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“The forums are***a
real intergovernmen-
tal relations success
story***of what can
be accomplished
through intergovern-
mental cooperation.”
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INTRODUCTION

Since 1974, 11 intergovernmental audit
forums have served as a meeting ground
for audit officials from the 3 levels of gov-
ermnment—Federal, State, and local. Ob-
jectives of the forums, which consist of the
National Forum and 10 regional forums,
are to exchange views, resolve issues be-
fore they become problems, promote the
acceptance and use of “Standards for Au-
dit of Governmental Organizatioris, Pro-
grams, Activittes & Functions,” and gen-
erally promote coordination and
cooperation between the members and
their audit organizations.

Early in the formation of the forums,
Elmer B. Staats, Comptroller General of
the United States, recognized the value of
exchanging ideas not only within the in-
dividual forums but also between the
members of all the forums. He suggested
that periodic joint meetings be held to dis-
cuss important timely matters affecting the
audit community.

This meeting was the third biennial joint
meeting of the forums.

The first was held in January 1976 to
discuss major audit issues. “Initiatives for
Improving Governmental Audits” was pub-
lished to cover the conference's proceed-
ings. In addition, many projects were ini-
tiated to improve government auditing and
a system of status reporting on forum proj-
ects was begun.

In April 1978, the second joint confer-
ence was held to discuss issues such as
the development of audit guides, quality
reviews of audit organizations, the relation-
ship of audit to the prevention and detec-
tion of fraud and abuse, and the progress
and future role of the forums.

In each previous joint conference all at-
tendees were scheduled to participate in
discussions of each of several selected
topics. But at its meeting in November
1979, the planning committee for the
1980 conference decided that more topics
(17 in all) should be discussed and that
participants should choose the workshops
they wished to attend.

For the 1980 joint conference, discus-
sion leaders for the several sessions in-
cluded not only Federal, State, and local
auditors, but also representatives from the
public accounting profession, two Inspec-
tors General, and program officials. We
were indeed fortunate to have so many
well-qualified individuals devote their time
and expertise to leading discussions.

To encourage the exchange of ideas by
scheduling two or more sessions on sev-
eral of the topics, the number of partici-
pants in the individual workshops was lim-
ited to 30 to 35.

The keynote speaker, Kathryn Whitmire,
City Controller of Houston, Texas, opened
the conference by skillfully touching on the
timely issues which were subsequently dis-
cussed in the workshops.

Comptroller General Staats closed the
conference by stating his views on the im-
portant issues and challenging forum
members to solve those remaining to be
addressed.

This report surnmarizes the proceedings
of the 1980 conference and will serve as
a guide for future actions and projects for
the forums.

As Mr. Staats said in his address, the
increased emphasis on federally assisted
programs means that auditors at all levels
of government must work more closely
together. The forum movement has played
and will continue to play an important role
in promoting such cooperation.
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AUDITING FOR RESULTS

It is a privilege to address this Joint
Conference of the Intergovernmental Au-
dit Forums and to share some ideas with
auditors who are interested in developing
cooperation among audit groups in var-
ious levels of government. We in Hous-
ton have already benefited from this co-
operative spirit between Federal and
local government auditors when our in-
ternal audit staff conducted an audit with
the General Accounting Office of Hous-
ton's public transportation system.

Houston initiated a new approach to
public transportation in 1978 by creating
an areawide transit authority—the Metro-
politan Transit Authority. Public transit in
Houston has been extemely controver-
sial. The level of service did not meet the
needs of our citizens, and no one really
seemed to know why. The purpose of
the audit was to identify reasons for the
inadequate service and to make recom-
mendations for improvermnent.

Based on this joint audit, GAO has
produced a case study illustrating the
benefits of expanded scope auditing in
local government, thereby promoting the
extension of audit services beyond finan-
cial and compliance matters into the op-
erational areas of government.

During the course of the audit we
were pleased to see actions taken by the
Metropolitan Transit Authority to address
operating problems pointed out by the
auditors in the areas of bus maintenance
and personnel management. We were
also able to make elected officials and
the public aware of the reasons why
public transit has been inadequate.

Another benefit Houston received from
the joint audit was an educational experi-
ence for our auditing staff. Experienced

auditors from the GAO assisted us in
learning to perform broadscope audits in
order to offer sound recommendations
for solving operational problems in our
city. We were very pleased with the re-
sults of this cooperative auditing effort,
which was initiated through the South-
west Intergovernmental Audit Forum.

AUDITING TO MEET POLITICAL
GOALS

From my perspective as an elected of-
ficial and as an auditor, | would like to
discuss with you the role of auditors in
meeting what | would call “political
goals,” i.e., goals pertaining to public
policy. Often | find that career govern-
ment employees don't want to talk much
about politics and have been convinced
that politicians are people they really
don't want to deal with. But my experi-
ences both inside and outside of govern-
ment lead me to a different conclusion.

Through the years that | worked as an
auditor with a national CPA firm my
energies were primarily directed toward
assuring a fair presentation of the finan-
cial position and results of operations of
my corporate clients. During those same
years | also directed a great deal of en-
ergy to an endeavor | considered to be
primarily a hobby. My hobby was po-
litics—and through my political activity |
was working to make government more
responsive to the public—or more par-
ticularly, to see that the best possible
government service was provided for the
minimum number of taxpayer dollars.

I suppose it was some years later that |
recognized the degree of overlap be-
tween dual goals | had been pursuing—
that the same analytical ability and inves-

Address by Kathryn J. Whitmire, City
Controller of Houston, Texas, Before the
1980 Joint Conference of the Intergov-
ernmental Audit Forums, Dallas, Texas,
April 23, 1980.

tigative techniques used by CPAs in au-
dits of clients in the private sector might
be put to work by government auditing
teams in order to achieve the govern-
ment efficiency so many of us are pursu-
ing through the political process.

Today the major issue facing every
level of government is how to provide an
adequate level of service to the public at
the minimum possible cost to the tax-
payer. | believe that this is the public
policy goal to which we as auditors can
make a significant contribution. We must
learn how to turn the work of the gov-
ernment auditor into real government
action which will address this issue. We
cannot be satisfied with the production
of impressive audit reports. Instead we
must focus on preparing audit reports
which will communicate sound recom-
mendations in a way that is going to
cause changes to be made. If we don't
do this, we might as well not do any-
thing. If we can't change public policy
through the auditing process, it is my



opinion that we don't need to be en-
gaged in the auditing process.

There are three areas to examine in
addressing this issue. First, we need to
set standards for the quality of audit
work. Second, we must establish the ap-
propriate scope and subject matter of
our audits. Third, we must learn how to
communicate the results of the audit.

STANDARDS FOR QUALITY OF
AUDIT WORK

Quality of audit work can be judged by
the relevance and significance of the
findings an audit produces and the
workability of the audit recommenda-
tions. In examining the quality of an au-
dit report, you should first determine
whether the findings noted by the audi-
tors are relevant to the governmental
entity being audited. Relevance can be
measured in terms of the significance of
the issues raised and the amount of po-
tential savings involved. A relevant audit
finding must provide an opportunity to
improve the quality of government serv-
ices or to reduce the cost of services
being provided. A relevant finding must
also be accompanied by a workable rec-
ommendation. Merely pointing out an
operating problem will usually accom-
plish nothing unless the auditor can also
recommend a solution which will be
considered feasible by the management
of the governmental entity being audited.
Therefore, auditors must work coopera-
tively with government managers. To ac-
complish the goal of improving manage-
ment of government, an auditor must be
willing to listen to the problems of man-
agers, suggest possible improvements,
listen to the reasons why the auditor’s
recommendations won't work, and make
appropriate modifications to those rec-
ommendations. Auditors and managers
have to work together to come up with
audit recommendations which are work-
able and which will be put into effect.

SCOPE AND SUBJECT MATTER
OF AUDITS

Much attention has been focused re-

cently on determining the appropriate
scope and subject matter for audits un-
dertaken at the local government level. |
believe that auditors in the public sector
are obligated to extend the scope of au-
dit work beyond the financial arena. In
the private sector, auditors can often fo-
cus on the integrity of financial data pro-
duced by the accounting system and the
fair presentation of financial statements,
because the measurement of perform-
ance in the private sector is proiit, and
all the auditor needs to determine is the
reliability of the data used in determining
profit. In government, however, the

measures of performance are efficiency,
economy, effectiveness, and results. The
government auditor must answer the fol-
lowing questions: How efficiently and
economically were the resources of gov-
ernment used? How effectively did we
meet the goals established for our gov-
ernmental programs? Were the estab-
lished goals appropriate, and are the
programs worthwhile? Are we spending
the public’s money wisely and are we
getting our money's worth?

Since auditing resources are always
limited, careful selection of subject mat-
ter for our audits will be important if we
are to answer the questions enumerated
above. Selection of an area of govern-
mental operation for audit should be
based on the potential for audit results.
This potential may be indicated by the
size and significance of the operating
unit or by operating problems which
have already become apparent. The first
step in the audit should be a survey to
identify the specific aspects of the opera-
tion which warrant a detailed audit be-
cause of potential cost savings to be
identified or operating inefficiencies to be
resolved. The materiality of potential sav-
ings must be evaluated against the cost
of performing a detailed audit. If the au-
dit team cannot identify during the sur-
vey phase a potential for the audit to
produce savings in the cost of govern-
ment or improvements in the quality of
services, then no further audit effort
should be invested.
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COMMUNICATING AUDIT RE-
SULTS

Communication of audit results is
probably the most important issue for
auditors to address today. An auditor
cannot be content merely to say he has
produced a quality product—he must be
able to deliver that product to the person
who can put it to use.

As auditors you may be able to find
out where the dollars are being wasted,
where governmental operations are inef-
ficient, where resources are not being
used economically, and which programs
did not reach their goals. You may even
have some good recommendations on
how to streamline the operation, how to
improve its cost effectiveness, and how
to see that future goals are met. But un-
less you can communicate your audit
findings and recommendations in terms
that are meaningful and useful to those
in authority, you won't be able to get
anything done.

The job of the auditor will only benefit
the taxpayers if you are able to spur on
the bureaucracy to take the necessary
steps which will reduce the cost of gov-
ernment and will produce better services
at lower cost. All of the value of an audit
can be lost if we fail in our efforts to
communicate.

Not only must audit reports be mean-
ingful and concise, but they must be di-
rected to the right place within the power
structure. In order to identify the right
authority who can and will take action on
audit recommendations, the auditor
must analyze the politics of the entity
being audited. You must find out who is
really making the decisions and then de-
termine how you can best motivate these
decisionmakers to take the necessary
steps to put your audit results to work.
To motivate these authorities, you will
need an audit report which is concise
and to the point, which identifies the
problem, provides adequate facts to sup-
port its conclusions, and points out solu-
tions which will be considered workable
by administrators and policymakers.

In communicating audit results, every
auditor must have an understanding of
the goals and objectives that his supe-
riors have set for the audit effort. The re-
sults of each audit should contribute to-
ward the accomplishment of these goals.
In Houston, we have identified as our
goal the streamlining of the bureaucracy
to provide better city services at mini-
mum cost. The results of each audit are
then judged against this standard.

Regardless of the specific goals estab-
lished, auditors must not be in the busi-
ness of producing reports—we must be
in the business of producing results. We
can only make our efforts worthwhile if
we identify those results and aim at pro-
ducing reports which will bring results
that are of real benefit to the taxpayers
we serve.



THE SINGLE AUDIT CONCEPT

INTRODUCTION

Every year, billions of Federal assist-
ance dollars flow to State and local gov-
ernments, universities, and nonprofit or-
ganizations. These funds come from
various Federal agencies and are admin-
istered by State and local agencies.

These funds may be audited by Fed-
eral, State or local government auditors
or by public accounting firms. However,
in many instances required audits have
not been made. Also, through lack of
coordination, individual grantees have re-
ceived duplicate, overlapping audits by
Federal, State, or local auditors.

Several recent letters and reports have
pointed out the problems in auditing
Federal assistance money. In a Septem-
ber 1977 letter, President Jimmy Carter
stated that audit coordination must be
improved to eliminate duplication and
wasteful efforts. The Joint Financial Man-
agement Improvement Program’s “Re-
port on Audit of Federally Assisted Pro-
grams: A New Emphasis” and a June
1979 report by GAQO, “Grant Auditing: A
Maze of Inconsistency, Gaps, and Dupli-
cation That Needs Overhauling,” high-
lighted many audit problems and sug-
gested improverments. These reports
recommended that a single audit be per-
formed on all grant funds rather than
grant-by-grant audits. Earlier reports dat-
ing back to 1969 made similar recom-
mendations, but not much was done. As
a result of the June 1979 GAQ report,
Congressman Jack Brooks' Committee
on Government Operations conducted
hearings and issued its report, “Failure
to Provide Effective Audits of Federal
Grants.” The Committee agreed that the
single audit concept should be imple-
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mented and that the Office of Manage-
ment and Budget (OMB), through its
policy circulars, should provide the lead-
ership and direction needed.

WORKSHOP DISCUSSIONS

Each of the three workshops started
with a discussion of policies, procedures,
and actions taken to implement the con-
cept Then other speakers and the audi-
ence discussed their concerns about im-
plementing it.

Implementation of the concept

OMB issued attachment P, a revision
to Circular A~102 on October 22, 1979,
which directed Federal agencies to im-
prove audit coordination and to increase
their reliance on audits by State or local
governments. The revision set forth the
audit requirements for grantees receiving
Federal assistance funds. It provided for
independent audits of financial opera-
tions, including compliance with Federal
laws and regulations. The requirements
were established to ensure that audits
are made on an organizationwide basis
rather than a grant-by-grant basis.
Further requirements in attachment P
follow:
® Audits must be made at least every 2

years.
® Federal agencies should rely on recip-

ient audits, but there is no limit on

Federal authority to make audits.
® Federal agencies may use their own

procedures to arrange for audits.
® Audits must be made in accordance

with GAO standards, a standard finan-
cial audit guide, OMB compliance
supplements, and generally accepted
auditing standards.

® Audit tests must be made from the
universe of all grants and must in-
clude all material cost categories.

® Irregularities found during audits must
be reported to the cognizant audit
agency and the recipient management
agency.

® Audit reports must state various
things, such as the audit period, pro-
grams funded, an opinion on financial
statements, comments on compli-
ance, system irregularities found, and
corrective action taken or planned.

® OMB will designate cognizant audit
agencies.

® Cognizant audit agencies will assure
audits are timely and reports are dis-
seminated properly, as well as provide
technical assistance.

After issuing attachment P, OMB pro-
ceeded to implement the single audit
concept. Four major documents were
considered necessary to do this:
® A financial audit guide for all the Fed-
eral assistance programs.
® A list of cognizant Federal agencies
for State governments.

® A list of cognizant Federal agencies
for local governments.

® A compliance audit supplement for
the standard financial audit guide.

The first two documents have been is-
sued. OMB and GAO jointly issued the
audit guide, the “red book,” in February
1980. OMB listed the cognizant Federal
agencies for State governments in the
April 17, 1980, “Federal Register.” The
last two documents will require more
time. Since an organization for local gov-
ernments similar to the Council of State
Governments does not exist, it will be
harder to complete cognizant agency as-
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signments for local governments. Simi-
larly, the compliance factors will take
time to develop for the 497 Federal as-
sistance programs. OMB has decided to
first develop features for the 56 major

programs which represent about 90 per-

cent of the Federal assistance funds to
State and local governments. An expo-
sure draft was published in the “Federal
Register” on August 18, 1980.

Concerns about the concept

There was overwhelming support for
the concept. Major benefits can be real-
ized, including fewer but more efficient
audits and less disruption of grantee op-
erations. Although many participants ex-
pressed concern about the concept, it
was agreed that some very practical

problems existed, but that Federal, State,

and local auditors will be able to solve
them. The unanimous consensus was
that the single audit’s time had come.
The following questions were answered
by the participants:

1. @ What is an entity?

A. This is being established on a
case-by-case basis. In some cases, a
State may be the entity when it has a

centralized accounting system. In most

States the individual State agencies
will be the entities.

2. Q What are the major compliance
factors?

A. These are being worked on.
Compliance factors will be established
for 56 programs which represent 90
percent of the Federal assistance
funds to State and local governments.
They are essentially the major factors
that affect the dollars, such as eligibil-
ity of beneficiaries and matching
funds.

3. Q What is the audit period?
A. Annually, but at least once each
2 years. If the audit is made every 2
years, both years must be covered.

4. Q Can a grantor agency have a
single grant audited?
A. Yes, but not as the audit required
by A—102. It would have to be a sepa-

rate audit and would have to be paid
for by the grantor agency.

5. Q Who receives Federal grant
funds?

A. Much of the information is un-
known. There is no central location
where the information can be obtained
at this time.

6. Q Who arranges for audits—recipi-
ents or Federal agencies?

A. The recipients arrange for the
audits or follow the laws which dictate
who arranges for audits. Attachment P
states that the recipients may use their
own procedures to obtain audit cover-
age.

7. Q Can an audit agency do addi-
tional audit work at a recipient organi-
zation?

A. Yes. After a single financial and
compliance audit is finished, followup
may be necessary. But the additional
work should take advantage of the
work already done. Additionally, other
types of audits may be made, such as
economy and efficiency or program
results audits.

8. Q We are on a 3- to 4-year audit
cycle depending on the parts of gov-
ernment we are assigned to. We do
not report in anywhere near the level
of detail that the "red book™ calls for.
What's the level of reporting required?

A. We assume you are now on a 2-
year cycle in accordance with attach-
ment P. Concerning the level of re-
porting required, the statements in the
audit guide show how a comprehen-
sive set of financial statements can be
constructed. However, they serve as a
guide only, and the audit report
should contain such financial state-
ments as the grantee prepared, a
schedule of the various programs and
amounts of Federal funds received,
and a schedule of questioned costs.

9. Q@ Who is going to revise the OMB/
GAOQ audit guide?

A. After there has been sufficient
time to evaluate the guide, any revi-
sion should be a joint GAQO/OMB ef-
fort.

10. Q Is the Federal Government going
to pay for the level of auditing re-
quired in the single audit concept?

A. The cost allocation method out-
lined in Federal Management Circular
(FMC) 744 states audit is an allowa-
ble cost and the cost should be in-
cluded in the overhead rate.

11. @ Why are we fully implementing
the single audit concept before a com-
plete plan is ready?

A. It is not clear what is meant by a
“complete policy plan.” In the opinion
of OMB, the single audit concept is
the most logical one to audit federally
assisted programs, and the administra-
tion's policy is to implement the con-
cept as fast as possible. OMB recog-
nizes that agencies might encounter
problems, but such problems should
be addressed as they arise.

12. @ How can auditors perform single
audits when not all cognizant agencies
have been selected and the compli-
ance factors of the many assistance
programs have not been published?

A. The concept will take a long time
to implement and won't be imple-
mented perfectly. OMB will not say
any audit organization did the single
audit wrong for a particular grantee.
But OMB will work with any organiza-
tion wanting to do a single audit. This
includes furnishing compliance factors
which have been established and help-
ing to select the cognizant agency. To
make the single audit work, auditors
need to get on with the process.

13. Q How does the single audit con-
cept affect the audit work of minority
certified public accounting (CPA}
firms?

A. The Federal Government sup-
ports minority firms. There is no intent
that minority firms will lose out in
doing single audits. There are many
levels of audit, i.e., major agencies and
subgrantee levels. The single audit im-
pact is unknown with regard to minor-
ity CPA firms. OMB will monitor imple-
mentation to assure there is no
adverse effect.



14. Q Does the grant closeout require-
ment remain under the single audit
concept?

A. Grants can be closed out by a
single audit and single report unless
an agency has arranged for a special
audit of a grant. However, the agency
should have a good reason for arrang-
ing a special audit. One reason may
be that a grantee has management
problems.

15. Q@ What if audits are not done?

A. Sanctions may have to be con-
sidered. These could include revoking
letters of credit, imposing interest pen-
alties, reducing grant funds, or grant-
ing no funds.

16. @ How does the single audit con-
cept affect small CPA firms when audit
work increases and firms are too small
to make timely audits?

A. Small firms may need to hire
more people, search for smaller grant
recipients, or form consortia to do au-
dit work. There should be plenty of
work for every firm.

17. Q Small Federal agencies are leery
of the single audit concept and do not
fully understand it. Small agencies
may not be cognizant for any pro-
gram. Is there any concern that small
agencies may divert their efforts to
other Yypes of audits, such as perform-
ance audits?

A. OMB is aware of agency con-
cerns but, as yet, not all cognizant
agencies have been assigned. The fear
may be in the area of monitoring.
Agency program officials will have to
monitor programs to obtain informa-
tion that used to be in audit reports.
Some information on compliance fac-
tors, e.g., the use of lead-based paint,
would not be considered a financial
item and would need monitoring by
program personnel.

18. Q When is A-102, attachment P,
effective considering that each Federal
agency has to write agency regulations
to implement the audit requirements?

A. October 22, 1979.

19. Q Is a sole-source contract made
when a cognizant agency has a State
auditor perform an audit? Or should
there be competition? What happens
when a State law requires the State
auditor to perform a specific audit?

A. The circular calls for independent
audits of Federal funds. For States,
these audits will usually be part of nor-
mally scheduled State audits and the
States will decide whether the audits
will be made by State auditors or pub-
lic accounting firms in accordance
with State law or regulations.

