now about lOO.billion dol-
lars, and the likelihood that it will grow even more, there will
be no decrease in the demand for efficient management of
government resources.,

Given the size and complexity of the Department of Defense,
this is a significant undertaking--one which will impact on all of
us here today. Unfortunately, a number of events disclosed by the
news media during the past several months make that undertaking
even more difficult. The recent disclosures that last year the
Alr PForce paid $17.59 for a bolt that cost 67 cents in 1980 and
that the Navy paid $110 for a part that was available Erom govern-
ment stock for 4 cents have caused the public to increase its de-
mand for eliminating fraud, waste, and abuse in government opera-
tions. Moreover, the public is becoming more aware of the Euture
costs of programs and Federal activities--such as loan guarantees
and health, safety, and environmental regulations. This concern
equates to a public challenge to disclose, in understandable
terms, how well government operations are being carried out.
Today, I would like to discuss how we can address this challenge
during the rest of this decade and into the 1990's.

The first process occurring in the government financial man-
agement cycle, and one where improvements are critical, is the
budgetary process., In 1966, we had a budget of about 125 billion

dollars. Today, the budget is about 750 billion dollars with over



5,000 programs and activities., Considering the proliferation of
programs—-—particularly within the last 15 years--no wonder the
planning and budgeting process is in such severe difficulty.

At the federal level, the budget process has become extremely
complicated and cumbersome. It is beset with severe timing prob-
lems, duplication, and an alarming increase in the use of continu-
ing resolutions to finance government operations in the absence of
appropriations. Also, and even more disheartening, are the delays
in funding decisions such as those receiving media coverage which
threatened to interrupt and halt government operations.

Currently, the budget process requires 13 appropriation bills
to be passed each year to fund Federal Government operations.

When any of these bills does not pass, various government agencies
operate on continuing resolutions--essentially, permission to con-
tinue spending at the prior year's spending levels, However, even
these resolutions may not be passed, and cven if passed, they are
not an efficient way to run a country. For example, if the new
fiscal year appropriation was to be higher or lower, spending at
the previous year's level distorts what the Congress intends.
Also, Congress has becn delaying voting on more and more funding
decisions--either appropriation bills or continuing resolutions—-
until agencies are threatened with shutdowns or, as happened re-
cently, until after some agencies actually do shut down. These
delays not only affect the effective and efficient operation of
government programs, but also the financial markets and the

economic stability of the country.



I believe you would agree that it is clearly time for the
federal budget process to be overhauled. Such an éEEort requires
the creation of a high-level study group or commission to act as a
catalyst for these badly needed changes., The budget process was
last examined comprehecnsively in 1967,

Congress is well aware of the state of affairs and has con-
sidered a number of changes to the process. For example, one of
the major provisions of the proposed Budget Reform Act of 1982,
involved the establishment of a 2-year budget cycle. 1In addition,
the bill proposed changes to streamline the budget process, pro-
vide additional time for oversight and other legislative activi-
ties, and provide stability and coherence for those receiving
federal funds. .

By themselves, proposed changes to the federal budgetary pro-
cess can solve only some of the problems in federal financial man-
agement., The other financial management processes and systems
that support federal policymaking--accounting and financial re-
porting in particular--also need to be strengthened and integrated
with the budgetary process to meet the needs of Congress and the
executive branch.

Currently, decisionmakers in both the executive branch and
the Congress have to.cope with separate and sometimes uncoordi-
nated budgeting and accounting systems. These systems need to be
integrated. One problem with nonintegrated systems is the inabil-

ity to tie expenditures to specific areas of program or budgetary



concern. Budgets usually address significant areas of concern
such as military readiness. Oftentimes, the federél accounting
systems are designed to track expenditures by some other structure
than that in the budget, The result is the inability to directly
relate funds cexpended to the budgelt thereby preventing assurance
that funds are expended as planned,

An excellent example of this inability is contained in a re-
cent GAO report on how the $72 billion increase between the Eiscal
1980 and 1982 Department of Defense budgets was spent. One of the
specific reasons the President requested and the Congress approved
the large increase was to improve military readiness. We examined
the use of the readiness funds at selected military bases and
found some of the funds were used to.buy a chain link fence and to
build a new gate house, a visitors center, and a parking area.
Obviously, the relationship between these expenditures and
military readiness is not apparent.