20. Q Must contingent liabilities be re-
ported?

A. Yes. If a grantee spends money
for unauthorized purposes, such as for
services to ineligible recipients, that
has to be reported.

21. Q Whatis ti.: ._ e of the National
and regional audit forums in imple-
menting the single audit concept?

A. Tis has yet to be determined.
However, the forums are currently pro-
viding information and holding semi-
nars on the concept.

22. Q Has OMB approved a financial
statemnent format for the single audit
since CPAs prefer three reports—fi-
nance, compliance. and internal con-
trol reports?

A. lt is too soon to approve one.
OMB prefers one report with three ele-
ments in it. Much work needs to be
done.

23. Q Should all questioned costs be
reported in single audit reports, even
though they may not be material to fi-
nancial statements?

A. Yes.

Areas needing attention

While opinions varied on how to do
single audits and no consensus was
reached on solutions to specific prob-
lemns, the spirited level of participation by
most audit directors suggested the need
for solutions to be developed. Several
key opinions and key problem areas
were stated.



Key opinions

Federal support must remain strong
and extend into all phases of Federal
audit agencies.

Program regulations governing audits
must be modified and must be con-
sistent with OMB circulars.

All audit forums must reach out to all
practitioners in their regions.

The pace of implementation must be
monitored.

OMB must be prepared to allocate
more of its own personnel when nec-
essary.

Key problem areas

Overall OMB planning needs o be
improved. The single audit concept
was developed without enough coor-
dination between Federal, State, and
local auditors. Questions such as the
effective date to implement A-102 re-
main open when the concept is not
yet fully implemented.
Reimbursement is a major problem
because the majority of States cannot
cause a flow of funds to support the
single audit concept through the indi-
rect cost allocation plan.

The role of the cognizant audit agency
is not clearly defined. The major ques-
tions are: How can the State or local
auditor correlate statutory responsibili-
ties with those of the Federal cogni-
zant agency if there are conflicts and
how can the conflicts be mediated?

A role for minority and small CPA
firms needs to be developed. Both
types of firms believe they will be
struggling to stay in business. They
hope OMB and Federal program em-
phasis will help maintain their roles in
the professional auditing area.

As we gain experience with the “red
book,” it will obviously need some re-
vision. Participants expressed a desire,
as they had before, to provide input to
future revisions of the book.
Compliance factors have been devel-
oped for 56 programs representing
about 90 percent of the grant funds to
State and local governments. How-
ever, such requirements have not

been promulgated. Participants believe

input should be made by all levels of

government as to what the compli-
ance requirements will be and how
procedures will be developed to test
for compliance. A further concern is
how the other 10 percent of grant
funds (about 441 programs) are to be
tested for compliance.

& [dentification of grants by the Federal
agencies seems poor. |t i§ awkward
for an auditor to have a grantee iden-
tify the funds without being able to
confirm whether all the funds are in-
cluded in the audit. A grant informa-
tion system is needed.

There seemed to be full agreement
that the problems should be resolved
through the combined efforts of OMB,
GAQ, State and local officials, and the
audit forums.



FRAUD, WASTE, AND ABUSE

INTRODUCTION

“We are concerned with more than
saving dollars, crucial as it is today. We
must continue to restore trust that must
exist in a democracy between free peo-
ple and their Government.”

President, Jimmy Carter

Two essential and ultimate responsibil-
ities of government are stewardship of
public resources and providing economi-
cal and efficient educational and social
services. In an era of public resistance to
government spending and public skepti-
cism about government’s ability to carry
out these responsibilities effectively, effi-
ciently, and honestly, officials at all levels
of government must diligently try to en-
sure that the taxpayers’ dollars are not
misused through fraud, waste, and abuse
and are used for their authorized pur-

poses.

WHAT IS THE PROBLEM?

The early practice of examining every
single transaction from beginning to end
quickly became impractical with the
growth of public services and the volume
of business. The focus changed to
examining systems and testing controls.
This necessary change, however, consid-
erably diminished the chances of detect-
ing fraud, except in its most blatant
forms.

Detection of fraud, although highly de-
sirable, was therefore no longer the pri-
mary purpose of audit; rather, its pur-
pose became to (1) verify compliance,
(2) determine fairness of financial state-
ments, and (3) establish whether internal
controls were adequate to safeguard the
funds involved.
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The erosion of fraud detection as a
primary audit goal is not generally real-
ized by the nonauditor. By and large, the
public still thinks that the completion of
an audit without major adverse findings
is a guarantee that everything is in good
order.

RECENT DEVELOPMENTS

The escalating costs of Federal assist-
ance programs and their vulnerability to
mismanagement, abuse, and outright
fraud came to public conscicusness in a
rash of unfavorable news media releases,
GAO reports, and congressional hear-
ings. In response to demands for more
effective controls, the Congress enacted
Public Law 95452, the Inspector Gen-
eral Act of 1978.

The developments of the last 2 years
in particular brought about a need for an
exacting reappraisal and for changes in
audit policies, procedures, and practices.
Compliance with GAO standards is no
longer voluntary; it is now mandated by
the act. Efforts to prevent and detect
fraud are also no longer a voluntary mis-
sion.

The Securities and Exchange Com-
mission (SEC), the American Institute of
Certified Public Accountants (AICPA),
and the Institute of Internal Auditors have
similarly responded to public concern for
the fairness and accurate representation
of the financial picture of companies.
The Foreign Corrupt Practices Act re-
quires adequate internal controls which
are interpreted and enforced by SEC and
has prompted audit organizations to
publish a host of guidelines, standards,
techniques, approaches, and training

programs for preventing and detecting
fraud and abuse.

WORKSHOP DISCUSSIONS

Participants generally agreed that pre-
vention of fraud and abuse was the ap-
propriate long-term goal. However, there
were different viewpoints on how to allo-
cate staff resources and on what to em-
phasize.

Key areas to examine are whether
management internal accounting con-
trols can do the job and whether they
are actually being adhered to. Both were
considered critical to management's abil-
ity to develop meaningful financial infor-
mation and fulfill its responsibilities.
® Essentially, risk gets at the heart of

any review because it identifies how

assets can be lost or abused or trans-
actions improperly processed. Ob-
viously, the larger the risk, the more
important the controls that protect
against it and the larger the need to
assess their effectiveness.

® “Materiality” is no longer defined only
in terms of dollars. The standard test
of materiality deals with quantity. How-

ever, today's definition includes a

growing number of management de-

cisionmaking prerogatives which may
include the possible override of con-
trols. These override decisions must
be looked at more closely, regardless
of dollar amount, because of their po-
tential for (1) allowing transactions to
go unrecorded, (2) subverting record-
keeping integrity, and (3) violation of
law.

® Front-end systern planning is getting
increased attention as a valid role of
the auditor. The prime concern in this



area is to construct systems of man-
agement control that will prevent fraud
and abuse, make it more difficult, and
decrease the likelihood of error and
waste.

Ideas for attacking the problems

Participants offered some recommen-
dations for overcoming some of the
problemns. Much has been done in the
area of fraud prevention and detection in
the past couple of years, and the sharing
of techniques, skills, and ideas was seen
as the most productive.

Resources

To deal with the limited resources
available for the audit, participants rec-
ommended meeting with agency heads
to discuss potential fraud areas, i.e.,
weak program points, problems of inter-
nal control, etc.

Training programs

A partial list of available training in de-
tecting and preventing fraud and abuse
discussed by the participants follows:

San Diego County Fraud Prevention
Seminar:
® Description of problems.
® Roles and responsibilities.
® Fraud indications.

8 Profile of perpetrator.
® Case studies.

Council on Municipal Performance
Workshop Series:
¢ [ntroduction to fraud auditing.
® Audit management.
¢ Audit problems and resolutions.

OMB and Executive Group To Com-
bat Fraud and Abuse:
¢ Emerging training program for Fed-

eral IGs.
® Vocabulary.
® Flags or indicators of fraud and

abuse.
® Techniques for investigating.

Vulnerability assessments

To focus on areas where fraud and
abuse may exist, several [Gs, GAO, and
other organizations have looked to the
survey approach before conducting in-
depth reviews. These assessments in-
clude
® inventory systems for identifying/

measuring the extent of fraud and

abuse;

® collecting and analyzing data and
management responses;

® identifying administrative issues; and

® using questionnaires and profile
sheets.

Priorities to be set

Participants developed five important
priorities which auditors at all levels of
government can follow in preventing and
detecting fraud and abuse.

@ Strengthen commitment, cooperation,
and coordination between all levels of
government and public accounting
firms.

® [nitiate public education (conscious-
ness raising).

¢ Develop and test program models and
model programs on prevention and
detection for use by State and local
governments.

® Develop models for uniform legisla-
tion and regulation.

® Improve and increase training.
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INSPECTOR GENERAL CONCEPT:
FIRST YEAR OF OPERATIONS

It could be said that the Inspector
General concept was fathered by the De-
partment of Agriculture. The detection of
a huge fraud operation led the Depart-
ment to create an Office of Inspector
General. The pitfall of a nonstatutory IG
was its susceptibility to abolishment.
That, in fact, was the case with Agricul-
ture’s IG; the Secretary abolished the Of-
fice in 1974,

The first statutory IG was enacted for
HEW in October 1976. The establish-
ment of this Office followed extensive
congressional investigation of fraud,
abuse, and program mismanagement in
HEW. The Congress found a lack of evi-
dence that the Secretary would know
about problem areas, much less take
corrective action. Moreover, the investi-
gative and audit groups lacked inde-
pendence to perform the necessary work
to uncover fraud and abuse.

With the creation of the Department of
Energy in 1977, a second Office of In-
spector General was established by the
Congress. Soon thereafter, 12 other IGs
were established, and finally in 1979 a
statutory IG was included in the Depart-
ment of Education.
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Statutory 1Gs were established as inde-
pendent and objective units to conduct
and supervise audits and investigations.
Furthermore, IGs are expected to provide
leadership and coordination in promot-
ing economy, efficiency, and effective-
ness and in detecting and preventing
fraud and abuse. 1Gs are responsible for
informing the Secretary and the Con-
gress about problems and deficiencies
and proposing corrective actions.

Inspectors General are appointed by
the President with the advice and con-
sent of the Senate. The appointments
are made without regard to political affili-
ation and are based on integrity and
demonstrated ability in accounting, au-
diting, financial analysis, law, manage-
ment analysis, public administration, or
investigation. [Us report to and are under
the general supervision of the Secre-
taries. Each [G is responsible for ap-
pointing two assistants, one for audit and
one for investigation.

Some of the key provisions of the [n-
spector General legislation are:
® [Gs have subpoena power.
® They have direct access to the Secre-

taries.
® They must submit semiannual reports

to the Secretaries for transmittal to the

Congress.
® They must submit reports to the Con-

gress on serious or flagrant situations.
@ Audit and investigative functions were

consolidated.

Even though these provisions allow
significant authority and resources to the
IGs, several problems remain. For exam-
ple, audit and investigative functions re-
quire different skills; yet, some cases
could be more effectively resolved
through a combination of audit and in-
vestigative skills. Some IGs are consider-
ing the possibility of a new job series to
officially combine these skills in a single
job description. In addition, 1Gs are faced
with an apparently uneven allocation of
staff. Some agencies have had large staff
increases, and staffing levels at others
have remained the same. In light of the
broadened scope of the IGs’ responsibili-
ties, the level of staffing can be crucial. A
final concern, yet to be fully tested, is the
relationship between the IG and the Sec-
retary. Organizational and reporting
mechanisms for assuring independence
and surfacing audit and investigative
findings are in place but have not been
evaluated.



PERFORMANCE AUDITING

BACKGROUND

During the past 10 years the scope of
auditing has been expanded to include
what is today commonly referred to as
performance auditing. Performance au-
diting includes economy and efficiency
and program results audits and is a logi-
cal extension of the traditional financial
and compliance audit. Performance au-
diting is now widely accepted by all lev-
els of goverment-—Federal, State, and lo-
cal—and its future looks promising.
However, during this period of growth
and acceptance, the performance audit
has been misunderstood in many ways
and, as a result, maligned.

This misunderstanding and malign-
ment has occurred because the concept
was not adequately explained to many
legislators. They viewed performance au-
diting as the answer to many of their
problems and became disillusioned
when it became apparent that their high
expectations could not be met. Only lim-
ited audit coverage could be provided
with the available resources because per-
formance auditing is considerably more
complex, time consuming, and expen-
sive than the traditional financial audit.
Nevertheless, there is much value to be
derived from performance audits.

WORKSHOP DISCUSSIONS
Selecting areas to audit

Two panelists pointed out that they
performed only those performance au-
dits directed by their legislative body.
The panelists focused their attention on
(1) how they adjusted their performance
audit schedule to accommodate chang-
ing priorities, and (2) indicators such as

financial risk, rapid program growth, re-

organization, and legislature interest dur-
ing budget hearings used to identify po-
tential audit areas.

The panelists cautioned that the fol-
lowing factors should be recognized
when programing performance audits:
® Audits must lead to sufficient savings

to justify an audit organization's con-

tinued existence. Thus a sufficient
number of audits must be made in
areas known to be financially fruitful.

¢ [f auditors are told that the auditee
must save money as a result of each
audit in order to justify their continued
existence, they will tear up some orga-
nizations. This is an unacceptable ap-
proach.

® Audit reports frequently serve as a ca-
talyst for change rather than the sole
reason for it. The need for change is
usually already recognized.

One panelist commented that it is
often as important to verify that a pro-
gram is performing well as it is to con-
tinually point out problems. He felt audi-
tors could provide better program
coverage and have better rapport with
management if performance auditing
was conducted along the lines of the tra-
ditional financial audit. However, panel-
ists recognized that, until management
(1) establishes clear program goals and
objectives, (2) develops management in-
formation systems, and (3) maintains re-
liable data, such an approach will be im-
possible and the choice will become
either don't do performance audits or do
a consulting job.

It was suggested that since program
performance cannot be expressed in
purely financial terms, auditors’ long-

range goal should be to have manage-
ment issue statements of performance
that include nonfinancial information. In-
dependent auditors could then verify and
attest to the accuracy of these state-
ments. This would give auditors the op-
portunity to motivate management to
make a proper accounting and establish
the proper auditor-management relation-
ship.

Before moving in this direction, several
issues need to be resolved. These were
discussed at length and are listed below.
@ Realistic and valid performance goals

are needed. The problem is that it will

be hard to persuade managers that it
is in their best interest to establish
goals, particularly when legislative in-
tent is frequently unclear or non-
existent. A possible solution being ex-
plored by some governments is to
require that legislation specify goals
and objectives. In the meantime, audi-
tors may have to measure program
performance against accepted indus-
try or profession standards; auditors
should not independently establish
program goals.

® The management-auditor relationship

is subject to the same strains that ex-
ist in the traditional financial audits.
Maintenance of the auditors’ inde-
pendence is a sensitive area, and au-
ditors must remember whom they
work for and must not get too close
to management.

® With only limited resources, it will be
hard not to focus only on problem
areas.

@ it would be very expensive to sample

an entire entity in order to be able to
issue an overall opinion concerning its
performance.
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e Since audit reports would address
management performance statements,
audit finding and recommendations
would have to be conveyed in a sepa-
rate management letter. Normal fol-
lowup procedures would be used to
verify implementation of recommen-
dations.

Staffing and cost of performance au-
dits

The panel discussed the staff necessary
to conduct performance audits and their
total cost.

Regarding staffing, the point was
made that, while it is fairly clear what
qualifications are required to perform fi-
nancial audits, such is not the case re-
garding performance audits. The ques-
tion was also raised as to whether each
performance audit team should include
an expert in the area being audited. After
much discussion, there was general
agreement that, when technical judg-
ments are required, expert consultants
should be used, but in most cases an
auditor using the proper analytical ap-
proach can do just fine. It was the con-
sensus that staffers having master's de-
grees in business administration possess
the required analytical tools necessary to
perform most performance audits with-
out outside expertise.
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The panel emphasized that perform-
ance auditing is expensive because (1)
each audit requires different analytical
approaches, and (2) the workpapers and
draft report are subject to a more inten-
sive and thus time-consuming review.
This intensive review is necessary to in-
sure a quality, objective product and the
organization’s reputation in a political en-
vironment. However, the benefits ex-
pected to be derived from the audit,
rather than the cost, should be an orga-
nization’s primary concern.

Audit followup

The panel next discussed procedures
used to follow up on the implementation
status of performance auditing recom-
mendations. The trend is to pass legisla-
tion addressing followup. The proce-
dures discussed ranged from followups
during subsequent audits to use of ques-
tionnaire responses verified by auditors.
The question was raised concerning
what auditors should do when legislative
bodies do not accept recommendations.
One panelist mentioned that auditors
should push for implementation of their
recommendations only to a certain point
because auditors are not politicians. To
continue pushing could be suicidal in
that the auditors’ objectivity could be
questioned. The panel recognized. how-
ever, that the legislative environment
could change and thereby warrant re-
consideration of previously rejected rec-
ommendations. On the other hand, the
auditors must be careful to make sure
that recommendations are still valid. The
panel also pointed out that audito:s
should insist on implementation ot rec-
ommendations to correct deficiencies
noted in a financial audit.

Audit standards

There was considerable discussion
about the extent that generally accepted
auditing standards promulgated by the
American Institute of Certified Public Ac-
countants, the Institute of Internal Audi-
tors, and GAO applied to performance
audits. The panelists and audience
agreed that available standards applied
to performance audits and were very
good. The following additional points
were made.
® The GAO standards were designed to
apply to all types of audits.
® Legislation and policy staternents and
regulations now frequently require au-
dits of government operations to con-
form to GAO standards.

® Auditing standards are not intended to
be precise guidelines and methods for
conducting a performance audit but
are broad principles that auditors
must adhere to.

SUMMARY

In his closing remarks, the panel mod-
erator stated that, in his opinion, per-
formance auditing was going through an
evolutionary process and was not at the
same level as governmental financial au-
diting. However, performance auditing
could be a lot closer to becoming equal
with financial auditing than many people
think.



PERFORMANCE APPRAISAL

INTRODUCTION

Performance appraisal is perhaps the
most problematic personnel issue con-
fronting management. First, evaluating
others always entails some subjectivity
and is never easy. Second, the cutcomes
of an appraisal system can have signifi-
cant immediate, as well as far-reaching,
effects on a person’s pay, work assign-
ment, and career. In addition, appraisal
systems are difficult to design and imple-
ment because the nature of professional
jobs, such as those of auditors, are
largely unprogramed; incumbents per-
form a wide variety of tasks, often with
neither close supervision nor immediate,
definable outputs.

The ultimate success of any perform-
ance appraisal system depends upon the
active involvement and support of those
who will operate and be subject to it. To
be effective, the system must be inte-
grated into the daily responsibilities of
managers. It cannot be seen merely as a
form to be completed annually. it must
be used continually to help in the super-
visory tasks of job planning, performance
coaching and monitoring, periodic feed-
back to subordinates, and rating.

Finally, an effective appraisal system
not only provides timely and accurate
performance data, it also exists in a con-
text of organizational commitment and
policies which facilitate the rewarding of
supervisors for staff assessment and de-
velopment.

WORKSHOP DISCUSSIONS

The presentation covered performance
appraisal, including establishment of per-
formance standards, informal and formal
appraisal processes, and uses of apprais-

als. Particular emphasis was given to
uses of appraisals to develop career de-
velopment plans for staff.

Participants agreed that there was no
single appraisal system and that setting
performance standards was the most im-
portant thing.

Initially participants defined
® “performance standard,”

e “performance appraisal,” and
® “career development.”

“Performance appraisal” was defined
as a comparison of performance of re-
sponsibilities with established and (hope-
fully) understood standards.

“Performance standard” was defined
as the level of achievement, including
quantity, quality, and timeliness expected
of an employee. A performance standard
must

® be within limits of authority of the job,

® be objectively arrived at,

® be quantitatively expressed wherever
possible,

® be free of ambiguous, vague lan-
guage, and

® be exceedable by the employees.

The group agreed that performance
standards must not be stated in terms of
traits. But they also agreed that some job
traits were important. The group agreed
that

® performance standards must not be
prepared in isolation,

® performance standards must also tie
directly into organizations’ operating
procedures, and

® performance standards and appraisals
must be integrated into organizations’
management systems.
The discussion leader pointed out that

in the Department of Labor, perform-

ance standards for senior managers di-

rectly related to organizational outputs.

The danger is that this system can be-

come overly structured and become a

paper exercise.

The following important points were
brought out during the discussions:

@ Managers must be involved in design-
ing and implementing an appraisal
system so they will support it.

® The system must address how stand-
ards for a given person will be deter-
mined.

@ The system must be understood by
employees and be supported by them
and by higher management levels.

It is important that senior manage-
ment groups implement a system so
that it is correctly communicated to indi-
vidual employees.

The system is a major investment in
terms of both time and equipment, such
as the use of the computer to record
data. One agency is developing a system
which will be a multipurpose system. It
will enable appraisal for all personnel
management needs in that agency. That
agency feels this is the best approach.

The last part of the session dealt with
career development. A career develop-
ment system should increase the effec-
tiveness of an employee and meet the
needs of the organization. Effective ca-
reer development requires i
@ integrating training and work assign-

ments,

® establishing performance standards,

® using performance appraisals,

® workforce planning, and

® developing unit work plans.

Career development plans must be
developed for individual employees and
must be tailored to their specific occupa-
tions.
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STAFF DEVELOPMENT

INTRODUCTION

A qualified staff is the main asset of
any organization. The continuing profes-
sional development of the staff is a co-
responsibility of the individual and the
organization. Changes and improve-
ments in knowledge and work environ-
ment make continuous training and edu-
cation a basic need of any profession.
Auditing is no exception. Therefore, it is
incumbent upon the audit organization
to provide additional training in those
skills required to perform the modern
audit function.

Although college and university curric-
ulums provide an entry level of knowl-
edge, auditors must continue developing
skills needed to stay abreast of the state
of the art. The audit forums have pro-
vided training to members that otherwise
might not have been available or afford-
able. As training funds become even
more scarce and as requirements for ad-
ditional skills increase, the forums will be
called on even more to provide training.
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WORKSHOP DISCUSSIONS

The objective of this workshop session
was to allow participants to identify train-
ing problems experienced and solutions
found in their audit offices. In addition,
they were advised of recent training
studies performed by the Office of Per-
sonnel Management, GAQ, and the Fed-
eral Audit Executive Council, which
could be of use in their operations.

Participants identified specific prob-
lems as follows:

® Problem-—Lack of time.

o Solutions—Agencies can provide on-
the-job training. Also training can be
provided in a self-study program. In
some cases, time off should be given
for those taking CPA examinations,
etc.

® Problem-—Cost of training programs.

# Solutions—Agencies can establish in-
house programs and provide instruc-
tors and try to obtain education grants
when possible. Cooperative training
programs can be set up among audit
organizations. In addition, the forums
offer training programs at no cost.

® Problem—Quiality of training pro-
grams.

® Solutions—Agencies can set up sys-
tems to properly evaluate training pro-
grams. Participants in a particular
course must exchange information.
Recommendations to improve the
course can be solicited from partici-
pants. The most important thing is to
make sure that the instructors are the
most knowledgeable people that can
be found.

® Problem—Lack of internal resources.

o Solutions—Agencies should have
training officers to help with their par-
ticular problems. Most agencies do not
have qualified instructors in house.
There is also a lack of training mate-
rial for specific courses.

® Problem—Availability of training, by
levels.

® Solutions—Agencies should provide
training to employees. Particular staff
must be trained as trainers. Circulars
and brochures on training programs
offered must be circulated.

® Problem—Continuing education re-
quirements.

® Solutions—Agencies should help pay
for staff training. In some cases, they
should provide time for study and ex-
aminations. They should identify train-
ing programs that will benefit them.

® Problerm—Courses which are often
too generalized.

¢ Solutions—Agencies should develop
their own courses, tailored to the
needs of the office as well as to the in-
dividuals, and set aside time each year
for them.



GETTING ALONG WITH OTHERS:
AN AUDITOR’S MUST

This workshop featured a general dis-
cussion and viewing of the lecture video
tapes prepared by Professor Morris Mas-
sey of the University of Colorado, “What
You Are Is Where You Were When...".

There are three levels of getting along
with others: love, understanding, and tol-
erance. The more people get along with
others, the more likely they are to suc-
ceed. But they all should be able to at

least understand why people act and
think the way they do. For auditors, this
is important from many aspects—deal-
ing with associates in professional orga-
nizations, such as the audit forums, and
with their families, friends, fellow staff
members, and those being audited (who
sometimes seern actually to work at not
getting along).

Auditors tend to think that their values
are right and that people holding differ-
ent values are wrong. But, since values
are largely due to the various factors
which shape values, none are right or
wrong—they are just different. Only
when auditors can accept this basic fact
can they begin to work toward more
meaningful personal relationships and
greater productivity at work.

At least five major forces shape peo-
ple's values: famnily, friends, religion,
school, and the media. One’s experi-
ences during life, but particularly in the
earlier years, greatly influence values.

17



COMMUNICATING AUDIT

RESULTS

INTRODUCTION

The methods used to communicate au-
dit results may differ with each
audience—the auditee, legislators, the
public, etc. Success in communicating
results to the various audiences can be a
big factor in determining the amount of
support the resuits will receive.

WHAT IS THE PROBLEM?

One problem in communicating re-
sults is that each audience may require a
different level of detail to understand the
results and accept the recommenda-
tions. When cornmunicating results to
the auditee, the results should be stated
in sufficient detail so that the auditee
understands the deficiencies, is con-
vinced of the validity of the recommen-
dations, and is motivated to take correc-
tive action. In contrast, legislators do not
require as much detail, but they must be
convinced of the benefits of adopting the
recommendations and their validity. If
the legislators understand and support
the results, they may help get corrective
action taken. Communicating results
may become more difficult where, be-
cause of a sunshine law, the results must
be discussed in public meetings. Infor-
mation discussed during public meetings
may be misinterpreted by those in at-
tendance or reported out of context, re-
sulting in publicity that may be detrimen-
tal to the auditee. This may result in the
deterioration of the auditors’ working re-
lationship with the auditee and could be-
come an obstacle in accomplishing the
objectives of future audits.

WORKSHOP DISCUSSIONS

The workshops consisted of presenta-
tions on how to communicate audit re-
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sults. Participants then discussed the
problems encountered in communicat-
ing results and suggested solutions to
some of them.

To effectively communicate results,
the auditors must be certain that the au-
dience gets and understands the mes-
sage. Results may be communicated in
writing—formal reports, management re-
ports, etc.—or may be communicated
orally—testimony, exit conferences, infor-
mal briefings, etc. The type of communi-
cation used will depend on the audience
and may consist of a combination of
oral and written reports. One suggestion
for improving written communications
was for the audit organization to have a
report editor review audit reports to in-
sure that they tell the story intended.

Better communication with the auditee
can be accomplished by keeping the au-
ditee informed during the audit. In the
initial meeting with the auditee, the audi-
tors should explain the audit objectives
and try to obtain the auditee’s confi-
dence and acceptance of what the audit
is trying to accomplish. The auditors
should work closely with the auditee dur-
ing the audit and through meetings and
informal briefings explain the findings as
they are developed so that there will be
no surprises for the auditee during the
exit conference. Discussion of the find-
ings as they are developed also gives the
auditee an opportunity to respond to the
findings and initiate corrective action be-
fore the findings are released.

The auditors should explain to auditee
why certain actions they took were nec-
essary. For example, if the auditors had
to issue a qualified opinion, they should
explain to the auditee why this was nec-
essary and how to correct the situation. If

the auditee understands the audit report
and the basis for the auditors' decisions,
the auditee is more likely to accept the
audit results and try to correct the defi-
ciencies. In addition, an auditee that is
kept fully informed is in a better position
to respond to any inquiries from the
press or special interest groups regard-
ing the audit results.

The participants generally agreed that
an audit report should be issued regard-
less of whether management accepts the
audit results or not. However, the suc-
cessful communication of results should
convince managers of the benefits to be
gained by adopting the recommenda-
tions and thus motivate them to take
corrective action. When findings and po-
tential recommendations are discussed
with managers as they are developed,
auditors do not have to try to convince
them of the benefits of adopting the rec-
ommendations after the audit has been
completed. The audit report should in-
clude both favorable and unfavorable
findings, when applicable, so that the re-
port will have balance. Such reporting
also overcomes the often-heard com-
plaint that audit reports are always nega-
tive.

Auditors also must communicate audit
results to their governing body (legisla-
ture, audit committee, council, etc.). The
governing body generally is not inter-
ested in all the details that the auditee
may require; however, the auditors must
convince the governing body of the ben-
efits of adopting the recommendations.
Since the governing body generally dis-
cusses the results with both the auditors
and management, the governing body
can help convince management to ac-



cept the recommendations if the audi-
tors have successfully communicated the
results to the body.

Sometimes politics may influence the
reaction of the governing body, depend-
ing on the subject of the report and the
interest shown by lobbying groups.
Under a sunshine law, when the media
and interest groups may be present at
the meeting, communicating audit re-
sults becomes more difficult. It was sug-
gested that when audit results must be
communicated in open meetings, the
minor problems should not be discussed
or they may be reported out of propor-
tion and result in unwarranted detrimen-
tal publicity for the auditee. Such experi-
ences could distupt the good working
relationship that had been established
with the auditee.

One method of trying to prevent exag-
gerated press releases is to print a digest
on the report cover and hope that re-
porters will use it. Some participants pre-
pare and give to reporters a press re-
lease on the audit results with the hope
they will use it rather than prepare their
own.

For better communication and accept-
ance of results, auditors should try to es-
tablish and maintain an attitude of mu-
tual respect and cooperation with the
auditee. To do this, auditors should es-
teblish policies and procedures for deal-
ing with auditees. For example:
® Auditors should be knowledgeable

about all aspects of the job and, to

the extent practicable, about the audi-
tee’s organization before starting work
at the audit site.

® Auditors should be familiar with any
prior or current audits of the organiza-
tion, including work done by internal
auditors.

® Auditors should provide advance no-
tice as to when the audit will start.

@ At the entrance conference, the audi-
tors should discuss the scope, objec-
tives, and reporting plan for the audit
assignment.

® During the audit, the auditors should
discuss the scope, objectives, and re-
porting plan for the assignment.

® During the audit, the auditors should
discuss tentative findings and possible
solutions with responsible officials.

® Corrective action taken during the au-
dit should be recognized in the report.

¢ When the audit is completed, the aud-
itor should make certain that the offi-
cial at the audit site receives a copy of
the report.

One method of following up on the
actions taken on recommendations is to
prepare an annual report to the govern-
ing body summarizing the recommenda-
tions and the actions taken. The govern-
ing body can then discuss with manage-
ment its response to the recommenda-
tions and its planned actions.
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FOLLOWUP ON AUDIT RESULTS

INTRODUCTION

Audits are governments’ principal
means of preventing unauthorized ex-
penditures. Audits also determine
whether operations are conducted eco-
nomically, efficiently, and effectively and
often identify policy or procedural
changes that can reduce expenditures
without reducing the quality of govern-
ment services.

Federal, State, and local government
agencies too often delay or take no ac-
tion to resolve audit findings. The diffi-
culty of resolving findings varies widely,
Although some delays are unavoidable,
in most agencies this process takes too
long. The inadequate or lack of followup
on findings has been a longstanding
problem. Few agencies have adequate
systems for tracking and resolving find-
ings and have often failed to establish
formal followup systems.

Agency managers and auditors both
have important roles in resolving find-
ings. Managers should promptly decide
what should be done and complete cor-
rective action. They should also periodi-
cally evaluate their followup systems.
Auditors should also participate in the
followup to see if findings have received
management consideration and whether
satisfactory corrective action has been
taken.

In October 1978, the Comptroller
General issued a report to the Congress
entitled “More Effective Action Is Needed
on Auditors’ Findings—AMillions Can Be
Collected or Saved.” This report said:

“The lack of a good system for resolv-
ing auditors’ findings could be costing
the Government hundreds of millions
annualfy—most of which grantees and
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contractors are keeping aithough they
are not entitled to the funds under ap-
plicable laws and regulations. Also, siza-
ble savings in operating costs are
sometimes being foregone by failure to
act promptly on findings involving inter-
nal agency operations.”

WORKSHOP DISCUSSIONS

The panelists discussed some reasons
agencies did not adequately foliow up on
findings. The systems being used by one
Federal agency and by a State to follow
up on and resolve findings were also dis-
cussed.

Agencies do not adequately follow up
on findings because:

® Personnel who administer grants give
top priority to disbursing grant funds
and the lowest priority to following up
on audit findings.

® Auditees sometimes reject the find-
ings.

® Agencies’ tracking systems are defi-
cient.

® Agencies do not aggressively seek col-
lections or savings.

The following recommendations to
overcome these deficiencies were dis-
cussed.
® Auditors should be required to keep

accurate records of all findings until a

final disposition has been made.

Where recovery of funds is involved,

this means until the funds are re-

covered, the debt is forgiven, or the
findings are determined to be in error.
® Program administrators should be
given 6 months to decide what
amount, if any, is due from grantees
or contractors as the result of audit
findings. Written decisions signed by

the program administrators should be
required to justify not seeking collec-
tion of any amounts shown to be due
by the audit reports. Such decisions
should also be reviewed for legality
and endorsed by the legal officials
performing the reviews.

Officials independent of the program
administrators and the auditors should
be redponsible for deciding whether to
make recoveries on findings not de-
cided on within the 6-month time
frame specified above. Any decisions
not to recover should be justified by
the officials and reviewed for legality
as previously mentioned. These offi-
cials, who should be at a high level in
the organizations, could also handle
resolution of findings not involving
grantees or contractors that are not
resolved within 6 months.

Such officials should be required to
issue quarterly reports to the agency
heads on the status of all findings
which they are responsible for resolv-
ing, including the age and amounts of
unresolved findings and results of
findings resolved during the period.
To ensure aggressive recovery efforts,
accounting and collection controls
should be established for any
amounts due the government as a re-
sult of audit findings.

Even though agencies decide against
collection for any reason, they should
still resolve the causes which resulted
in the debts. They can provide techni-
cal assistance to help grantees im-
prove program operations or change
ambiguous or conflicting regulations
which impede accomplishing program
objectives.
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A Federal agency also had problems
with inadequate followup of audit find-
ings due to
® low priority given to the area by man-

agement,
® apathy on the part of auditees,
¢ problems with management, and
® lack of incentive to implement the rec-

ommendations.

A system had been established which
required followup action, but none was
taken because the system did not tie in
to the management system and the
management goals.

Late in 1977 the system was revised.
The revised system was designed to:
® Identify major problems for top man-

agement.
® Assure that audit recommendations

were speedily implemented.
® Establish followup on implementation
of recommendations.

The revised system also assigned re-
sponsibility to clear findings with the area
manager, the regional administrator, and
the primary organization head at head-
quarters. Audit liaison officers were as-
signed the responsibility of establishing a
control register and following through to
assure that timely action was taken on
findings. The system provides a time
schedule with specific milestones and a
goal of 165 calendar days to clear the
findings if the area office and the re-
gional office agree with thern. When the
area office and regional office disagree
with them, the goal is 180 days.

During the first 90 days under the re-
vised system, 90 percent of the findings
had been resolved and $7,000,000 re-
covered. During the first year, 93 percent
of the findings were resolved within the
prescribed time frame.

The overall results of the revised sys-
tem are better management, better cash
collections, and better acceptance of the
findings.

A State auditor had similar problems
in the followup of findings; many of the
findings repeated earlier ones. Therefore,
the State auditor decided to review prior
findings in planning audits. In 1979, the
State legislature passed legislation re-

quiring the administrative head of the
department of audit to follow up on find-
ings. However, individual agencies must
resolve findings. The power of the legis-
lature, especially the appropriations com-
mittee, influences the resolution of find-
ings. The exit conference is used to
acquaint operating officials with these re-
quirements and their responsibilities.

Attendees generally agreed that some
improvements had been made in the fol-
lowup of audit results at both the Federal
and State levels. However, this very im-
portant area needs continuing attention
at the highest levels of management.
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AUDITORS’ RELATIONSHIPS
WITH THE NEWS MEDIA

Why do we need to talk to reporters in
the first place? The answer is simple. Re-
porters who call on us seek information
about how well government is working
or the problems of government. They
call to learn what's being done with tax
funds. They pass that information along
to the people who “own” government,
the taxpayers. As servants of the public,
we have an obligation to inform our
“employers.”

Government auditors should expect
more and more questions from report-
ers. The trend to greater press interest in
audit work is documented by the figures
put together by GAO. In 1972, 31 GAO
reports received nationwide press cover-
age. This increased interest can be tied
to several events. Watergate and the war
in Vietnam both led to government being
perceived as being not always totally
truthful, while at the same time it devel-
oped what is commonly known as “in-
vestigative” reporing.

Government auditors are sometimes
fearful about dealing with reporters. They
are not used to that and have watched
the press rip into interview subjects. But
those fears are unfounded. Auditors
should always be able to answer truth-
fully and thus should have good press
relations.

Auditors should have good press rela-
tions because auditors deal with docu-
mented facts. Auditors at times cannot
comment on their work, especially work
in progress, but that should not be a
major drawback to good relations if re-
porters are informed in advance what
policies govern an audit organization’s
release of information.
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OVERCOMING PROBLEMS

Auditors do face problems dealing
with reporters. One can be audit reports
themselves, if they are not written in sim-
ple English. Reporters must write in sim-
ple English, in a manner which can be
understood by their readers. Reporters
working for radio and TV stations have
an even harder job, given the short time
allotted in a newscast for any given story.
Audit reports which use government jar-
gon, gobbledygook or “highfalutin”
Latin-based words are hard to digest.
GAO's 1974 publication “From Auditing
to Editing” is an excellent reference on
how to improve report writing.

The auditors who'll be talking with re-
porters can be a problem too, if they
can't converse in a language the report-
ers understand. Audit organizations
should insure that whoever speaks for
them understands reporters and their
needs and should make sure they speak
simple English too, not government ac-
countantese.

UNDERSTANDING REPORTERS

How in the world can you relate to a
person who calls at 4:50 p.m. on a Fri-
day wanting to be told in 5 minutes what
a 50-page report says and the report
isn't even public information to begin
with?

These are reporters that you will not
be able to relate to. There are reporters
who just won't ever understand why you
can't tell them everything they want to
know. But most are understanding and
reasonable, just like most accountants.
To understand reporters, begin by
understanding the reporters you're likely
to deal with, Direct observation is a good

first step. You already are doing that if
you're reading you local newspaper and
following local radio and television news
coverage. You should be able to get a
feel for how various reporters approach
news stories from reading or viewing
their work. You should be able to get a
feel for the kind of story that appeals to
a given newspaper or broadcast news
organization and then anticipate ques-
tions when you deal with a subject
they're interested in. If your office doesn’t
have a full-time public affairs person on
board, find an office which does. The
agency down the hall may have one, and
public affairs people like to talk. A 15-
minute visit over coffee should give you
a feel for that person’s experiences with
the local press corps.

THE PRESS CORPS?

Some reporters on the broadcast side
don't like that word “press.” Others don't
mind. In some larger cities and around
some State capitals, reporters don't mind
being called members of the press
corps. It is almost a prestige term. Meet-
ings with reporters can be called news
conferences rather than press confer-
ences. Refer to a group of reporters as
“a group of reporters.” That can keep
everyone happy and avoid the terms that
are offensive to reporters that crop up all
the time in references to the news “me-
dia.”

GETTING TO KNOW THEM

If you're in a job where you know
you'll be dealing with reporters even just
occasionally, and you know they are not
familiar with your office and its duties,
how about having an open house? De-



pending on your situation, you might
want to hold one on your own or in con-
junction with other parts of your agency
or unit of government. Make sure you
schedule the event on a day which is not
a "busy” news day.

ANTICIPATE, THEN ANTICIPATE
AGAIN

“Be prepared.” The Boy Scout motto
is more than just a great example of how
to totally express an idea in just two
words and three syllables. It is also a
motto whcih every person who works
with reporters should follow.

If an agency like GAO issues a report
which says there are problems in a pro-
gram which you have been auditing and
mentions an example from the geo-
graphical or governmental area you
cover, expect press gquestions. Get your
information together. Pull out the file. Be
prepared.

If a reporter for one news organization
calls you, expect calls from others. News
organizations follow up on what their
competitors do. When they do that, they
look for something new and different. Be
prepared for the reporter looking for “a

*new angle.”

BEING PREPARED

When reporters call your office or walk
through your door, you need to know
who they are and whom they represent,
a phone number you can reach them at,
what they need to know, whom you can
talk to later in their organization if you
can't reach them, and the deadline
they're working under.

You should consider devising a form
to give you a record of who asked what
and what you told them. This will also
help you make sure you serve the re-
porters’ needs (and thus the public's
right to know).

Let the reporters know who you are,
what your title is, and how they can
reach you later.

HANDLING QUESTIONS

Be objective. Be honest. Never state
personal opinions and be on guard if a

reporter phrases a question along the
lines of “Well, that's fine, but just be-
tween you and me, what's your personal
opinion?” You are not paid to express
personal opinions.

Think before your speak. Ask for time
if a complicated question is posed. If re-
porters are interviewing you about a
complicated subject or report and they
aren't pressed for time, get that audit re-
port into their hands if possible. Ask
them to read it and get back to ycu with
questions.

If you know you're going to be a regu-
lar interviewee, go directly to the nearest
library with a collection of journalism
textbooks and check out one which
deals with interview techniques. Learn
what to expect. Be prepared.

LIVE—FROM YOUR OFFICE

It probably won't be Dan Rather and a
crew from 60 Minutes,” but the report-
ers calling on you might have cameras
following right behind or tape recorders
in hand. Handling radio or TV reporters’
inquiries poses some special considera-
tions. The deadline which broadcast re-
porters operate under is often tighter
than that faced by print reporters. Radio
reporters, especially, are under a minute-
by-minute deadline. And their business is
normally more competitive than the print
business. While few media markets have
more than two daily newspapers, every
major city in the Nation has several radio
stations and usually at least three TV sta-
tions. The reporters for those radio and
TV stations are competing to gut ahead
in their business, while the stations they
work for are competing for the listening
and viewing audience. Broadcast report-
ers want stories first and fast and must
get them in a form they can use on the
air.