In addition to the improvements needed in government budge-
tary processes and its integration with accounting, the accounting
systems themselves--the sccond major area in the government finan-
cial management cycle-—--need to be improved. I believe we would
all agree that the current concern with accounting is unpreceden-—
ted. A tidal wave of criticism of financial accounting and re-
porting engulfed the financial management arena in the private
sector as a result of a series of events beginning in the late

1960's. The 1975 New York City fiscal crisis did the same for the



government scctor, and has prompted cfforts to develop sound
accounting and reporting systems,

The manager's job, basically, is to achieve goals at the
least practicable cost, to make the best possible use of the re-
sources entrusted to him or her, and to stay within spending and
other limitations. To do this, managers need timely, complete,
and accurate informabtion on such things as:

--legal limits and resources,

--obligations and costs incurred and their relationship
to budgeted amounts,

--work goals achieved and their costs,

~-the degree to which work goals are met, and

~--opportunities to achieve goals at a lower cost,

To be useful, the information must be tailored to the needs
of the managers at different levels in the organizational hierar-
chy. This is where the accounting system comes into play. It
should serve the information needs of each level by isolating par-
ticular information so that each manager is not burdened with
extraneous information.

Reviews of accounting systems in operation have shown that
many systems are not providing this information and are not oper-
ating as intended. The solution to these problems is one of the
greatest opportunities for us to improve government financial

management.,



Internal controls are another area in which we all have a
great deal of expertise and, therefore, can make a notable contri-
bution to improved financial management. One reason accounting
systems do not function as intended is their lack of good internal
controls. Adequate internal controls form the cornerstone of a
good accounting system, but only recently have they begun to
receive the long overdue attention they rightfully descrve.

Even though effective internal controls have been mandated by
law for federal agencies for over 30 years, the ever-increasing
disclosures of [raudulent activities and ineffective management
demonstrate that the focus on internal controls in the Federal
Government has been inadequate at best, For example, a breakdown
in the internal controls in the Federal Election Commission re-
sulted in the embezzlement of $500,000 by a Commission employee.
The seemingly endless media disclosures of problems in the payment
of social security henefits also demonstrate the inadequate focus
on internal controls.

We strongly supported the enactment of the Federal Manager's
Financial Integrity Act of 1982 as the necessary vehicle to bring
about the improvement in internal controls and systems that will
lead to sound financial management. This legislation requires
each Federal agency to conduct ongoing evaluations of the adequacy
of all its internal accounting and administrative control systems.
These evaluations, conducted according to OMB guidelines, will

determine whether the agencies' internal control systems comply



with the standards which the GAO has prescribed. The legislation

requires the agency head to report annually to the President and

the Congress on the effectiveness of the agency's internal con-
trols or, if necessary, outline a plan and a timetable for
correcting any control weaknesses.

The Inspectors General also will play a significant role in
implementing the legislation because of their continuing responsi-
bility for assessing agency accounting and administrative control
systems, Before the first Office of Inspector General was created
in 1976 at the Department of Health, Bducation, and Welfare, some
agencies' audit functions, including the agencies' assessment of
their own accounting and administrative control systems, were rel-
atively weak. Since 1976, however, the creation of 18 statutory
Offices of Inspector General has resulted in a significant change
in the organizational placement and the activities and responsi-
bilities of federal agency audit operations. We expect the assis-
tance these offices give to implementation of this new Act will
contribute greatly to improving internal controls in the Federal
Government,

Another key element in financial management needing attention
is sound financial reporting--the means by which financial infor-
mation is communicated to government officials and the public as a
basis for making informed decisions. Establishing and using ac-
counting principles and standards that effectively communicate in-

formation concerning the economic resources of each agency and the



Federal Government as a whole is one of the most important issues
facing today's financial manager.,

Currently, GAO is in the process of analyzing the current
principles and standards and revising them where necessary. Our
objective is to determine what financial reporting disclosures
should be made, to whom they apply, and where they should be made
after we have scriously considered the relevance, reliability, and
costliness of information,

We see federal accounting and reporting systems in the next
decade moving in the direction of "standardization." The word is
not new and should not surprise us.,

As early as 1963, the desirability of standard systems was
recognized, 1In a letter sent to the Secretary of Defense, the
Comptroller General of the United States said in part that:

"The cestablishment of a uniform military pay

system in our opinion, could be expected to simplify

and improve materially the administration of military

pay and allowances in many ways, including elimina-

tion of the multiplicity of individual service

regulations."”