Don't expect a radio reporter to want
to tape an interview with you if your of-
fice window is open and you're right
above a sidewalk being torn out by air
hammers. Don't expect your local TV
cameraman to be happy if you are wear-
ing a plaid suit and are sitting in front of
loud print wallpaper. Remember that ra-

dio and TV news stories compete with
each other for the limited amount of
time TV and radio devote to news. So
phrase your respanses to meet that real-
ity. If you take 2 minutes to answer a
question, you've talked longer than the
amount of time devoted to all but the
most major news stories.

DOG AND PONY SHOWS???

Television presents unique challenges
to the people in front of the lens. A 30-
minute network newscast is really only
22 minutes of news material. The rest is
commercials and introduction. The local
news which follows has even fewer
“news’ minutes, because sports and
weather must fit in.

Auditors who find local TV stations at
their doorsteps have to think in the tele-
vision time frame if they want TV report-
ers to leave with usable material.

Be brief and to the point. If you are
dealing with a complex report or an au-
dit and know TV reporters will be caliing,
consider preparing graphs or other vis-
ual aids which the camera can focus on.
Is that “showbusiness,” something for
auditors to avoid? Mot if you use the
same straightforward approach to pre-
senting the material as you would with a
printed report. Auditors are finding more
and more that graphs and photographs
enhance written reports and simplify the
presentation of complex information.
They should have no fear of using the
same aids when dealing with reporters.

WHEN YOU CANT TALK

There will be times when a reporter
wants information you cannot release.
This will always be a hard situation to
deal with. You can ease the situation if
you try to make sure that reporters cov-
ering your office regularly understand
what your policy is, why it exists, and
whom they can complain to above you if
they don't like it. Have something in writ-
ing, and be prepared to cite chapter and
verse.

If a reporter comes to you and wants
information on an audit which you can't
provide because it is not complete, you
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should consider that your first inquiry on CAN YOU TALK OFF THE RE-

that audit and that reporter should be
the first to learn when the report is pub-
lic. If you generally make reports public
at a set time, make sure the reporter
knows when it will be available.

CORD??

Sure you can. The question is, will
your conversation be off the record?
Your office should set a policy on this
touchy question, formal or informal, and
everyone who deals with reporters
should understand it. No matter what, if
a reporter asks you to talk off the record
and you plan to, make sure you know
what the reporter means. Generally, “off
the record” means not for publication.
“Not for attribution” means giving infor-
mation which may be used but not
linked to you or your office. When you
hear a White House reporter talk about
what a “senior White House official” said,
it means the reporter got the information
on a “not for attribution” or a “back-
ground” basis.

What should your policy be? it is the
opinion of many that government audi-
tors have no business talking off the rec-
ord.

SUMMARY

Reporters are people, with all the same
personal problems, pressures, hopes,
and desires you share. They are workers
in a highly competitive profession. Their
job is to report news, and their organiza-
tions want stories before anyone else on
the block. Remember that. Let them
know you understand. Deal with them
honestly and professionally. And good
luck!



STATE AND LOCAL GOVERNMENT
ACCOUNTING STANDARDS:
WHO SHOULD SET THEM?

INTRODUCTION

Setting standards for governmental ac-
counting is probably the most important
issue facing fiscal executives, particularly
Federal, State and local auditors who
must in the future determine whether
statements are presented in conformity
with generally accepted accounting prin-
ciples. Major legislation which is begin-
ning to move through the Congress, par-
ticularly in the areas of revenue sharing
and grant reform, will require that those
governments receiving revenue sharing
or other Federal funds keep their rec-
ords and report on their operations fol-
lowing generally accepted accounting
.principles. Also, in the area of grant re-
form, even in certain legislation, State fis-
cal officials are recomrgending that there
be mention of accounting standards and
principles, as well as audit standards.

WHAT ARE GENERALLY AC-
CEPTED ACCOUNTING PRINCI-
PLES FOR STATE AND LOCAL
GOVERNMENTS?

These principles are set forth in “Gov-
ernmental Accounting, Auditing and Fi-
nancial Reporting” (GAAFR), published
by the National Committee on Govern-
mental Accounting through the Munici-
pal Finance Officers Association (MFOA)
in 1969. GAAFR has been updated re-
cently with the publications of statements
1 and 2 of the National Council of Gov-
ernmental Accounting (NCGA). Also, the
American Institute of Certified Public Ac-
countants issued the “Industry Audit
Guide for State and Local Governmental
Units.” Recently, AICPA issued a position
statement supporting statements 1 and 2
and is revising the audit guide.

HISTORY OF GOVERNMENTAL AC-
COUNTING STANDARD-SETTING
ORGANIZATIONS

Originally, nonbusiness and govern-
ment standards were set by an AICPA
committee called the Committee on Ac-
counting Procedures, which began in the
early 1930s. In 1959, that committee
was succeeded by the Accounting Princi-
ples Board, which existed until 1973 and
was followed by AICPA’s audit guide. The
guide was used in conjunction with
GAAFR as accounting and reporting
standards for governments by CPAs untit
1979.

The other prominent standard-setting
organization is the Financial Accounting
Standards Board (FASB). FASB replaced
the AICPA Accounting Principles Board
beginning in about 1973. Today, it has
taken over all the accounting standard
setting for business enterprises and, re-
cently, for nonbusiness organizations.

All that is left to AICPA currently is
standard setting for State and local gov-
ernments. However, government fiscal
officials consider that NCGA has the re-
sponsibility for those governments.

Let us look at a brief history of gov-
ernmental accounting standard-setting
organizations. Authoritative literature on
governmental accounting began back in
1933 during the Great Depression, when
many local governments were in default
on their bonds. The Securities and Ex-
change Commission became interested
in and proposed legislation concerning
governmental accounting but was un-

.successful because of constitutional

questions raised by State and local gov-
ernments. Then MFOA began to take an
interest in governmental accounting and

to promulgate accounting principles to
be followed by State and local govern-
ments. These principles were followed by
responsible State and local governments
and by CPAs until the early 1960s, when
the National Committee on Governmen-
tal Accounting was formed. The commit-
tee worked over a period of 6 or 7 years,
and as a result of its deliberation, pub-
lished GAAFR, known as the “blue
book.”

About 1974 or 1975, because of the
financial crisis in New York City and the
resulting interest by SEC and others,
MFOA reconvened the committee and
changed it to the present National Coun-
cil on Governmental Accounting. The
council then began to revise the old
GAAFR in an effort to update accounting
principles for State and local govern-
ments. In 1979, statements 1 and 2 were
published.

Currently, who establishes accounting
standards and principles for govern-
ment?

For the Federal Government, all ac-
counting standards and principles are
established through GAO's Comptroller
General's office. For State government,
accounting standards and principles are
established through State officials or per-
haps State statutes. For local govern-
ments, accounting principles may be es-
tablished either by a State official or by
statute.

WHAT ORGANIZATION SHOULD
SET ACCOUNTING STANDARDS
FOR GOVERNMENTS?

The question remains—to what orga-
nization does the auditor look for gener-
ally accepted accounting principles for
government? Several organizations have
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been involved in setting standards. They

are:

AICPA.

SEC.

GAO.

FASB.

MFOA.

. The National Association of State
Auditors, Comptrollers, and Treasur-
ers.

. The Department of the Treasury.

. OMB.

As a result of the New York financial
crisis, several organizations became
more interested in accounting principles
for government and many studies fol-
lowed. A Senator proposed to the Con-
gress legislation that would establish a
new body for setting standards for State
and local governments. In an effort to
offset the Senator’s legislation, the Fi-
nancial Accounting Foundation called for
a study similar to the Wheat Commis-
sion Study that had established FASB.
Meetings were held between various or-
ganizations to see whether they could
work out something, but no agreement
resulted. In the meantime, research con-
tinues by different organizations (i.e.,
NCGA and FASB) desiring to establish a
conceptual framework of accounting for
governments. In addition, GAQ is re-
searching accounting standards and
concepts for the Federal Government.
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Meetings have continued to be held by
various organizations concerning how a
governmental accounting standards
board should be structured. AICPA fears
that if the Financial Accounting Founda-
tion and FASB take on governmental ac-
counting standards, eventually FASB will
be included in a governmental account-
ing standards board and accounting
standards for the private sector will be
established by some governmental orga-
nization.

State government fiscal officials feel
that they have the same problems re-
gardless of whether there is a separate
governmental financial accounting stand-
ards board under the Financial Account-
ing Foundation Board of Trustees or a
foundation funded in part by the Federal
Government with a full-time standards
board. They want either structure to
safeguard the sovereign rights of State
governments and in turn local govern-
ments. They want to build into the struc-
ture safeguards which will preclude
either the Federal Government or the
private sector from forcing unacceptable
regulations upon State and local govern-
ments.

GAQ has an interest in State and local
government accounting standards be-
cause of the large sum (some $90 bil-
lion) of Federal money that goes to the
States. GAO would like to be able to use
State and local expertise in auditing
those funds.

GAO feels that government account-
ing standards should differ from com-
mercial standards. It points out that the
objectives of commercial standards are
to measure profits and liquidity but that
government objectives concern social or
defense matters. Also governments set
limits on the use of funds, but the com-
mercial area does not have such a le-
gally binding requirement.

GAQ does not believe that FASB
should be the standard setter for govern-
ment because in part FASB's funds
come from the private sector and gov-
ernment's interests and needs would
likely have a low priority. Moreover, GAQ
believes that FASB would try to force
standards for government into a com-
mercial "mold,” and many feel that this
is the wrong way to go. In addition, GAO
does not believe that the Federal Gov-
ernment will participate in funding stand-
ard-setting activities without having some
input into the activity.

GAQ is supporting a government ac-
counting standards-setting organization
that would be composed of five mem-
bers. This organization might be estab-
lished within a year and be funded.
Some think that such an organization
should start like FASB started—it first
concentrated on fundamentals and then
established standards.



THE FREEDOM OF

INFORMATION ACT AND
THE GOVERNMENT AUDITOR

THE ISSUE

The Freedom of Information Act (5
U.S.C. 552) is a complex and confusing
issue as it applies to government audi-
tors. Unless care is taken in applying it to
auditors’ work, many severe problems
could arise.

WORKSHOP PRESENTATIONS

For many years, there has been a de-
sire for openness in government. This
desire has become manifest in the act
and related legislation. The desire has
been fed by traditional values of demo-
cratic, scientific, and academic discourse
and by alienation of increasingly edu-
cated populations from increasingly bu-
reaucratic institutions.

The act applies to all records owned
by any Federal agency. Any person, U.S.
citizen or not, may request to see Gov-
ernment records under the act. In most
cases, ownership is determined largely
by possession. There are, however, nine
exemptions from the act which are de-
signed to deal with five broad protectable
interests:

1. Classified defense and foreign rela-

tions matters.

. Certain purely internal matters.

. Matters exempted by another statute.

. Trade secrets and certain commercial

or financial information.

. Internal governmental deliberative

communications.

6. Individual privacy matters.

7. Investigatory law enforcement records
if one of six specified types of harm
would result from release.

8. Bank examiners’ records.

9. Qil well and similar information.

Application of these exemptions is not
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clear and definitive; there have been over
1,000 court decisions dealing with them.

The nine exemptions are permissive;
in most cases the agency could still re-
lease the records unless prohibited by
other laws. Sometimes it is necessary to
split records, giving some and keeping
some.

Federal agencies implement the act by
writing regulations and naming cognizant
officials.

If a request is denied, the agency must
advise the requestor of appeal proce-
dures. If these fail, the requestor may go
to court.

When requests for information are re-
ceived, the first step is to clearly under-
stand just what is wanted. This is not al-
ways easy. Then, a determination is
made as to whether an exemption ap-
plies. If a release is made and it is
“clearly unwarranted,” the injured person
may bring charges. Release of docu-
ments can be very difficult to handle. It
may be best to obtain legal advice.
Agencies may, and many times do, refer
to the Office of Information Law and
Policy. In dealing with business confiden-
tiality, persons named in the do-:uments
may be asked if they object to the re-
lease; if they do, they are asked why. In
dealing with individuals this usually is not
done because the individuals may not
understand the situation or its implica-
tions.

Internal audit reports present a partic-
ularly difficult situation. Draft reports,
which stay within a single Government
agency, probably could be considered
exempt from release. This is to encour-
age candid communication within the
Government in order to help arrive at
better decisionmaking than would occur

if Government personnel were inhibited
in expressing their honest opinions and
recommendations for fear of outside
criticism or pressures. A Federal agency
auditing a State or local organization is
not considered to be doing internal au-
diting, and release may have to be
made. This is not clear.

The thrust of the act is toward disclo-
sure, and compliance with the act is
monitored by the courts, congressional
committees, the Department of Justice,
the press, various public interest groups,
and others. Requests under the act must
be processed promptly. The approval of
the auditee need not be obtained before
a report is released, although it is some-
times wise to consult informally with the
auditee to assist in determining the appl-
icability of an exemption or the current
desirability of voluntarily releasing despite
the exemption. Where certain parts of a
report contain exempt material that is to
be withheld, the balance of the report
should normally be released.

The Western Intergovernmental Audit
Forum has underway a project to deter-
mine the extent to which the Freedom of
Information Act and similar State and lo-
cal legislation hinder the efficient and ef-
fective operation of audit agencies.

The forum’s ad hoc committee has re-
searched the matter and has mailed
questionnaires to 22 forum members.
To date, 15 replies have been received.
Five of those responding report that they
are having problems in dealing with the
act; several others believe that the poten-
tial for problems is there and that they
need guidance. In addition, not all Fed-
eral agency regulations are consistent.
Most State and local governments have
legislation similar to Federal legislation.
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The committee will analyze these and
other responses and conduct additional
work as deemed necessary. If, as it cur-
rently appears, the area is one that sug-
gests further attention is needed, the
Western Forum probably will refer the
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project to the National Forum; the mat-
ter crosses agency and governmental
level lines, ties directly to the audit orga-
nizations' actions, and could be definitely
affecting their operations. Before any
submission, the Western Forum will
reach tentative conclusions as to the
course of action the committee believes
appropriate. The recommendations to
the National Forum would be for {1} fur-
ther study and/or (2) proposed corrective
legislation or more definitive, consistent
agency regulations.

WHERE DO WE GO FROM HERE?

The Western Forum will proceed on
its project dealing with how the act af-
fects government auditors. Input from all
interested parties will be welcome at any
time during this project. The findings will
be reported, probably to the National
Forum.

—— e
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KEEPING THE

GOVERNMENT AUDITOR
SEPARATED FROM POLITICS

BACKGROUND

As governmental activities strive to-
ward implementing OMB Circular 102,
attachment P, the “Single Audit
Concept,” the acceptance by one audit
agency of the work of other audit agen-
cies becomes critical. Each must be able
to assess the credibility of the reports put
out by others.

A key question aimed at the credibility
of all audit reports is “How independent
was the auditor of the auditee’s influence
or the influence of third parties?” This

Comparison

Branch of Government
Legislative

Executive

Audit staffs (“Legislative™):
Method of hiring

Term

Scope of audit

question is particularly appropriate in as-
sessing the reliability of the reports of
governmental auditors. Because of the
various methods of “hiring” the auditors
and their positions in the hierarchy of
government, their ability to be independ-
ent of the influence of those who hire
them and/or of those to whom they re-
port is difficult to assess without a good
understanding of where auditors’ alle-
giance realistically lies.

Some ways in which government audi-
tors view their independence and the

“ideal” and the "practical” limits of it are
discussed below.

INTRODUCTION

Neither of the panel members repre-
sented “elected” auditors. Therefore, little
was said about independence or lack of
it as it relates to the elected auditor. The
panelists represented audit activities
which had been established by legislative
mandate; their reports go to individual
legislators or legislative bodies, i.e., a
State legislature and the city council in a
city having a city manager system.

of Information Needed To Understand

the Two Audit Organizations

State

House of Representatives and Senate
elected by citizens in political (e.g., Dem-
ocratic and Republican) elections.

Elected Governor. Appointed policymak-
ers. Civil service employees.

State legislative auditor appointed by
majority vote of each house.

Life (dismissal by two-thirds majority
vote of each house).

Financial (almost exclusively).

City
Mayor-Council elected by citizens in non-
partisan elections.

Council-appointed city manager (serves
at pleasure of the council). Civil service
employees.

City auditor appointed by independent
citizens” group (from financial commu-
nity). Approved by majority vote of city
council.

Two years. May be reappointed in same
manner as hired.

Financial, management. performance.
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Continued
Areas of audit

Reporting

Corrective action

ISSUES

How independent can government
auditors be? What circumstances can af-
fect their ability to remain above the
“politics” of their positions? How can the
government auditor maintain both the
“appearance” and the “reality” of inde-
pendence?

WORKSHOP DISCUSSIONS

The parallel between the placement of
the State and local audit organizations of
the panelists is evident, and there was fit-
tle, if any, difference in their approach to
the subject. Both panelists agreed that
the appearance of independence was
more difficult to achieve than the reality
of it. The reality is in the mind and integ-
rity of the auditor, and sometimes the ef-
fect a report has on the reader's position
can significantly affect the reader’s per-
ception of the writer’s independence.

A key factor in judging the apparent
independen ze of an auditor is the level
to which the auditor reports. As previ-
ously noted, both panelists report to their
respective legislative bodies, the highest
levels in the governmental entities. How-
ever, the panelists and participants
agreed, great care is needed to see that
their audit reports are in no way improp-
erly influenced by the auditees, the in-
tended recipients, other interested par-
ties, personal prejudices, or other
external forces affecting the auditors and
their staffs,

The State auditor prohibits his unclas-
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All State agencies, universities, localities,
and municipalities (principally review of
CPA audits).

Reports released simultaneously to pre-
siding officers of both houses and to ex-
ecutive agency concerned (released to
media after 3 working days).

Statute requires implementing corrective
action within 30 days. Noncompliance or
auditee critical comments are handled
through combined houses' audit advi-
sory committee.

sified staff, and his classified employees
are barred by law, from personally en-
gaging in any partisan political activity.
However, the law does not bar any mem-
ber of their families, including spouses.
In the city government, no partisan pol-
itics is involved, so there is no problem
in that area.

To maintain the appearance of inde-
pendence, the auditor must be objective
in reviewing and reporting. The auditor
must have strong character and resist all
efforts of “the special interests” to influ-
ence the areas of audits, the extent of
audits, and the reporting of results. Great
diligence must be exercised to avoid ap-
parent conflicts of interest where there
may be any connection (friends or rela-
tives) between any of the parties con-
cerned, e.g., the auditor, the auditor’s
staff, the auditee or its employees, the
members of the legislative body, and the
legislative staffs. The audit agency and
the head's supervisory staff are responsi-
ble for being aware of any possible con-
flict of interest between the staff and
those other interests which might influ-
ence the outcome of an audit or which
might give the appearance of influencing
it. The agency head must:

o Have full authority to control audit
findings.

® Evaluate all special requests for audits
by legislative members, elected offi-
cials, and all special interest groups or
individuals before engaging in an au-
dit which may have as its only objec-

Federal grant programs, systems designs,
assistance to external (CPA) auditors on
annual financial audits, and executive
agency management,

Reports released simultaneously to city
council and city manager (release to me-
dia not delayed). Interim reporting to ex-
ecutive agencies (no surprises).

Executive agency has 90 days to respond
(usually corrective action taken before re-
port issuance).

tive the self-serving interest of the re-

questor(s).
® Set and use professionally acceptable

standards of conduct, auditing, and
reporting to assure that all audit re-
ports released are based only on facts
and that they are accurately, com-
pletely, and objectively reported.

The city auditor pointed out that one
method used to improve the independ-
ence of his agency was to jointly de-
velop, with the city council, a long-range
(5 year) plan of audit coverage based on
predetermined objectives and budget
considerations. The State auditor has no
specific annual plan, although his staff is
required by statute to audit all parish tax
collectors, annually and, by legislative di-
rection, all State universities, annually.
Occasionally, the legislature makes spe-
cial requests for specific audits. The
State auditor's operations are subject to
recurring reviews by independent public
accountants.

Both panelists stressed the fact that
the governmental auditor must have
complete authority in hiring staff. The
auditor must resist hiring personnel, par-
ticularly professional staff, who come
“highly recommended” by members of
the legislative bodies, the executive
branch, or other persons who may have
any connection with any audit to be
made by the auditor’s office. Here again,
the threat of “appearance” of lack of in-
dependence, more than the “reality” of
it, may greatly damage the overall integ-
rity of the office’s performance.
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CONTRACTING FOR AND
OVERSIGHT OF AUDITS

INTRODUCTION

Governments are increasingly engag-
ing public accountants to perform finan-
cial and compliance audits and express
opinions on the fairness of government
financial statements. In selecting ac-
countants to perform auditing services,
governments have traditionally issued re-
quests for proposals (RFPs). Public ac-
countants interested in doing the work
must respond to the RFPs with detailed
audit proposals outlining their qualifica-
tions, proposed audit work plans, and
fees.

Because RFPs and audit proposals un-
fortunately differ widely in style and
scope, confusion, delays in the audits,
and additional costs to the parties in-
volved have often resulted.

In June 1979 the Westgern Intergov-
ernmentai Audit Forum issued an expo-
sure draft entitled “Guidelines for Prepa-
ration of Requests for Audit Proposals.”
These guidelines were prepared to foster
a reasonable degree of consistency in
the requests and responses. The forum
hoped a closer matching of the auditing
services requested with those being of-
fered would result. The guidelines are in-
tended primarily for local government
use in connection with financial and
compliance audits; however, they un-
doubtedly have wider application. Similar
guidelines for use in requesting perform-
ance audits dealing with economy, effi-
ciency, and effectiveness of operations
are being considered.

WORKSHOP DISCUSSIONS

The advent of revenue sharing, which
requires an independent examination of
a government's financial statements

once every 3 years, has increased the
demand for public accounting services
required by local governments. Many lo-
cal governments have had very little ex-
perience in preparing RFPs for auditing
services and in evaluating proposals.
Governments should be able to tailor
their RFPs so that they clearly reflect
their specific needs. This would facilitate
evaluation of the accountants’ proposals.
To obtain proposals that will meet
their needs, governments must insure
that RFPs contain the information that
public accountants need to make re-
sponsive proposals and require the nec-
essary information to make an intelligent
and equitable selection of auditors. Pub-
lic accounting firms spend significant
time and effort preparing proposals.
Complete and clearly defined RFPs that
provide and request adequate and ap-

propriate information will reduce the cost ®

of preparing proposals and will enable
more effective matching of the auditor’s
qualifications with requested services.

The Western Forum'’s guidelines can
be used effectively as a checklist to in-
sure that RFPs include all matters relat-
ing to the services requested.

In looking at RFPs from the public ac-
countant’s point of view, the following
factors should be adequately considered
or public accountants may decide not to
submit proposals.
® A reasonable time, usually 3 weeks to

a month, should be permitted to pre-

pare proposals. Shorter periods raise

questions as to the credibility of the
requests and the seriousness with
which the government is entering into
the proposal process.

@ If at all possible, the requestors should
permit the prospective auditors to re-

view the governments’ accounting rec-
ords before making proposals. In
most circumstances, the public ac-
countants need to evaluate the condi-
tion and quality of the records and the
people they will be dealing with if they
are expected to propose estimated
fees. Permitting access to the records
and personnel will also give the gov-
ernment representatives an opportu-
nity to observe and evaluate the pro-
spective auditors. This also gives the
requestors the option of using these
meetings as preliminary screenings in
order to limit the number of public
accountants invited to submit propos-
als,

Individuals who will evaluate the pro-
posals must have the technical knowl-
edge and background to fairly evalu-
ate auditor's qualifications.

One-year contracts are not very practi-
cal. The first year of an auditor’s in-
volvement can be very costly for both
(the auditor and the auditee). The
auditor spends additional time learn-
ing about the auditee, and the auditee
has to spend time informing the audi-
tor about its operations, etc. At least a
3- to 5-year contract or “hand shake”
relationship should be considered, as-
suming satisfactory performance.

The methods of evaluating proposals
may vary considerably, e.g., low bid or
established formulas. Whatever
method is used (often described in
the RFP), it should be stuck with and
the contract should not be awarded
based on another method, nor out of
frustration should low bid be resorted
to when technical qualifications were
to be a significant factor. In addition,
the influence that cost can have on
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the evaluations can be reduced by re-

quiring that the technical qualifications

and the cost of the audit be submitted
in separate documents. This way, the
technical qualifications can be evalu-
ated independently of cost considera-
tions. Some recipients of proposals
evaluate the technical qualifications
first and then review cost proposals
for only those proposers considered
technically qualified. The requestor
may also want to request the number
of hours estimated to do the work in
addition to a proposed cost. Low cost
and an inadequate effort is no bar-
gain.

Public accounting firms are very anx-
ious to serve governments, but in many
cases they do not have wide experience
in dealing with the variety of separate re-
porting requirements usually required in
connection with a governmental audit.
Care should be exercised to assure that
the prospective auditors clearly under-
stand their additional reporting require-
ments which often go beyond an opinion
on the financial statements.

WHERE DO WE GO FROM HERE?

Contracting for audits is a joint gov-
ernment and public accounting firm
problem, and they must work together to
assure quality procurements of services
and performance.

In addition to using the Western
Forum's guidelines, governments that do
not have the expertise in procuring au-
diting services can ask the forums to
help them prepare and evaluate propos-
als.

The use of internal audit staff to assist
in the contract audit will reduce its cost.



OPERATING A NATIONAL PEER
QUALITY REVIEW PROGRAM FOR
GOVERNMENT AUDIT AGENCIES

BACKGROUND

Several events highlight the impor-
tance of efforts by the National Intergov-
ernmental Audit Forum and the State
Auditor Coordinating Committee to de-
velop a peer quality review system for
government audit agencies. Federal
policy directives have recognized the
need for enhanced intergovernmental
audit cooperation, extending back to the
1968 Intergovernmental Cooperation Act
and including:

® Presidential directives which stress
sharing Federal audit plans with State
and local auditors and placing greater
reliance upon State and local audits to
satisfy Federal requirements.

® Office of Management and Budget
circulars, such as A-102, attachment
P, which identifies quality assessment
of audit work as an integral part of the
single audit concept.

® Senate bill 904, which proposes that
the OMB Director, with the Comptrol-
ler General's approval, establish a
quality review process to insure that
single independent financial and com-
pliance audits of federally assisted
programs are properly performed.

When complete, the system set up by
the National Intergovernmental Audit
Forum and the State Auditor Coordinat-
ing Committee will satisfy the Congress,
OMB, and the President and will save
government millions of dollars. It will en-
able (1) government audit agencies to
assess and imprave the quality of their
organizations and audits, (2) the audit
community to share audit results,
thereby reducing the time devoted to au-
dits of federally assisted programs, and
(3) the public to accept the work of gov-

ernment audit agencies with greater con-
fidence.

The joint project has two major
phases. The objective of the first is to
develop quality review guides and proce-
dures. Regional guides and procedures
have been developed and tested by the
Midwestern, Mountain and Plains, and
New England Forums and are being
evaluated by the New York/New Jersey,
Southwest, Western, and Pacific North-
west Forums. Upon completion, repre-
sentatives from these seven organiza-
tions will meet to develop a single set of
review guidelines and procedures.

WORKSHOP DISCUSSIONS

The intent of this workshop was to so-
licit input for achieving phase il objec-
tives—developing sponsorship. organiza-
tion, staffing, and funding modes for the
peer review system—assuming that it is
flexible enough to convert to a certifica-
tion/accreditation program. Although
most participants believed accreditation/
certification would result in greater public
exposure and credibility, the process has
been limited to peer review to elicit
greater initial acceptance. Therefore, the
system will not be a mechanism which
decides who can perform single audits
under attachment P. Rather, the report
user will decide, based on the facts pre-
sented, whether the auditee meets qual-
ity review standards.

The Mid-Atlantic and Southeastern
Forums’ quality review committees sur-
veyed 10 organizations engaged in peer
review accreditation. Their work formed
the basis for the discussion on alterna-
tives for achieving phase il objectives.

Participants discussed sponsorship by
(1) governmental or quasi-governmental

agencies, (2) professional or intergovern-
mental associations, and (3) independent
nonprofit boards or foundations orga-
nized solely to administer quality reviews.
Following are the results of the work-
shop.

Sponsorship by a governmental or a
quasi-governmental agency

Participants felt that the quasi-govern-
mental structure of the MNational/Regionat
intergovernmental Audit Forums should
be adopted over other alternatives, be-
cause it would be
® representative of and accepted by all
levels of government;
® conducive to either a centralized or a
decentralized structure;

® easier and quicker to fund, staff, and
implement; and

® more acceptable to the public be-
cause it would have at least the ap-
pearance of greater independence.

The forum structure would also assure
some uniformity and consistency in ap-
plying standards and would have more
stature than a new organization—the lat-
ter might be self serving. The only disad-
vantage identified was that not all gov-
ernment audit organizations are currently
eligible for forum membership.

Professional or intergovernmental
association

Potential sponsors include organiza-
tions such as the Association of Govern-
ment Accountants, the National State
Auditors Association, the American Insti-
tute of CPAs, the Municipal Finance Offi-
cers Association, the [nstitute of Internal
Auditors, and the National Council on
Governmental Accounting. The greatest
advantage of this group s its greater in-
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dependence and public credibility. Indi-
vidual organizations do not, however,
have broad-based support. They usually
represent one level of government or in-
dividuals rather than government organi-
zations.

Some participants recommended
sponsorship by a group of representa-
tives of these or similar associations. The
Association of Government Accountants
might also be a possible sponsor be-
cause of its multilevel government mem-
bership, which includes both national
and local chapters. However, this and
other associations have staffing prob-
lems which might preclude effective pro-
gram management.

Independent nonprofit organization

Such sponsors would include the Fi-
nancial Accounting Standards Board, the
Financial Accounting Foundation, the
proposed Government Accounting
Standards Board, or a similar body cre-
ated specifically to administer the quality
review function. The advantages and dis-
advantages are similar to those of the
professional or intergovernmental associ-
ation. Other disadvantages include the
inevitable conflicts which arise when the
same organization both sets and over-
sees standards and practices, lower vol-
untary acceptance, and difficulty and de-
lays in implementation.

Organization

A national office should establish and
coordinate policies and provide quality
controls. Regional organizations should
execute the peer review function using
national standards, but should have only
loose ties to the national office. This al-
lows greater flexibility in satisfying unique
regional requirements, closer identifica-
tion and therefore increased acceptance
of the review function, and less costly
travel requirements than other options.
For a slight variation, regional teams
could review State and local agencies
and national teams could review Federal
agencies. The centralized policies and
guidance of Federal agencies make re-
gional reviews more difficult.

Staffing

The quality review function—if spon-
sored by an existing organization—
should be totally independent of its other
activities and should be under the direc-
tion of a separate commission, board,
council, or similar body representative of
the entities subject to review. There
should exist:
® A full-time skeleton administrative staff

at the national and each regional of-

fice to schedule and coordinate re-
views.

® Part-time or volunteer clerical person-
nel to supplement, as necessary, the
full-time administrative staff.

® A rotating pool of staff, donated from
the organizations subject to review,
from which individuals would be se-
lected to serve on specific quality re-
views.

The permanent administrative staff
would provide continuity and leadership
and would identify responsibility and au-
thority in the organization. The rotating
pool of professional staff would be less
expensive than a permanent staff. Indi-
viduals would receive training and career
development, and their interaction with

auditors from different government
agencies would lead to greater under-
standing and cooperation within the au-
dit community. Participation by staff of
organizations subject to review would
provide a greater sense of involvement
and control and consequently more vol-
untary acceptance of the program.

Problems related to availability, timing,
and qualifications of contributed person-
nel and the interruption of internal train-
ing, development, and career progres-
sion could present drawbacks to this
option. Qualified permanent staff, how-
ever, might be more difficult to hire and
keep. Still, they would require less train-
ing, would be viewed as more independ-
ent, and would present fewer scheduling
programs.

Funding

Grants, appropriations, and contracts
are not reliable as primary or continuing
funding sources, but could be used for
startup and supplemental activities. A
combination of dues and review fees
would be structured to recognize organi-
zation size and would cover administra-
tive and support costs of quality reviews.
The salaries and travel expenses of re-
view team members would generally be
paid by the organizations donating their
services. The review fee and/or dues
would be used to pay the travel expenses
of review team members when their or-
ganizations could not legally pay them.



INDIRECT COST AND RELATED
AREAS OF CONCERN FOR
GOVERNMENT AUDITORS

For over a century, the Federal Gov-
ernment has provided financial assist-
ance to State and local governments to
accomplish national priorities. Federal
assistance now accounts for an esti-
mated 25 percent of State and local re-
sources. Since 1968, costs charged to
Federal programs have had to comply
with OMB Circular A—87, “Cost Princi-
ples Applicable to Grants and Contracts
With State and Local Governments”
(now FMC 74-4).

The total allowable costs of any grant
or contract are those directly related to
its performance plus an allocated share
of indirect, or overhead, costs. No uni-
versal rule exists for classifying costs as
direct or indirect. Generally speaking,
however, a direct cost is one which usu-
ally can be readily identified with and as-
signed to a cost objective (a grant, a
contract, an organizational unit, etc.). In-
direct costs for such things as adminis-
tration, purchasing, accounting, auditing,
budgeting, and space often benefit maore
than one cost objective and generally are
not readily assignable directly to a grant
or contract. In these cases, the indirect,
or joint, costs should be assigned to cost
objectives in reasonable and equitable
proportions relative to benefits received,
a cause-and-effect relationship, or some
other reasonable or logical basis.

State and local governments’ costs to
carry out Federal programs often exceed
the amount of Federal assistance re-
ceived. When the amount of assistance
was comparatively small, State and local
governments did not identify and allo-
cate indirect costs to federally assisted
programs. As the number and signifi-
cance of Federal programs increased,
State and local governments’ involve-

ment and their costs to administer the
programs also increased and several
States and localities began to identify
and allocate indirect costs. As a result,
some Federal agencies allowed State
and local governments to use Federal
funds to pay part or all identified costs
while other Federal agencies did not.

Circular A-87 was implemented to
provide a uniform approach to determin-
ing total allowable costs of Federal pro-
grams at the State and local government
levels and to promote financial account-
ability and better relationships between
grantees and their Federal counterparts.
The circular established principles and
standards to be applied by all Federal
agencies for determining costs applica-
ble to grants, including subgrants, to
State and local governments.

OMB anticipated that application of
the circular's principles would reduce au-
dit exceptions. The circular required that
allocated or joint costs charged to Fed-
eral programs be supported by a plan of
allocation. The circular was to simplify
intergovernmental relations by requiring
a State or local government to justify al-
lowability and allocability of its costs
once a year to one Federal agency.

The circular did not supersede cost
limitations imposed by law, provide new
funds to Federal agencies for costs not
previously allowed by them, or dictate
the extent of Federal funding for a par-
ticular program.

Even though the circular has been in
effect for 12 years, various operational
problems still exist. In addition, the circu-
lar is constantly subject to revision and
reinterpretation. This workshop high-
lighted some of these problems, altera-
tions, and interpretations. In fact, the ses-

sion opened with a briefing on two
recent revisions dealing with allowability
of travel and rental costs.

Cost allocation has been described as
an art rather than a science of strict
codes. Numerous methods exist for allo-
cating costs and classifying them as di-
rect or indirect. On the one hand, the
flexibility complements the variances
among governmental structures; yet, for
small local governments, the task of de-
veloping a plan can be overwhelming.
Likewise, subgrantees are prone to influ-
ence from their grantors in how they
should allocate cost. Ostensibly sub-
grantees have the same right and re-
sponsibility as prime sponsors to develop
a cost allocation plan.

One increasingly critical element of in-
direct cost is audit service. Audit costs
could become particularly meaningful
with the implementation of the single au-
dit concept as required in Circular
A-102. Payment for those audits has not
been defined, so States and locals might
need to develop plans to allocate the au-
dit costs among Federal grantors.

Compounding the problem of allocat-
ing indirect costs is the absence of an
enforzement authority to insure Federal
payment of those costs. Most Federal
contracts state that indirect costs will be
paid according to the availability of
funds. To program managers, the funds
are better applied to meet program
needs than indirect costs like administra-
tive services. Because of these conflict-
ing principles, the adherence to indirect
cost guidelines remains piecemeal, par-
ticularty among local governments.
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GOVERNMENT AUDIT STANDARDS:
REVISIONS PLANNED

INTRODUCTION

The “Standards for Audit of Govern-
mental Organizations, Programs, Activi-
ties & Functions,” as issued in 1972,
have proved to be sound and durable
and have been generally accepted by all
levels of government as well as the ac-
counting profession. OMB has included
the standards in OMB circulars as basic
audit criteria for Federal executive agen-
cies to follow. Also, the Inspector General
Act of 1978 (Public Law 95-452), dated
October 12, 1978, requires that the In-
spectors General follow the standards.

The standards are being revised, not
because they contain weaknesses, but to
clarify their meaning and to add infor-
mation about the auditor’s responsibility
for detection of fraud and abuse. Also,
standards are being incorporated for au-
dits of systems using automatic data
processing equipment.

APPROACH TO REVISION

In deciding who should revise the
standards, a number of alternatives were
considered. But GAO decided to make
the revisions within GAO based on com-
ments and suggestions received since
the standards were issued. Once the re-
visions have been drafted, GAO plans to
send the draft to all interested parties for
comment. Comments will be evaluated
and incorporated as appropriate in the fi-
nal standards. A goal of December 31,
1980, has been established for issuing
the revised standards.

SUMMARY OF MAJOR REVISIONS

Some of the planned major revisions
to the standards follow.

1. Expanded scope auditing.
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e Clarified that an audit may include all
three elements of expanded scope au-
diting or may include only one or two
elements.

2. Compliance aspects of auditing.

® Expanded on the meaning of “compli-
ance.” Compliance is not a separate
audit in itself, but part of each of the
three elements of auditing.

3. Financial audits leading to an opinion.
® Incorporated into the general standard
on qualifications what qualifications
are recommended when engaging
public accountants to make these au-

dits. They are as follows:

“"When public accountants are engaged
to perform these audits, only certified
public accountants or public accountants
licensed before December 31, 1970,
should be engaged.”

4. “Independence” defined.

“In all matters relating to the audit work,
the audit organization and the individual
auditors must be organizationally inde-
pendent and shall maintain an independ-
ent attitude and appearance.” (Under-
scores show changes.)

5. Independence—personal impairments.

Examples of preaudit work which would
impair the auditor’s independence:

“For example the auditor examines and
approves invoices, payrolls, claims and
other proposed payments and subse-
quently performs a post audit of these
transactions.”

Additional personal impairments:

® The auditor maintaining the account-
ing records and subsequently per-
forming a postaudit.

® The auditor performing certain nonau-
dit services and subsequently perform-
ing a postaudit.

. 6. Independence—organizational impair-

ments.
® [nternal auditors.

a. Government auditors may be subject
to policy direction from persons involved
in the government management process.

b. The audit function or organization
should report to the head of the govern-
mental entity or the next higher level and
should be organizationally located out-

. side the line management of the unit

under audit.

c. Auditors should also be sufficiently re-
moved from political pressures to insure
that they can conduct their audits objec-
tively and can report their conclusions
without fear of censure.

d. Whenever feasible, they should be
under a personnel system where com-
pensation, training, job tenure, and ad-
vancement are based solely on merit.

e. If the above conditions are met, audi-
tors should be organizationally independ-
ent to audit internally and free to report
objectively what they find.

f. The main objective of an internal audit
organization is to serve the entity's top
management.

g- They may not be considered to be in-
dependent of the entity by third parties.

h. While internal auditors may not be
considered independent of the entity, the
external auditors, in auditing the entity,
should make maximum use of the inter-
nal auditors’ work after appropriate tests
are performed.



@ External auditors.

a. Government auditors who are elected
and legislative auditors auditing executive
entities usually are free of organizational
impairments when auditing outside the
governmental entities they are assigned
to, assuming there are no personal or
external impairments.

b. Governmental auditors may be pre-
sumed to be independent of the entities
they are auditing if they are:

® [evels of government other than the
ones they are assigned to, e.g., Fed-
eral, State, or local.

¢ Different branches of government
within the levels of government they
are assigned to, e.g., legislative, execu-
tive, or judicial.

o Different agencies of the same
branches of government they are as-
signed to.

¢. Governmental auditors may also be
presumed to be independent if they are:

@ Elected by the citizens of their jurisdic-
tion.

@ Elected or appointed by and report to
the legislative bodies of the levels of
government they are assigned to.

® Appointed by the chief executives and
confirmed by and report to the legisla-
tive bodies of the levels of government
they are assigned to.

7. Auditing computer-based systems
(added as the fifth examination and eval-
uation standard):

® Auditors shall actively participate in re-
viewing the design and development
of new data processing systems or ap-
plications and significant modification
to them.

® Auditors shall review general controls
in data processing systems.

® Auditors shall review application con-
trols of installed data processing sys-
tems.

8. Evidence.

® Auditors shall accumulate evidence in
workpapers.

9. Fraud, abuse, and illegal acts (added
as a seventh examination and evaluation
standard for governmental auditing):

“Auditors shall be alert to situations or
transactions that could be indicative of
fraud, abuse, and improper or illegal ex-
penditures and acts; and shall develop
audit steps and procedures to search for
these type expenditures and acts.”

® An audit made in accordance with the
standards in this document will not in-
sure or guarantee that improper or il-
legal acts have not occurred.

® [f the audit has been made in accord-
ance with these standards, the audi-
tors have fulfilled their professional re-
sponsibilities.

@ When the auditors discover improper
or illegal acts during the audit, they
shall report them in accordance with
the reporting standards in chapter Vi
of this document.

10. Reporting standards:

® The following was added as a sepa-
rate reporting standard:

“A written audit report is to be prepared

of the results of each governmental au-

dit.”

® The following was added as generally
accepted accounting principles:

“The Mational Committee on Govern-
mental Accounting’s publication entitled,
*Governmental Accounting, Auditing and
Financial Reporting’ (GAAFR) has gener-
ally been acknowledged as an authorita-
tive publication in the area of accounting
for State and local governmental units.
The U.S. General Accounting Office’s
publication entitled, ‘Accounting Princi-
ples and Standards for Federal Agencies’
contains generally accepted accounting
principles for Federal agencies.

® The following was added as generally
accepted auditing standards:

“The U.S. General Accounting Office
‘Standards for Audit of Governmental
Organizations, Programs, Activities &
Functions' also include the generally ac-
cepted auditing standards established by

the American Institute of Certified Public

Accountants.”

® Explanatory information—added the
following:

Comments on material deficiencies iden-

tified during the financial audit should be

included in the audit report.

® Statement on compliance—added the
following:

The audit report should state whether
the tests made disclosed instances of
significant noncompliance.