Unfortunately, the advice was not heeded and each of the military
services was permitted to develop its own system, creating
problems which exist to this day.

Over the next several years, there were further efforts made

to explore the feasibility of standardizing civilian payroll



systems. Unfortunately, the advice of these studies was also not
heeded.

Now you may say, but we have heard all this before, what
makes you think standardization efforts will have any more success
today than they did in the past? I think the answer lies in the
fact that for the first time the effort is receiving the top level
support neceded for success that was lacking in the previous cof-
forts. For example, the Department of the Interior recently re-
viewed its separate personnel and payroll systems and has taken
action to consolidate the systems into one system over the next 2
to 3 years. The Department of Commerce is also consolidating five
of its separate and independent payrgll systems into a single
system.

If I sound optimistic, it is because I am. The standardiza-
tion of our numerous, complex, error prone, and costly accounting
and reporting systems is an idea whose time is right.

Auditing is another major area in which we can help bring
about needed improvement in financial management. Improvements in
budgeting, accounting, and financial reporting will not be effec-
tive without assurance that the management systems are working as
intended and that full disclosure will be made of results at all
levels of government, I believe the efforts of the auditing com-
munity will evolve to a systems approach and adopt reviews of a
government organization as a whole, rather than concentrating

solely on programmatic issues or individual administrative
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management activities. The use of such an approach will have a
tremendous impact on understanding and evaluéting the overall
effectiveness of an agency's financial management, especially as
time passes and computer applications widen in scope and
managemenkt hecones more and more dependent upon computers.

Any consideration of financial management would be incomplete
without acknowledging the vast impaclt of computers both now and in
the future on the manner in which government conducts its busi-
ness. Widespread use of the computer is revolutionizing financial
management particularly internal control systems,

Use ol computers is increasing in virtually every financial
management system in the Federal Government. The microcomputer
explosion is already dramatically affecting the way we capture,
process, store, and use data. Where are we heading? Some futur-
ists think we are heading for the so-called "paperless society."”

The feasibility of the paperless society has been demon-
strated. The concept integrates various technologies such as
mainframes, minicomputers, word processors, personal computers,
electronic mail, and electronic fund transfers, and telecommunica-
tion where operations are geographically dispersed. Obviously,
there is a great deal of difference between having demonstrated
the feasibility and having wide-spread acceptance and usage. I
suspect that there will be an evolutionary trend rather than a
revolutionary move toward that goal. The important point, in my

opinion, is that computers will impact dramatically upon future



financial management and bring about a change in the skills and
attitudes required of us as managers.

The first large-scale general purpose electronic data proces-
sing computer system in the United States was delivered to the
Bureau of the Census in 1951, Since then, there has been no slow-
down in the rate of change and there is no reason to believe that
we will not continue ko have rapid change in equipment capabili-
ties and in the strategies for using that equipment. There 1is
also no reason to bhelieve that the opportunities for increased
capabilities and productivity will not be accompanied by potential
problem areas if we are not alert, For example, the news media
recently disclosed that a young man was able to obtain entry into
one of the critical systems in the héart of the nation's premier
cancer treatment and research center by using simple trial and
error techniques. Using the same simple procedure, a half-dozen
people gained access to perhaps as many as 60 computers this
summer including ones at the nuclear laboratory in Los Alamos, a
bank in Los Angeles, and a cement company in Canada.

These examples demonstrate that the need for more thorough
internal controls will continue if not accelerate, in importance
as computer technology advances., Just as the widespread use of
computers in the past two decades reshaped our thinking of tradi-
tional internal controls, we must now adjust our thinking and to
refine our techniques for controlling systems which will inte-
grate various technologies and which, in many cases, be widely

dispersed. If that was not difficult enough, many of the systems
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in the 1990's will not have a "paper audit trail." Taking
advantage of the rapidly expanding computer technology while
keeping it under proper control is the challenge which we all
face,