® Reporting irregularities—added the
following:

a. If auditors become aware of irregulari-

ties affecting the government entity, they

should promptly notify the top entity offi-

cial.

b. If irregularities involve funds received
from other government entities, the audi-
tors should also promptly notify officials
of those entities.

. All improper or illegal acts, whether
material or not, that auditors become
aware of should be included in a written
report and be submitted to the appropri-
ate officials of the organization audited
and to the organizations requiring or ar-
ranging for the audits.

d. Copies should also be sent to other
officials authorized to receive such re-
ports. However, auditors should not re-
lease to the public reports containing in-
formation on improper or illegal acts,
since this could interfere with legal proc-
esses.
® Recommendations—added the follow-
ing:
Management is primarily responsible for
directing action and followup on audit
recommendations. However, the auditor,
in subsequent audits, should disclose the
status of recommendations included in
prior audit reports.

COMMENTS ON AUDIT STAND-
ARDS

The following questions were asked
and comments and suggestions made
regarding the proposed revisions to the
audit standards.
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1. Independence.

¢ Should the standards prohibit an audit

firm from designing a system and
then auditing against the system?
There appears to be a difference of
opinion regarding whether auditors
should provide management advisory
services. Some feel that auditors
should not be involved in any type of
management advisory services be-
cause this would tend to compromise
their independence. Others feel that
independence is an attitude of the
mind and that there should not be
any problem with auditors providing
such services. They point out that the
auditors are the most qualified to pro-
vide some of the needed manage-
ment advisory services, such as de-
signing an accounting system, and it
is only practical that they do so. Also,
they say that personnel and organiza-
tional structure are continually chang-
ing and the fact that an audit firm de-
signed an accounting system for an
organization at one time should not
discourage the auditors from suggest-
ing improvements in the changed sys-
tem at another time.
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® if someone has the auditors’ “purse

strings,” it is hard for them to be inde-
pendent. Therefore, the Inspectors
General may have to have their own
budgets. If they do not, this may give
an appearance of conflict of interest.

. Auditing computer-based systems.

The auditors should not be part of the
team that designs the systems. The
key word is that the auditors partici-
pate in reviewing the design. Also, an
“escape clause” provides that auditors
have discharged their responsibilities if
they have informed management of
the need to review the systems design
and management refuses. Moreover,
sometimes controls exist but manage-
ment removes them.

. Fraud, abuse, and illegal acts.

This suggests the need for investiga-
tive training. However, it is of prime
importance to remedy the deficiencies
in internal control that allow fraud and
abuse to occur.

There may be a problem with the
standard that says ***auditors should
not release to the public reports con-
taining information on improper or -
legal acts*** because the State charter
may say that it must be publicized.
The standard may have to be revised
to say that in such cases auditors
should seek legal advice about how to
report such matters.

A question was raised as to why audi-
tors should be required to include im-
proper or illegal acts in audit reports if
they cannot be released to the public.
(Such reports are released to appro-
priate auditee officials and to the or-
ganization requiring or arranging for
the audit.)

® Concern was expressed about whether
***all improper or illegal acts, whether
material or not, that auditors become
aware of should be included in a writ-
ten report, and submitted to the ap-
propriate officials.*** Some believe
that the word "all” is too inclusive.

4. Financial audits leading to an opinion.

® A question was raised as to why the
standards state that the only public
accountants that should be engaged
to perform the subject financial audits
are those licensed before December
31, 1970.

WRITTEN COMMENTS RE-
QUESTED

A draft of the proposed revisions to
the standards will be sent to all inter-
ested parties for comment. It is hoped
that many will submit written comments
about the proposed revisions which can
be considered before the standards are
issued in final form.



A REAL INTERGOVERNMENTAL
RELATIONS SUCCESS STORY

| am especially pleased to be with you
today at this third Joint Conference of
the Intergovernmental Audit Forums. |
thank you for the opportunity to speak to
you and share with you some thoughts
about a real intergovernmental relations
success story.

One of the highlights during my time
as Comptroller General is the General
Accounting Office’s involvement in the
audit forum movement. Qur efforts
started about 7 years ago when | met
with a group of State auditors who envi-
sioned representatives of Federal, State,
and local audit organizations meeting to-
gether to discuss and solve some of the
issues that existed among them. One of
these gentlemen is Bill Snodgrass,
whom [ had hoped to see here today. As
a result of that meeting, 11 intergovern-
mental audit forums exist today, and
while not all the problems have been
solved, the relationship among auditors
from all levels of government is much
closer. In time, most of the major audit-
ing problems will be solved and those
here today will be the ones to make this
happen.

1 would like to take this opportunity to
say thanks personally to you for the help
and support that the forums have given
me and the entire government audit
community. Everywhere | go, people tell
me what a great contribution the forums
have made to improve the overall finan-
cial accountability at all levels of govern-
ment.

The forums are an excellent example
of what can be accomplished through
intergovernmental cooperation. They
have improved working relationships
among government auditors by increas-

ing coordination and cooperation and
opening lines of communication be-
tween member audit organizations.

1 have been pleased to notice the
many meaningful projects being initiated
or participated in by the forums. Your
agenda for this conferernce testifies to
this point. Several projects have already
resulted in substantial improvements in
financial accountability and will have far-

reaching effects on government auditing.

Among these are the following:

® The development of a standard finan-
cial and compliance audit guide.

® The study of the feasibility and desira-
bility of a quality review system for or-
ganizations that perform audits at all
levels of government.

® The development of guidelines for
preparation of requests for audit serv-
ices.

® The development of audit guidelines
for reviews of economy and efficiency
and for program resuilts.

® The JFMIP study on the audit of fed-
erally assisted programs.

The forums have also performed a
needed service to members by providing
training that otherwise might not have
been available or affordable. However,
perhaps even more important, the for-
ums have brought together groups of
government auditors in an environment
where they can discuss items of com-
mon interest.

This conference has again brought to-
gether the most responsible and diversi-
fied group of audit directors ever assem-
bled in the Nation, if not the world. This
gathering exemplifies the commitment
and interest among all government audi-
tors to work together to meet the vast

Address by Elmer B. Staats, Comptroller
General of the United States, Before the
1980 Joint Conference of the Intergov-
ernmental Audit Forums, Dallas, Texas,
April 25, 1980.

and growing audit requirements of all
those who are concerned with govern-
mental accountability.

In the past few years, we have seen an
increased interest in governmental audit-
ing as never witnessed before. Public of-
ficials, legislators, and citizens are asking
whether funds are being spent properly,
in compliance with laws and regulations,
and free of fraud and abuse. They also
want to know whether government pro-
grams are being managed efficiently and
effectively.

Many have called the 1970s the dec-
ade of auditing. This may well be true. A
number of events have occurred that
have had definite impacts on govern-
ment auditing. As we enter a new dec-
ade it is appropriate to assess the past
and to look to the challenges of the fu-
ture.

Since the 1976 joint conference of the
forums several significant events have
occurred. | would like to comment on
four of them: the Inspector General Act,
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grant reform, fraud and abuse, and gov-

ernment accounting principles and

standards.

INSPECTOR GENERAL ACT

On October 12, 1978, the President
signed into law the Inspector General
Act, which established Offices of Inspec-
tors General in 12 additional Federal de-
partments and agencies. Such offices
had already been provided for in HEW
and the Department of Energy.

These offices were established to:

1. Conduct and supervise audits and in-
vestigations relating to programs and
operations of the respective depart-
ments and agencies.

2. Promote economy, efficiency, and ef-
fectiveness in the administration of,
and to prevent and detect fraud and
abuse in, programs and operations.

3. Provide a means for keeping the de-
partment and agency heads and the
Congress fully and currently informed
about problems and deficiencies re-
lating to the administration of pro-
grams and operations and the prog-
ress of corrective actions.

This law raised the level to which Fed-
eral internal audit organizations report.
This should improve their organizational
independence and should result in better
followup on audit findings.

There is great significance in the In-
spector General legislation for all levels
of government. While the need to com-
bat fraud, waste, and abuse was evident
during the hearings, the final act recog-
nized that, although detection is impor-
tant, systematic and effective efforts in
prevention are even more important.

Senator Chiles, during confirmation
hearings for several nominees for In-
spector General, indicated that the Con-
gress would look to the Inspectors Gen-
eral to help restore a sense of good
order and discipline within the Federal
establishment.

We in GAO continue to be concerned
with whether the title “Inspector General”
may give undue emphasis to the investi-
gative, as contrasted with the audit, re-
sponsibilities of the Inspector General.
We have proposed a different title—
namely, “Auditor and Inspector General.”
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The Congress apparently thought they
met our concern by retaining the shorter
title but providing for an Assistant In-
spector General for Auditing and an As-
sistant Inspector General for Investiga-
tions. This is a matter in which we will
continue to be concerned and will, in
our future evaluations of the work of In-
spectors General give particular attention
to the balance between investigations
and audits.

GRANT REFORM

| need not remind this group of the
proliferation of federally assisted pro-
grams since the mid-1960s and the re-
lated problems that it has created, espe-
cially for government auditors and
administrators. Neither do | need to re-
cite the details that have led to the “sin-
gle audit” approach now being imple-
mented. This has certainly been
adequately covered in your conference.

The single audit approach is a con-
structive step and the proper way to pro-
ceed. | fully support this approach. A
great deal of progress has been made to
date. GAOQ, in cooperation with the audit
forums, has taken the lead in developing
an audit guide for comprehensive finan-
cial and compliance audits of multi-
funded grant recipients.

OMB has issued attachment P to Cir-
cular A-102 requiring the single audit of
State and local governments to satisfy
Federal audit requirements, rather than
continuing the grant-by-grant audit proc-
ess.

Other progress has been made in im-
proving audits of grants. For example, a
number of the forums have projects
underway to improve such areas as audit
planning and coordination among audit
groups.

I also believe the Inspectors General
will play an important role in seeing that
appropriate audit coverage is provided
for grants.

Although progress has been made,
much remains to be done before the
single audit can be fully implemented.
Full acceptance and implementation will
not come easily and certainly will not be
accomplished overnight. The time is ripe

for this new emphasis, which should pro-
mote more efficient use of limited audit
resources at all levels of government.
The single audit approach deserves the
attention and support from all of us to
make it work.

In my testimony before the House
Subcommittee on Intergovernmental Re-
lations and Human Resources, which is
considering the extension of revenue
sharing, | placed particular emphasis
upon the need to provide for a single
audit of Federal grants, including reve-
nue sharing. It is my hope that the Sub-
committee, in its report, will take note of
this and support the idea which the in-
tergovernmental audit forums have so
strongly endorsed.

FRAUD AND ABUSE

As many of you know, GAO's in-
creased emphasis on fraud prevention
and detection began in 1976. We wanted
to ascertain whether Federal agencies
had adopted effective policies and pro-
cedures for combating fraud. In 1978,
we issued a report to the Congress
which pointed out that no one really
knows the magnitude of fraud and abuse
in government. However, all indications
are that it is a problem of critical propor-
tions.

Shortly after our report was issued, |
established a Task Force for the Preven-
tion of Fraud to perform a three-fold
mission:
® Assess the scope of the overall prob-

lem of fraud and illegal activities

against the Federal Government.
® Operate a nationwide toll-free hotline
which could be used by citizens any-
where in the country to report in-
stances of fraud in Federal programs.
® Conduct “vulnerability assessments”™
within selected agencies.

The first of these three efforts deals
with known instances of fraud, its
causes, and actions taken by manage-
ment to prevent its recurrence. We are
asking the question, "Why did fraud oc-
cur?” We are identifying the kinds of ille-
gal activities that are occurring, and at
what cost, and determining what means
are available for prevention and detec-



tion. We want to know whether the fraud
has occurred because agency control
systems have failed. We also want to
know what legal and administrative rem-
edies were taken, and conversely, if none
were taken, why they were not.

Based on information obtained by us
to date, it is clear that a wide variety of
Federal programs and activities are af-
fected. Cases of fraud involve many
areas, including
® payroll,
® loan guarantees,
® theft of equipment, and
® educational benefits programs.

The second area undertaken by the
task force is the operation of a nation-
wide hotline. We announced the hotline
telephone number in January 1979, and
after the first 14 months of operation
had received more than 16,000 calls and
had written up over 8,000 allegations;
that is, we determined that there ap-
peared to be sufficient evidence to war-
rant followup.

Computer analysis of trends of the
calls is currently in process and the fol-
lowup on these hotline leads has begun.
Additional calls are being received daily
and will be handled by the same proc-
ess.

Substantive calls have been received
from all 50 States, the District of Colum-
bia, and a few overseas locations. Almost
all Federal Government entities are af-
fected, including GAO.

Allegations being reported cover a
wide range of abuses—theft, private use
of Government property, working hour
abuses, improper financial transactions,
improper expenditure of grant funds,
cheating on benefit eligibility, and pay-
ment of bribes or kickbacks. The
amount of money involved in these alle-
gations varies, but the dollars involved,
as we see it, are less important than
what all this does in terms of destroying
people’s confidence in government.

| want to emphasize that, to determine
whether the Government's fraud preven-
tion efforts are adequate, GAO's interest
is in the financial and management sys-
tems used to account for funds. We
prefer to work with agency Inspectors

General to get individual cases investi-
gated. As of March 15, 1980, we had re-
ferred over 4,000 cases to the Inspectors
General and other investigative officials
for review.

We are monitoring the results of the
Inspectors Generals’ work in order to de-
velop profiles of fraudulent activity and
agency actions to prevent them from re-
curring. This information will aid our
evaluation of internal and management
controls necessary to prevent fraud.

Qur third effort, vulnerability assess-
ments, is what we call our effort to esti-
mate the susceptibility of agencies and
their programs to fraud and abuse.

In making our vulnerability assess-
ments, we evaluate the adequacy of in-
ternal controls over major administrative
and program-related tasks to determine
whether someone could have, or has,
abused or misused Federal assets. To
protect Federal funds and other assets
adequately, departments and agencies
must have preventive controls over tasks
being performed as well as after-the-fact
controls, such as internal auditors who
test the systems of internal control, to
provide assurance to top management
that programs and funds are being ad-
ministered and performed correctly.

Based on our work, we believe that all
of the agencies visited are vulnerable to
fraud and abuse. This is because Federal
headquarters, regional offices, and other
field locations and grantees have inade-
quate internal controls over their opera-
tions.

Detection of fraud and abuse is im-
portant. However, detection should not
be our primary concern as auditors and
managers. Our major efforts should be
devoted to constructing systems of inter-
nal control that will help prevent fraud
and abuse and decrease the likelihood of
error or waste. | urge each of you to join
me in this effort.

GOVERNMENT ACCOUNTING
PRINCIPLES AND STANDARDS

The setting of government accounting
principles and standards is receiving a
lot of attention these days. Some believe
that the accounting for governmental

entities should use the same basic
standards as those used for profitmaking
entities. We in GAO do not agree with
this view. We believe there are basic dif-
ferences between governmental and
commercial accounting information
needs.

One difference is in their goals. The
basic goal of a commercial entity is to
make a profit. On the other hand, gov-
ernment’s goal is to protect and serve its
citizens and to promote their general
welfare.

Another difference is that governmen-
tal entities are accountable to citizens,
not to stockholders.

These two basic differences, in my
opinion, result in different information
needs. Therefore, | believe that govern-
mental accounting principles and stand-
ards must be considered separately from
those established for profitmaking enti-
ties, even though some of the principles
and standards may turn out to be the
same.

The question of who should set the
standards for State and local govern-
ments has received a great deal of atten-
tion in recent months. Many people in
government believe that the FASB
should not be the standard-setting body
for government. They are busy setting
standards for the private sector and in all
likelihood would try to fit government ac-
counting into a commercial framework.

| believe the solution to setting govern-
ment accounting principles and stand-
ards is to have the various interested or-
ganizations work together,

| am pleased to announce that the
American Institute of CPAs, the Financial
Accounting Foundation, GAQ, and the
Municipal Finance Officers Association
are joining to charter a new foundation
to support a State and Local Govern-
ment Accounting Standards Board.

This is indeed an encouraging devel-
opment. We continue, of course, to have
the problem of adequate financing for
such a board. However, with the kind of
support which | believe we now look for-
ward to. this should be an insurmounta-
ble problem. It would be my hope that
language can be included in the House
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Subcommittee on Intergovernmental Re-
lations and Human Resources’ report, if
not indeed in the actual wording of the
legislation extending revenue sharing, to
provide some Federal assistance through
the revenue sharing route. | doubt
whether it would be desirable or feasible
to have the entire cost borne by the Fed-
eral Government, but certainly the Fed-
eral Government has a strong interest in
this area, so | believe it would be appro-
priate for some financial assistance to
come from it.

CHALLENGES TO THE FORUMS

In my opening remarks, | referred to
the forum movement as a real intergov-
ernmental relations success story. | see
an even greater role for the forums in
the future. You, in the audience today,
have proven that members from the var-
ious levels of government can join forces
to help solve problems common to all of
us.
1 urge and challenge you to not only
maintain but to expand on your current
efforts to:
® Improve communication, cooperation,

and coordination among auditors at

all levels of government.

® Provide training and assistance to
those auditors who review government
programs and activities.

® Promote the acceptance and imple-
mentation of the single audit concept.

® Promote and assist in the develop-
ment and use of government ac-
counting standards and principles.

e Continue to serve as a medium for

generating new ideas and ways to im-

prove governmental accountability.

COMMUNICATION, COOPERA-
TION, AND COORDINATION

While you have been successful in im-
proving the relationship among govern-
mental audit organizations, you must not
cease to continue this effort. Due to the
diversified nature of government audits
and the ever-increasing complexities of
our work, we must constantly work to-
ward improved communication, cooper-
ation, and coordination of our efforts.

TRAINING

As funds for such activities as training
and staff development become even
more scarce and as the requirements for
added skills of our audit staffs increase,
we must seek other sources for staff de-
velopment. The forums have helped fill
this gap in the past. You will probably be
called on to an even greater extent in the
future to provide training for your mem-
bers and their staffs. | would encourage
you to meet this challenge, and [ am
confident that you will do so.

SINGLE AUDIT APPROACH

There have been those who have
stated that the single audit approach is a
matter whose time has come.

It goes without saying that the forums
are a key factor in implementing this ap-
proach. Each member of the forums is a
key player. Back in 1976, in a letter to
Bill Simon, Secretary of the Treasury, |
suggested that the JFMIP was the appro-
priate organization to help find solutions
to problems involving the audit of feder-
ally assisted programs. At that time | rec-
ommended that the JFMIP staff work
closely with and through the intergovern-
mental audit forums since they were al-
ready working to solve related problems.

Upon completion of the JFMIP study,
in which many of the forums assisted,
the other JFMIP Principals and | agreed
that the forums should be asked to as-
sist OMB in the implementation of the
single audit concept.

| encourage and ask your support in
carrying out this worthwhile cause.

ACCOUNTING PRINCIPLES AND
STANDARDS

I encourage you, especially State and
local members, to support the various
efforts underway by organizations such
as the NCGA and the AICPA in their
studies of governmental accounting prin-
ciples and standards.

You can play a key role in encourag-
ing officials at all levels of government to
establish sound financial accounting sys-
terns in accordance with accepted ac-
counting principles and standards.
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GENERATING NEW IDEAS AND
WAYS TO IMPROVE GOVERNMEN-
TAL ACCOUNTABILITY

Most of your efforts since the incep-
tion of the forums have been spent on
solving known existing problems. 1 see
the role of the forums changing. I believe
that one of the greatest challenges to
you and the forums in the future will be
to serve as an environment for generat-
ing new ideas and ways to improve ac-
countability in government. To do this,
you will need to continue such current
efforts as the quality review project and
the development of expanded scope au-
dit guidelines.

CONCLUDING REMARKS

As most of your know, my term as
Comptroller General will end next March.
This is one of the main reasons that
wanted to be here for this joint confer-
ence, in order to express my personal
appreciation for the support which all of
you have given to the intergovernmental
audit forum movement. You can take
great pride in what you have accom-
plished, and | hope that joint meetings of
this type can be held periodically—per-
haps every 2 years. Communication,
both in formal sessions and in informal
sessions, can be of tremendous impor-
tance as we learn from each other the
changing role that auditors throughout
the world are experiencing.

It seems to me that we have seen two
major changes in the role that you as
auditors have experienced over the past
14 years. One of these is the changing
nature of auditors’ work. As programs
have become more complex and more
expensive, legislators and the public have
come to expect that auditors should ex-
tend their interest beyond strictly finan-
cial and compliance auditing to whether
funds are spent economically and effi-
ciently and whether these funds are
achieving the results intended by the fra-
mers of statutes. This has meant that
auditors have had to extend their hori-
zons, sharpen their skills, and bring in
new talent to deal with highly technical
and specialized problems.

The other major development is the
changing relationship among levels of
government within the United States.
Federal grants have grown rapidly over
the past 15 years to the point where
Federal assistance now represents
roughly one-fourth of all State and local
government revenues. This has changed
the interest and role of the Federal Gov-
ernment in the auditing of Federal assist-
ance programs. It has meant that audi-
tors at all levels of government have had
to work more closely together. Here
again the forum movement has played
and will need to continue to play an im-
portant role.

I wish each of you and your forums
continued success.
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Presentation of Service Award to Henry L. Bridges, State Auditor, North Carolina. L to R: Rob-
ert J. Ryan (National Executive Secretary). Elmer B. Staats (Comptroller General), Henry L.
Bridges and Marvin Colbs (Southeastern Chairman).
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Dallas Mayor Robert S. Folsom welcomes at-
tendees to the Joint Conference of the Inter-
governmental Audit Forums, Dallas, Texas,
April 23, 1980.

Presentation of Service Award to Orvel M. Johnson, Legislative Auditor Emeritus, Arkansas. L
to R: Robert J. Rvan (National Executive Secretary), Elmer B. Staats (Comptroller General),
Orvel M. Johnson and Irwin M. D'Addario (Southwest Immediate Past Chairman).



APPENDIX 1

Intergovernmental Audit Forums
1980 Joint Conference Dallas, Texas

List of Attendees

Name and Affiliation

Willilam C. Abney

City Auditor

B-9 201 Channing Square
Oklahoma City, Oklahoma 73102

Donn E. Adkisson

Regional Inspector General for Auditing
QIG, Dept. of Agriculture

8930 Ward Parkway

Kansas City, Missouri 64141

William Alken

Asst. Deputy Commissioner

City of New York

Human Resources Administration
250 Church Street

New York, New York 10013

Frank W. Allen

Deputy State Auditor
Veterans Service Building
St. Paul, Minnesota 55155

William J. Anderson, Jr.

Financial & General Management Stud-
ies Division

General Accounting Office

441 G Street, N.W., Room 6126

Washington, D.C. 20548

James F. Antonio

State Auditor

P.O. Box 869

Jefferson City, Missouri 65102

Grady Amold
Arnold, Spain & Company
P.O. Box 1631
Jackson, Tennessee 38301

Lee H. Ashmore

First Assistant State Auditor

Sam Houston State Office Building
Austin, Texas 78711

Howard H. Atkins

Regional Audit Manager

OIG, Dept. of Labor

1961 Stout Street, Room 1726
Denver, Colorado 80294

Forum

Southwest

Mid-America and Mountain
and Plains

New York/New Jersey

Midwestern

National

Mid-America and National

Southeastern

Southwest

Mountain and Plains

OIG—Office of Inspector General

Name and Affiliation

Bruce Balderston
Legislative Auditor
Room 114, Statehouse
Boise, Idaho 83720

Miguel P. Barrios, Jr.
Regional Director

O1G, Dept. of Commerce

450 Golden Gate Avenue

San Francisco, California 94102

Richard A. Bassett, Jr.

Regional Director

OIG, Dept. of Commerce

1365 Peachtree Street, N.E., Room 340
Atlanta, Georgia 30309

John V. Beaver

Director, Division of Audit Services
Department of Social Services
Broadway State Office Building
Jefferson City, Missouri 65102

W. James Beck

Assistant Deputy State Auditor
P.O. Box 869

Jefferson City, Missouri 65102

Conrad Beliveau

Regional Audit Manager

OIG, Dept. of Labor

J.F K. Federal Building
Boston, Massachusetts 02203

Orlin C. i3ensen

Audit Supervisor

State Auditor's Office

State Capitol Building
Bismarck, North Dakota 58505

William Berrsdorf

Chief, Financial Management Branch
Office of Audit-IG, Dept. of Energy
5A179 Forrestal Building
Washington, D.C. 20585

Jack L. Birkholz

San Francisco Regional Office
General Accounting Office

1275 Market Street, Suite 90
San Francisco, California 94103

Forum

Pacific Northwest
and National

Western

Southeastern

Mid-America

Mid-America

New England

Mountain and Plains

National

Western Executive Director
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Name and Affiliation

Emnest E. Bradley

Deputy Asst. Inspector General for Audit
OIG, Environmental Protection Agency
401 M Street, SW.

Washington, D.C. 20460

Robert Bramlett
City Auditor

P.O. Box 1088
Austin, Texas 78767

Joseph D. Brassfield

Chief of Internal Audit

Washington State Dept. of Transportation
Highway Administration Building KFO1
Qlympia, Washington 98504

Henry L. Bridges

State Auditor

116 W. Jones Street

Raleigh, North Carolina 27611

W. A. Broadus, Jr.

Team Director, Financial & General Man-
agement Studies Division

General Accounting Office

441 G Street, N.W,, Room 6126

Washington, D.C. 20548

June Gibbs Brown
Inspector General

Department of the Interior
18th & 19th Sts. Bet. Cand E
Room 5359

Washington, D.C. 20240

Richard E. Brown

Legislative Post Auditor
Mills Building, Suite 301
Topeka, Kansas 66612

Morris L. Brusett
Legislative Auditor
Room 135 State Capitol
Helena, Montana 59601

John Buchan

Chief Deputy State Auditor
116 W. Jones Street

Raleigh, North Carolina 27611

Thaddeus Buczko

Auditor of the Commonwealth
229 State House

Boston, Massachusetts 02133

Leslie M. Buie

Acting Deputy Inspector General-South-
ern Division

OIG, Environmental Protection Agency

1371 Peachtree Street, N.E., Suite 515

Atlanta, Georgia 30309
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Forum
National

Southwest

Pacific Northwest and
National

Southeastern

National

National

Mid-America

Mountain and Plains and Na-

tional

Southeastern

New England

Southeastern

Name and Affiliation

Wallace E. Busbee

Assistant Inspector General for Auditing
Veterans Administration

810 Vermont Avenue, N.W.
Washington, D.C. 20420

Don Byrd

Regional Audit Manager

0OIG, Dept. of Labor

1375 Sutter Street, Suite 218
San Francisco, California 94109

Robert A. Calbridge

Dallas Regional Office
General Accounting Office
1200 Main Tower—Suite 800
Dallas, Texas 75202

James E. Caldwell

Staff Specialist

Office of Legislative Services
Division of State Auditing
Suite 232, State House
Trenton, New Jersey 08625

Daryl W, Cathro

Chief Auditor

Australian Auditor General's Office
1601 Massachusetts Ave., N.W.
Washington, D.C. 20036

Nadyne Cheary

Director, Central Field Office of Audit
OIG, Veterans Administration

Lock Box 66302—AMF O 'Hare
Chicago, lllinois 60666

M. Thomas Clark

Chief, Western Field Office Internal Audit
Staff

Department of Justice

1818 Gilbreth Road, Suite 153

Burlingame, California 94010

R. L. Cockrell

Regional Inspector Genera! for Auditing
OIG, Dept. of Agriculture

101 South Main, Room 324

Temple, Texas 76501

Marvin Colbs

Regional Manager-Atlanta
General Accounting Office
221 Courtland Street, N.E.
Atlanta, Georgia 30303

Clifton C. Comfort, Jr.

Audit Manager

Bureau of Alcohol, Tobacco and Fire-
arms, Dept. of the Treasury

1100 Commerce Street, Room 7C59

Dallas, Texas 75242

Forum
National

Western

Southwest Executive
Secretary

New York/New Jersey

National

National

Midwestern

Western

Southwest

Southeastern Chairman

Southwest



Name and Affiliation

William N. Counrardy

Regional Manager-San Francisco
General Accounting Office

1275 Market Street, Suite 900
San Francisco, California 94103

Wayne S. Cordell

Regional Inspector General for Audit
Dept. of Housing & Urban Development
221 W. Lancaster Avenue

Fort Worth, Texas 76113

Robert B. Craig

Assistant Legislative Auditor
P.O. Box 44397

Baton Rouge, Louisiana 70804

Ronald K. Crews

City Internal Auditor

P.O. Box 31109

Shreveport, Louisiana 71130

John Crider

Manager

Alexander Grant & Company

San Antonio Bank & Trust Building
San Antonio, Texas 78205

Raymond Croft

Chief, Division of Audits

State Controller's Department
545 Downtown Plaza, Suite 220
Sacramento, California 95814

Robert G. Cronson

Auditor General

524 South Second Street
Lincoln Tower Plaza, 2nd Floor
Springfield, lllinois 62706

Robert M. Crowl

Atlanta Regional Office
General Accounting Office
221 Courtland Street, N.E.
Atlanta, Georgia 30303

Robert W. Curtis

Regional Audit Manager

OIG, Department of Labor

3535 Market Street, Room 12100
Philadelphia, Pennsylvania 13104

irwin M. D’Addario
Regional Manager-Dallas
General Accounting Office
1200 Main Tower—Suite 800
Dallas, Texas 75202

Darrel R. Daines
Comptroller, Clark County
Clark County Courthouse
200 East Carson Avenue
Las Vegas, Nevada 83101

Forum
Western

Southwest

Southwest and National

Southwest

Southwest

Western

Midwestern and National

Southeastern Executive

Director

Mid-Atlantic

Southwest

Western

Name and Affiliation

Leroy E. Daniels

Senior Assistance City Controller
P.O. Box 1562

Houston, Texas 77001

Isak M. Danon

Acting Chief, Grants & Contracts
OIG, Dept. of the Interior

800 N. Quincy Street

Arlington, Virginia 22217

Daniel Dennis, Sr.

Lucas, Tucker & Company
1616 Soldiers Field Rd.
Boston, Massachusetts 02135

Art Dibble

Navarro County Auditor
Courthouse Basement
Corsicana, Texas 75110

Mort Dittenhofer

Executive Vice President

Association of Government Accountants
727 South 23rd Street

Adlington, Virginia 22202

Hugh J. Dorrian

City Auditor

90 W. Broad Street
Columbus, Chio 43215

George Doyle

Denver Regional Office

General Accounting Office

2420 West 26th Avenue, Suite 300 D
Denver, Colorado 80211

Dan Lee Dreyer

Territorial Auditor

American Samoa Government

Pago Pago, American Samoa 96799

James S. Dwight, Jr.

Partner

Deloitte Haskins & Selis
1101 - 15th Street, N.W.
Washington, D.C. 20005

George L. Egan, Jr.

Associate Director, Financial & General
Management Studies Division

General Accounting Office

441 G Street, N.W., Room 1002

Washington, D.C. 20548

Raymond W. Ellis

Regional Audit Manager

OIG, Dept. of Labor

909 First Avenue, Room 7003
Seattle, Washington 98174

Forum

Southwest

Southeastern

New England

Southwest

National

Midwestern and National

Mountain and Plains Executive
Director

Western

National

National

Pacific Northwest
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Name and Afffliation

Houston H. Ennis

Acting Regional Manager
OIG, Dept. of Transportation
819 Taylor Street

Fort Worth, Texas 76102

Eugene H. Essner

Director, Office of Audit

OIG, Department of the Treasury
15th & Penn. Avenue, N.W.
Washington, D.C. 20220

Joel R. Fields

Financial & General Management Stud-
ies Division

General Accounting Office

441 G Street, NW., Room 6126

Washington, D.C. 20548

Robert Finegan

Branch Manager

HEW, OIG—Audit Agency

P.O. Box 13716

Philadelphia, Pennsylvania 19101

William E. Forsythe

Regional Inspector General for Auditing
OIG, Dept. of Agriculture

Federal Building, Room 422

Hyattsville, Maryland 20782

James R. Fountain, Jr.

City Auditor

1500 Marilla Street, Room 3FS
Dallas, Texas 75201

William J. Gammon

Chief, Office of Operations Review

Dept. of Social & Health Services-Wash-
ington

Mail Stop OB-33F

Olympia, Washington 98504

Romulo Garcia

Program Manager Southwest District Of-

fice of Enforcement
Department of Energy
2626 Mockingbird Lane
Dallas, Texas 75235

Joseph J. Genovese

Assistant Inspector General for Audits
Department of Transportation

400 7th Street, SW., Room 9210
Washington, D.C. 20530

Robert J. Gentile

New York Regional Office
General Accounting Office
26 Federal Plaza, Room 4112
New York, New York 10007
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Forum
Southwest

National

National

Mid-Atlantic

Mid Atlantic, New England,

and New York/New Jersey

Southwest

Pacific Northwest

Southwest

National

New Yorlk/New Jersey Execu-

tive Director

Name and Affiliation

Eugene J. Gerczak

Legislative Auditor

301 W. Preston Street, Room 1202
Baltimore, Maryland 21201

Paul F. Gibbons

Deputy Assistant Inspector General for
Auditing

General Services Administration

18th & F Street, N.W., Room 5001

Washington, D.C. 20405

Robert E. Goodwin
Director of Audits

Auditor of Public Accounts
Room 168, Capitol Annex
Frankfort, Kentucky 40601

Gilbert V. Gott

Research Director

Department of Auditor General
301 Finance Building
Harrisburg, Pennsylvania 17120

James A. Grayson

Director

Mississippi State Dept. of Audit
P.O. Box 956

Jackson, Mississippi 39205

Frank L. Greathouse
Director, Division of State Audit
Comptroller of the Treasury
1530 Andrew Jackson Building
Nashville, Tennessee 37219

Leonard H. Greess

Fede:al/State Relations Coordinator
Council of State Governments

444 Morth Capitol Street, Suite 240
Washington, D.C. 20001

Gordon Guy

Regional Cost Negotiator
Department of Labor

555 Griffin Square, Room 622
Dallas, Texas 75202

Bennie L. Hadnott

Principal

Watson, Rice & Company

570 Seventh Avenue, Suite 1207
New “ork, New York 10018

Donald L. Hall

Audit Manager

Office of Auditor of State
State Capitol Building
Des Moines, lowa 50319

Forum
Mid-Atlantic

MNational

Southeastern

Mid-Atlantic

Southeastern

Southeastern and National

National

Southwest

New York/New Jersey

Mid-America



Name and Affiliation

Raymond W. Hall
Internal Audit-Finance
City of Fort Worth

1000 Throckmorton
Fort Worth, Texas 76102

Edward J. Haller
Partner

Price Waterhouse & Co.
1801 K Street, N.W.
Washington, D.C. 20006

Bob Hamsher

District Director

QOIG, Dept. of Commerce

1100 Commerce Street, Room 304
Dallas, Texas 75242

Thomas R. Hanley
Partner

Touche Ross & Co.
1900 M Street, N.W.
Washington, D.C. 20036

David A. Hanna

Regional Manager-Kansas City
General Accounting Office
Room 717, Gateway I Building
4th & State

Kansas City, Kansas 66101

Orval Harden
Acting Chief of ES/UL, Office of Audit
OIG, Dept. of Labor

200 Constitution Ave., NW., Rm. S-5030

Washington, D.C. 20210

Thomas W. Hayes

Auditor General

925 L Street, Suite 750
Sacramento, California 95814

Frederic A. Heim, Jr.

Assistant Inspector General for Audits
Dept. of Commerce

14th & Constitution Avenue, N.W.
Washington, D.C. 20230

Stephen Heins

Chief of Grant Audits

Division of State Audit
Comptroller of the Treasury
1530 Andrew Jackson Building
Nashville, Tennessee 37219

Lamry W. Henson

Manager, Grants Monitoring
City of Tulsa

200 Civic Center, Room 932
Tulsa, Oklahoma 74103

Forum
Southwest

National

Southwest

National

Mid-American Chairman

National

Western

National

Southeastern

Southwest

Name and Affiliation

James Jackson

Regional Audit Manager

OIG, Department of Labor
555 Griffin Square, Room 205
Dallas, Texas 75202

Orvel M. Johnson
Legislative Auditor Emeritus
172 State Capitol

Little Rock, Arkansas 72202

W. Hamp King

State Auditor

P.O. Box 1060

Jackson, Mississippi 39205

Kasey K. Kiplinger
Deputy Auditor of State
State Capitol Building
Des Moines, lowa 50319

Gregory J. Klimko
City Auditor

777 Pearl Street
Eugene, Oregon 97401

Kenneth A, Konz

Special Asst. to the Inspector General
Environmental Protection Agency
401 M Street, SW.

Washington, D.C. 20201

Philip Kropatkin

Acting Assistant Inspector General for
Auditing

HEW, OIG-—Audit Agency

330 Independence Avenue, S.W., Room
5700

Washington, D.C. 20201

Donald E. Lambert

Smartt, Toombs & Higgins. Inc.
105 Morth Carrier Parkway
Grand Prairie, Texas 75051

Randy Landwehr

Audit Manager

Auditor of Public Accounts
Room 168, Capitol Annex

Frankfort, Kentucky 40601

Fred D. Layton

Regional Manager-Boston
General Accounting Office

100 Summer Street, Suite 1907
Boston, Massachusetts 02110

Larry Lindsey
Regional Audit Manager

QIG, Dept. of Labor
1371 Peachtree Street, NE.. Room 240
Atlanta, Georgia 30309

Forum
Southwest

Southwest and National

Southeastern and National

Mid-America

Pacific Northwest and
National

Mew England and New York/

New Jersey

National

Southwest

Southeastern

New England

Southeastern




Name and Affiliation

Cecile Lissner

Chicago Regional Office

General Accounting Office
Federal Building—16th Floor West
230 South Dearborn Street
Chicago, lllinois 60604

Robert L. Lockridge
Assistant City Auditor

1500 Marilla Street, Room 3FS
Dallas, Texas 75201

Gerald J. Lonergan
Auditor and Controller
County of San Diego

1600 Pacific Highway

San Diego, California 92101

John J. Lordan

Chief, Financial Management Branch

Office of Management and Budget

New Executive Office Building, Room
6002

Washington, D.C. 20503

Joseph W. Lowell, Jr.

Director, Office of Internal Evaluation
Office of Personnal Management
1900 E. Street, N.W., Room 7520
Washington, D.C. 20415

Charles D. Lunsford

Director, Division of Performance Audits

State of Georgia, Dept. of Audits
115 State Capitol
Atlanta, Georgia 30334

Theodore R. Lyman

Associate Director

Center for Urban and Regional Policy
SRI International

333 Ravenswood Avenue

Menlo Park, California 94025

Kenneth MacNevin

Public Affairs Officer

Missouri State Auditor's Office
P.O. Box 869

Jefferson City, Missouri 65102

Henry Malionek

Director of Audits

Department of the State Auditor
One Ashburton Place, Room 1819
Boston, Massachusetts 02108

Ramon Rivera-Marrero
Controller of Puerto Rico
G.P.O. Box 2290

San Juan, Puerto Rico 00936
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Forum

Midwestern Executive
Administrator

Southwest

Nationat

National Chairman

MNational

Southeastern

Western

Mid-America

New England

Southeastern

Name and Affiliation

Lee Roy Martin

Auditor

Community Services Administration
1200 Main Tower

Dallas, Texas 75202

Marie C. Martin

Assistant City Auditor

City Hall

Boston, Massachusetts 02201
Rolland Martin

Audit Manager

Office of Auditor of State
State Capitol Building

Des Moines, lowa 50319

Nunzio Masone, Jr.

Asst. Supervisor of Bureau of Accounting

Div. of Budget & Accounting

Dept. of Treasury, State of New Jersey
130 W. State Street

Trenton, New Jersey 08625

John Travis Massey

Legislative Audit Administrator
State Capitol Building. Room 172
Little Rock, Arkansas 72201

Thomas F, McBride

Inspector General

Department of Agriculture

Administration Building

14th & Independence Ave. SW., Rm.
247-E

Washington, D.C. 20250

Maynard McGreer

Acting Regional Auditor
Community Services Administration
1200 Main Tower

Dallas, Texas 75202

George W. McNiel
State Auditor

P.O. Box 12067
Austin, Texas 78711

Tom Mickelson

Deputy State Auditor

131 West Wilson Street, Suite 502
Madison, Wisconsin 53703

Gordon K. Milbrandt
Auditor General

State Capitol

Pierre, South Dakota 57501

John R. Miller

Partner

Peat, Marwick, Mitchell & Co.
345 Park Avenue

New York, New York 10022

Forum
Southwest

New England

Mid-America

New York:New Jersey

Southwest

National

Southwest

Southwest

Midwestern

Mountain and Plains

New York/New Jersey



Name and Affiliation

Terry R. Milrany

City Auditor

1000 Throckmorton

Fort Worth, Texas 76102

Steadie Mixson, Jr.