The attention being given to improving budgeting as well as
financial accounting and reporting as well as the emphasis finally
heing placed on internal controls as cvidenced by the recent pas-
sage of the Federal Manager's Financial Integrity Act of 1982, is
an important step toward improving the management of the Federal
Government, Other efforts have been put forth to study what other
measures can and should be taken to bring about improvement, For
example, the President's Private Sector Survey of Cost Control has
studied many of the problems I have éiscussed here today. In ad-
dition, the Reagan Administration is undertaking a multiphased
management effort under Reform 88 which will address, as one of
its four principle concerns, federal budget and financial
management systems,

These studies show that the level of interest in improving
government financial management is high. When developing their
proposal for needed improvements, it is my belief that these
groups, as well as you and I, should consider several other
issues. These issues include the need to:

--consolidate the Federal Government's accounting into

several major accounting and finance centers;



--establish a much enhanced and stronger central
financial management functi&n in the executive branc
that would be responsible for keeping the central
boocks of account;

-—-continue efforts to develop consolidated financial
statements for the Federal Government, which will
require good accounting at the agency accounting
centers and the proper flow of information to the
central accounting function; and

~-in the long run, perform an annual financial audit of
the Federal Government,

If the needed improvements are made to the Federal Govern-
ment's financial management, I believe an annual financial audit
of the Federal Government might be both desirable and economical.
If we could ever have 10 to 15 major accounting and finance cen-
ters operating on a standard system according to Comptroller
General accounting standards and a proper flow of Einancial data
to a central accounting function, then we might be ready to have
an annual audit of the financial records and statements of the
Federal Government, I support the concept of annual audit of con-
solidated statements for two basic reasons., First, I think the
discipline of annual statements would be beneficial and bring
pressure to managers at the agency level to ensure that systems
are adequate to provide accurate and reliable data to the central

" unit. Secondly, if we had accurate and reliable data available,



managers could be required to use data in the decisionmaking pro-
cess and performance could actually be measured in terms of
accomplishment based on that data.

Although I recognize that it will be sometime before an an-
nual audit can be done efficiently, we necd to start moving now,.
The accomplishment of this goal will require a substantial person-
nel and system investmenk and support at the highest levels of
government will be vital., With this support and our mutual
efforts, we will ultimately achieve what we all want-—-improved
financial management in the Federal Government.

The final topic I would like to address is the need for
leadership. The achievement of long-term improvements in finan-
cial managemnent will be largely depeﬁdent upon the availability of
leadership and qualified staff.

For example, one of the major issues is the role of the
Assistant Secretary [for Management and Budget., Agencies have con-
stantly changed the role and responsibility of this position which
is comparable to a Chief Financial Office in a state, or city, or
in one of our larger corporations. But history shows a variety of
assigned responsibilities to the Assistant Secretary position,
sometimes with the worst case being the separation of the account-
ing and budget functions. If progress is to be made, this key
position must be clarified and made stable so that accountability

can be clearly assigned,



Of course one person at the top cannot do it all. There must
also be sufficient numbers of highly qualified professional career
service persons at all levels within the financial management or-
ganization. Obtaining highly qualified staff will be particularly
difficult in time of budgetary pressure to trim or eliminate
important training programs, It will be compounded in the future
by the more sophisticated ADP skills required to perform some of
the simpler tasks. We must meet these challenges if the major
problems in financial management are to be resolved.

We in GAO have accepted this challenge., For example, we are
developing an improved training program to upgrade staff skills in
using and auditing with computers. I cannot overstate how impor-
tant it is that financial managers keep abreast of the tremendous
development and growth of computer-assisted operations., We must
also have adequately trained staff to cope with the potential for
ineffective and inefficient use of advanced data processing
systems.

In conclusion, let me again state that the need to restore
public confidence in government 1s a pressing matter confronting
all of us today and that the problems to be resolved to meet that
need are far more complex than at any other time in history. 1In
the past, good financial management was certainly desirable,

Today I think it is essential and will remain so in the future.
It is clear that we can play a major role in this great chal-

lenge, Some of you will be called upon to perform audits, some to



design the accounting and reporting systems, some to implement the
systems, and others to provide management direction. All of you--—
either directly or indirectly--can become involved in the challege
of responding to the country's need for efficient, effective, and
economic use of government resources. You are in an advantageous
position to move this goal forward because of the professional
skills and credentials which you possess. Your active participa-~
tion and leadership is needed, Together we can provide the finan-
cial management information and systems the public deserves. To-
gether we can make great progress as we move through the 1980's

and into the 1990's.