Regional Inspector General for Auditing
OIG, Dept. of Agriculture

1447 Peachtree Street, N.E., Room 900
Atlanta, Georgia 30309

Joseph L. Moore

Director. Financial Management Projects
Council of State Governments

P.O. Box 11910

Lexington, Kentucky 40578

Everett L. Mosley

Regional Inspector General for Auditing
OIG, Dept. of Agriculture

1 No. Wacker Drive, Room 800
Chicago. llhnois 60606

Anthony J. Mottola

Partner

Coopers & Lybrand

1251 Avenue of the Americas
New York, New York 10020

Cari H. Muller

Regional Auditor

Community Services Administration
Arcade Plaza Building

1321 2nd Avenue, Room 1078
Seattle, Washington 98101

James G. Murphy

Director of Special Audits

NYC Transit Authority

2 World Trade Center, Suite 1444
New York, New York 10048

Frank J. Nazay

Regional Manager

OIG, Dept of Transportation
31 Hopkins Plaza, Room 1628
Baltimore, Maryland 21201

Joseph C. Neiberger

Project Director

Joint Financial Management Improve-
ment Program

666 11th Street, NW.,, Suite 705

Washington, D.C. 20001

Charles M. Neville

Boston Regional Office

General Accounting Office

100 Summer Street, Suite 1907
Boston, Massachusetts 02110

Forum

Southwest and National

Southeastern

MNational

Midwestern

New York/New Jersey

Pacific Northwest

New York/New Jersey

Mid-Atlantic

National

New England Executive
Secretary

Name and Affiliation

David L. Nolan

Regional Audit Manager

OIG, Dept. of Labor

911 Walnut Street, Room 2503
Kansas City, Missouri 64106

Douglas R. Norton

Auditor General

112 North Central, Suite 600
Phoenix, Arizona 85004

Bobby B. Oakley

Acting Program Director, Regional Pro-
grams

0IG, Department of Transportation

400 7th Street, SW., Room 9200

Washington, D.C. 20590

William T. O'Neiil

Director of Internal Auditing
Westchester County

County Office Building, Room 718
White Plains, New York 10601

Anita F. Orquia

City Auditor

P.O. Box 1562
Houston, Texas 77001

Daniel Paul

City Auditor

100 N. Holiday Street, Room 321
Baltimore, Maryland 21202

David V. Peltier

San Francisco Regional Office
General Accounting Office

1275 Market Street, Suite 900
San Francisco, California 34103

George H. Pendergast
Administrator

Local Government Services Division
Department of Community Affairs
Capitol Station

Helena, Montana 59601

Gerald W. Peterson

Acting Asst. Inspector General/Audit
Department of Agriculture
Administration Building, Room 403-E
14th & Independence Avenue, S.W.
Washington, D.C. 20250

Charles E. Phillips, I

Price Waterhouse & Company
4500 First International Building
Dallas, Texas 75270

Anthony Piccirilli

Auditor General

87 Park Street

Providence, Rhode Island 02908

Forum

Mid-America

Western and National

National

New York/New Jersey and Na-
tional

Southwest

Mid-
Atlantic Chairman and Na-
tional

Western

Mountain and Plains

National

Southwest

Mew England Chairman and
National

51



Name and Affiliation

Sidney L. Pollock
Regional Audit Manager
OIG, Department of Labor
1515 Broadway

MNew York, New York 10036

Donald A. Praast

Seattle Regional Office

General Accounting Office

415 First Avenue North, Room 201
Seattle, Washington 98109

Felipe L. Quezada

Partner

Vasquez, Quezada & Navarro
1010 S. Flower Street

Los Angeles, California 90015

Frank Quinn

Director

Interagency Auditor Training Programs
Graduate School, Dept. of Agriculture
8120 Woodmont Ave., 6th Floor
Washington, D.C. 20014

Stanley M. Quon

Chief, Fiscal Management Audit Division
Employment Development Department
800 Capitol Mall—MIC 78

Sacramento, California 95814

Raymond F. Randolph

Assistant Inspector General for Audits
Small Business Administration

1441 L Street, N.W., Room 203
Washington, D.C. 20416

George L. Rasmussen, Jr.

Assistant Regional Inspector General

Department of Housing & Urban Devel-
opment

221 West Lancaster Avenue

Fort Worth, Texas 76113

W. Jeff Reynolds

Chief of Program Evaluation
Division of State Audit
Comptroller of the Treasury
1530 Andrew Jackson Building
Mashville, Tennessee 37219

Charles Rickert

Acting Assistant State Auditor
Capitol Annex, Room 168
Frankfort, Kentucky 40601

E. William Rine

Deputy Assistant Administrator
Office of Audit & Investigation
Department of Justice-LEAA
633 Indiana Avenue

East West Towers, Room 207
Washington, D.C. 20531
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Forum
New York/New Jersey

Pacific Northwest Executive

Secretary

Western

National

Western and National

National

Southwest

Southeastern

Southeastern

National

Name and Affiliation

Frederick M. Roche
Partner

May, Zima & Company
P.O. Drawer 4108
Tallahassee, Florida 32302

Wayne K. Root

Assistant Regional Audtt Director
HEW, OIG—Audit Agency

1185 Federal Building

Denver, Colorado 80294

Clement E. Roy

Deputy Assistant Secretary of Defense
{(Audit) & Director Defense Audit Serv-
ice

1300 Wilson Boulevard, Suite 1200

Arlington, Virginia 22209

Robert J. Ryan

Assistant Director, Financial and General
Management Studies Division

General Accounting Office

441 G Street, NW,, Room 6126

Washington, D.C. 20548

Robert Saloschin

Director, Office of Information Law and
Policy

Department of Justice

Washington, D.C. 20530

Joanne Saurenmann

Assistant Intergovernmental Relations Of-
ficer, Tarrant County

100 W. Weatherford, Room 217

Fort Worth, Texas 76102

Joseph A. Scandone
Philadelphia Regional Office
General Accounting Office

434 Walnut Street, Eleventh Floor
Philadelphia, Pennsylvania 19106

Donald L. Scantlebury

Director, Financial and General Manage-
ment Studies Division

General Accounting Office

441 G Street, NW., Room 6001

Washington, D.C. 20548

William Schad

Assistant Regional Manager
General Accounting Office
Federal Building, 16th Floor West
230 South Dearborn Street
Chicago, lllinois 60604

Arthur Schintzel

Clearinghouse on Fraud & Abuse of
Public Funds, NCIRS

Box 6000

Rockville, Maryland 20850

Forum
Southeastern

Mountain and Plains

National

National Executive Secretary

National

Southwest

Mid-Atlantic Executive Secre-

tary

Mational

Midwestern

National



Name and Affiliation

Bert Schirle

Chief, Internal Auditor
County of Santa Clara

70 W. Hedding Street

San Jose, California 95110

Raymond E. Schmidt

Assistant for Audit Policy

Department of Defense-OASD (Comp-
troller)

1300 Wilson Boulevard, Room 1271

Arlington, Virginia 22209

James J. Scott

Regional Inspector General for Auditing
OIG, Dept. of Agriculture

555 Battery Street, Room 520

San Francisco, California 94111

Robert J. Scott

State Auditor

1200 Lincoln Street, Apt. 601
Denver, Colorado 80203

F. Mason Shelby, Jr.
Administrative Assistant

Mississippi State Department of Audit
P.O. Box 956

Jackson, Mississippi 39205

Joseph A. Sickon

Assistant Inspector General for Audit

Department of Housing and Urban De-
velopment

451 7th Street, SW., Room 8180

Washington, D.C. 20410

Kenneth E. Sill

Regional Audit Director

HEW, OIG—Audit Agency
1321 Second Avenue, MS 617
Seattle, Washington 98101

Roger J. Silvestri

Director, Regulatory Audit Division

Customs Service, Department of the
Treasury

{.S. Customhouse, Code 20532

6 World Trade Center

New York, New York 10048

Curtis L. Sippel
Assistant State Auditor

1st Floor East Wing
Veterans Service Building
St. Paul, Minnesota 55155

Michael Slachta, Jr.

Director, Eastern Field Office of Audit
QIG, Veterans Administration
Presidential Building, Room 412
6525 Belcrest Road

Hyattsville, Maryland 20782

Forum
Western

National

Western

Mountain and Plains

Southeastern and National

National

Pacific Morthwest Chairman

New York/New Jersey

Midwestern

Mid-Atlantic

Name and Affiliation

David R. Smith

Assistant State Auditor

P.0. Box 11333

Columbia, South Carolina 29211

Ray O. Smith
Maricopa County Auditor
11 S. 3rd Avenue
Phoenix, Arizona 85003

Roger Smith

Acting Deputy Inspector General-North-
ern Division

OIG, Environmental Protection Agency

1 North Wacker Drive, Suite 725

Chicago, lllinois 60606

Patrick J. Spellacy

Assistant to Legislative Auditor

204 Veterans Service Building

St. Paul, Minnesota 55155

Danny Sprowls

Supervisory Auditor

HEW, OIG—Audit Agency

1100 Commerce Street, Room 4E1
Dallas, Texas 75242

Elmer B. Staats

Comptroller General of the United States

General Accounting Office
441 G Street, NW., Room 7000
Washington, D.C. 20548

John C. Stanford
Regional Audit Director
HEW, OlG—Audit Agency
601 E. 12th Street

Kansas City, Missouri 64106

Kenneth Stanley

Partner

Stanley, Wade, Durio & Broome
1750 Austin National Bank Tower
Austin, Texas 78701

Edward W. Stepnick

Assistant Inspector General for Audit

Department of Labor

200 Constitution Avenue, N.W.,, Room
5-5020

Washington, D.C. 20210

Elwood L. Sundberg
{itah County Auditor
County Building, Room 317
Provo, Utah 84601

Glyndol Joe Taylor

Regional Audit Director

HEW, OlG—Audit Agency

1100 Commerce Street, Room 4E1
Dallas, Texas 75242

Forum
Southeastern

Western

Midwestern

Midwestern

Southwest

National

Mid-America

Southwest

National

Mountain and Plains and Na-
tionatl

Southwest Chairman
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Name and Affiliation

Morman H. Terrell
Deputy State Auditor
115 State Capitol
Atlanta, Georgia 30334

William L. Tibbs

Regional Director

OIG, Department of Commerce
55 E. Monroe Street, Room 1411
Chicago, lllinois 60603

Darla Totusek

Administrative Assistant

Oklahoma State Auditor & Inspector
State Capitol Building, Room 100
Oklahoma City, Oklahoma 73105

Emil A. Trefzger, Jr.

Regional Audit Director

HEW, OIG—Audit Agency

101 Marietta Tower, Room 1421
Atlanta, Georgia 30323

Charles K. Trible

State Auditor of Public Accounts
P.O. Box 1295

Richmond, Virginia 23210

Susumu Uyeda

Executive Director

Joint Financial Management Improve-
ment Program

666 11th Street, N.W., Suit 705

Washington, D.C. 20001

Susanne F. Vaidez

General Accountiing Office

10 South Broadway, Suite 225
St. Louis, Missouri 63102

William G. Veal

Assistant Auditor General
P.O. Box 1735
Tallahassee, Florida 32302

David E. Waddell
Auditor

OIG, Environmental Protection Agency
1201 Elm—2%th Floor
Dallas, Texas 75270
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Forum
Southeastern

Midwestern

Southwest

Southeastern

Mid-Atlantic and National

National

Mid-America Executive Admin-
istrator

Southeastern

Southwest

Name and Affiliation

Henry C. Wang

Principal

Catten Yu & Company

2617 K Street, Suite 9
Sacramento, California 95816

Joyce L. Watson

Director, Bureau of Audit Review and
Contracting

New York City

Human Resources Administration

250 Church Street

New York, New York 10013

Wayne L. Welsh

Audit Manager

Utah Legislative Auditor General
412 State Capitol Building

Salt Lake City, Utah 84114

Howard C. White

Assistant Regional Audit Director
HEW, OlG—Audit Agency

300 S. Wacker Drive

Chicago, lllinois 60606

Kathryn J. Whitmire
City Controller

City Hall, Sth Floor
Houston, Texas 77002

Meredith C. Williams
Deputy, Legislative Post Auditor
Mills Building, Suite 301
Topeka, Kansas 66612

Bill wills

Principal

State Auditor's Office

1200 Lincoln Street, No. 601
Denver, Colorado 80203

Frank Yeager

Director of Personnel Management

Department of Labor

200 Constitution Ave. N.W., Rocn
C-5526

Washington, D.C. 20210

Paul J. Zucconi

Partner

Peat, Marwick, Mitchell & Co.
2001 Bryan Tower, Suite 1500
Dallas, Texas 75201

Forum
Western

New York/New Jersey

Mountain and Plains

Midwestern

Southwest

Mid-America

Mountain and Plains

National

Southwest
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APPENDIX 111

Summary of Results of Joint Conference of

Intergovernmental Audit Forums Held in 1978

On April 19-21, 1978, the eleven
Intergovernmental Audit Forums held
their second joint meeting. The meeting
was attended by Federal, State, and local
audit directors from throughout the
United States. Seven topics were
discussed during rotating discussion
periods. Over a two-day period each of
the attendees participated in discussions
on each of the following seven topics.

1. Single Audits of Multifunded
Grantees—Financial and Compliance.

2. Economy and Efficiency Audits and
Program Results Audits.

3. How to Improve Audit Coordination
and Cooperation.

4, The JFMIP Audit Improvement Project.
5. Quality Review of Audit Organizations.
6. Progress and the Future Role of the
Forums.

7. Detection of Fraud and Abuse—What
Priority?

A brief summary of each of the seven
topics follows.
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Single Audits of Multifunded
Grantees

This topic focused on the efforts being
made to develop and test the concept of
a single audit of a multifunded grantee
using a standard financial and compli-
ance audit guide. The sessions resulted
in a thorough exchange of views and ex-
periences on the progress attained and
the crucial barriers that were ahead.

Economy and Efficlency and Program
Results Audits

This topic focused on the issues re-
lated to performing economy and effi-
ciency and program results audits. Dur-
ing the sessions the participants
discussed their experiences in making
these audits and the problems they were
encountering. ¢

At the time of this conference, two ex-
posure drafts of guidelines were nearing
publication. The participants discussed
the New England Forum’s “Guidelines
for Economy and Efficiency Audits of
Federally Assisted Programs,” and the
Western Forum's “Comprehensive Ap-
proach for Planning and Conducting A
Program Results Review.” Both of these
exposure drafts were subsequently is-
sued.

How to Improve Audit Coordination
and Cooperation

The participants generally agreed that
effective coordination and cooperation
among Federal, State, and local audit or-
ganizations was a necessary and attaina-
ble goal and there was a need for con-
tinued effort in this area. While no
special solutions were recommended by
the participants, the message forthcom-
ing was that we should stop talking
about the problem and strive to work
with each other where there is a com-
mon interest.



JFMIP Audit Improvement Project

These discussions centered around
the following issues, or problems, ad-
dressed by the Joint Financial Manage-
ment Improvement Project (JFMIP) study
group:
® Possible audit duplication and audit
overlap.
¢ Possible lack of audit coverage.
® Coordination of audits.
® Mechanisms for reimbursing State
and local auditors for audits of feder-
ally assisted programs.

® Varied and differing Federal audit or-
ganizational structures, audit guide-
lines, and reporting requirements.

® Reliance by Federal auditors on other

Federal audit organizations for audits.
® Reliance by Federal auditors on State

and local organizations for audits.

During these sessions ideas were so-
licited for solving intergovernmental audit
problems by drawing upon the diverse
experience and skills of the joint confer-
ence attendees. The discussions pro-
vided the study group with a broader
perspective of the problems and alterna-
tive solutions. The attendees concluded
that solving these problems would not
be easy and would not be accomplished
overnight. The intergovernmental audit
forums and their members were viewed
as a catalyst to initiate and ultimately
bring about needed reform.

Quality Review

This topic focuses on the issues re-
lated to establishing a quality review pro-
gram for government audit organiza-
tions. The sessions provided a thorough
exchange of views and experiences on
the benefits of, concerns about, and the
progress attained. The discussions pro-
vided useful data for the Mountain and
Plains, Midwestern, and New England
Forums' Committees’ on Quality Review
to consider.

Progress and the Future Role of the
Forums

These discussions focused on the for-
ums’ progress and their future role. Dur-
ing the sessions the forums’ accomplish-
ments were discussed and the
participants’ thoughts and ideas on the
future role of the forums were solicited.

Detection of Fraud and Abuse—
What Priority?

These sessions focused on what prior-
ity government audit organizations
should give to detecting fraud and abuse
in government programs. The partici-
pants exchanged views and experiences
on what:

® resources should be allocated to de-
tecting fraud and abuse.

® audit activities may need to be cur-
tailed to compensate for this.

® are the ramifications of shifting audit
coverage to detecting fraud and
abuse.

The 1978 joint conference kindled
even greater interest in the forums and
established the groundwork for future
forum actions. As a result of this confer-
ence a number of projects were initiated
by the forums
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APPENDIX IV

Intergovernmental Audit Forums
1980 Joint Conference Planning Committee

Name

Affiliation

Aardashes Der Ananian, Jr. Regional inspector General

Sidney L. Pollock

Charles K. Trible

Henry L. Bridges
Hugh J. Dorrian
Terry R. Milrany

Richard E. Brown

Gordon K. Milbrandt

Charles T. Rabb

James Diecker

Daniel Paul

Robert J. Ryan*

Robert M. Crowl!**

*—Committee Chairman
**_Committee Recorder
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for AudityHUD—Boston

Regional Audit Manager/La-
bor—New York

Auditor of Public Accounts
Virginia

State Auditor North Carolina
City Auditor Columbus, Ohio

City Auditor Fort Worth,
Texas

Legislative Post Auditor Kan-
sas

Auditor General South Da-
kota

Assistant Area Director Audit,
LEAA/Justice-—Sacramento

Olympia Area Supervisor,
Office of Child Support En-
forcement/HEW—Seattle

City Auditor Baltimore, Mary-
land

Assistant Director GAQ,
Washington, D.C.

Supervisory Auditor GAO,
Atlanta, Georgia

Forum membership
New England

MNew York/New Jersey

Mid-Atlantic

Southeastern
Midwestern

Southwest

Mid-America

Mountain & Plains

Western

Pacific Northwest

National

National Executive Secre-
tary

Southeastern Executive Di-
rector



APPENDIX V

Intergovernmental Audit Forums
1980 Joint Conference Schedule of

Workshop Topics and Discussion Leaders

THE SINGLE AUDIT CONCEPT

James F. Antonio—State Auditor, Missouri

W. A. Broadus, Jr.—GAQ, Washington, D.C.

Daniel Dennis—Lucas, Tucker & Co., Boston

James S. Dwight, Jr—Deloitte Haskins & Sells, Washington, D.C.
Don Lambert—Smartt, Toombs & Higgins, Inc., Grand Prairie,
Texas

John J. Lordan—OMB, Washington, D.C.

John R. Miller—Peat, Marwick, Mitchell & Co., New York

Susurnu Uyeda—JFMIP, Washington, D.C.

FRAUD, WASTE, AND ABUSE

Thomas R. Hanley—Touche Ross & Co., Washington, D.C.
Gerald J. Lonergan—Auditor & Controller, San Diego County
Theodore R. Lyman—SRI International, Menlo Park, California
Thomas F. McBride—Inspector General of Agriculture, Washing-
ton, D.C.

Gerald W. Peterson—Agriculture, Washington, D.C.

E. Willian Rine-—Justice, Washington, D.C.

Edward W. Stepnick—Labor, Washington, D.C.

Glyndo! Joe Taylor—HEW, Dallas

INSPECTOR GENERAL CONCEPT: FIRST YEAR OF OP-
ERATIONS

June Gibbs Brown—inspector General of Interior, Washington,
D.C.

Joseph A. Sickon—HUD, Washington, D.C.

PERFORMANCE AUDITING

Richard E. Brown—Legistative Post Auditor, Kansas

Robert L. Lockridge—City Auditor’s Office, Dallas

Danny Sprowls—HEW, Dallas

Meredith C. Williams—Legislative Post Auditor’s Office, Kansas

PERFORMANCE APPRAISAL

Frank Yeager—L abor, Washington, D.C.

STAFF DEVELOPMENT

Frank Quinn—Agriculture, Washington, D.C.

Bill Wills—State Auditor's Office, Colorado

GETTING ALONG WITH OTHERS: AN AUDITOR'S MUST
Jack L. Birkholz—GAQ, San Francisco

COMMUNICATING AUDIT RESULTS

Irwin M, D'Addario—GAO, Dallas

Thomas W. Hayes—Auditor General, California

FOLLOWUP ON AUDIT RESULTS

Wayne S. Cordell—HUD, Fort Worth

George L. Egan, Jr—GAQO, Washington, D.C.

W. Jeff Reynolds—Division of State Audit, Tennessee

AUDITORS' RELATIONSHIPS WITH THE NEWS MEDIA
Kenneth MacMevin—State Auditor's Office, Missouri

STATE AND LOCAL GOVERNMENT ACCOUNTING
STANDARDS: WHO SHOULD SET THEM?

Frank L. Greathouse—Director, Division of State Audit, Tennes-
see

Donald L. Scantlebury—GAQ, Washington, D.C.

THE FREEDOM OF INFORMATION ACT AND THE GOV-
ERNMENT AUDITOR

Miguel P. Barrios, Jr—Commerce, San Francisco

Jack L. Birkholz—GAQ, San Francisco

Robert Saloschin—Justice, Washington, D.C.

KEEPING THE GOVERNMENT AUDITOR SEPARATED
FROM POLITICS

Robert B. Craig—Legislative Auditor's Office, Louisiana
James R. Fountain. Jr—City Auditor, Dallas

CONTRACTING FOR AND OVERSIGHT OF AUDITS
Edward J. Haller—Price Waterhouse & Co., Washington, D.C.
Bert Schirle—County of Santa Clara, California

OPERATING A NATIONAL PEER QUALITY REVIEW PRO-
GRAM FOR GOVERNMENT AUDIT AGENCIES

Gilbert V. Gott—Department of Auditor General, Pennsylvania
Leonard H. Greess—Council of State Governments, Washington,
D.C.

Frederic A. Heim, Jr——Commerce, Washington, D.C.
Emil A. Trefzger, Jr—HEW, Atlanta

INDIRECT COST AND RELATED AREAS OF CONCERN
FOR GOVERNMENT AUDITORS

Gordon Guy—Labor, Dallas

Terry R. Milrany—City Auditor, Fort Worth

GOVERNMENT AUDIT STANDARDS: REVISIONS
PLANNED

W. A. Broadus, Jr.—GAQ, Washington, D.C.

Donald L. Scantlebury—GAQ, Washington, D.C.
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“, . . auditors must
not be in the busi-
ness of producing
reports—we must
be in the business
of producing re-
sults.”

Kathryn J. Whitmire, City Con-
troller of Houston, Texas
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