£

T 2EER D

If you have issues viewing or accessing this file contact us at NCJRS.gov.

.
. . Ce e e R N P ¥ L T T E
. B - .

E Ve
11 25 - REMARKS OF ELMER B. STAATS
} T CO"L "‘ROLLER GBAJERAL OF Tt EE UNITED ST}

AT THE FIFLH ANNUAM PCCOUNTING/AUDITING CONFER t‘eCB

THE ACCOUNTING D“PA?.TMENT OF" '
" WICHITA STATE UNIVERSITY

" WICHITA, KANSAS
“MAY 19, 1980

WHITE 'COLLAR CRIME IN GOVEKNMENT
—~HOW WE ARE CO¥ 1BATING IT

Good mornlng ladles and gentlemen. It 1is a pleasure to

_be. with you again here at your fifth annual conference. I

also® had the pleasure of speaklng at your conference in l977
and at that tlme I spoke on “Develcpments in Accountlng,

Audltlng,and Flnanc1al Management in the Federal Government.

o My subject today is ‘a llttle dlfferent but ‘the focus ‘is Stlll

“on accountlng and audltlng.' The" answer to what can we do,

and what are we d01ng, to combat whlte collur crine is better
accounclng and audltlng.

White Collar Crlme is. Not Hew : - 'f[‘::pflﬁlfii-.gf'

Whlte collar crxme is not somethlng new. It-has heen‘

V.thh us since c1v1l1?atlon matured and money was, created.

f:uIn sone countrles fraud and corruptlon and othe forms of
"whlte collar crlme are alnost a way of ‘public l1fe.b Fortun-
ﬂ'g'tately, this has not been the case in the Unlted States._-while';

'iwhlte collar crlme has perSLSted, 1t has been the exceptlon,

not the rule.- In recent yea*s, however, whlte collar crime

»Geems to have blossomed. It has by no means tecome a way of

;.llfe,_but 1t may be a lot more prevalen; tnan many of uo would
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llke to belleve.' We need to tahe tough and aggreOSLJe action
'now to qu1ckly reverse thls trend before it permeates our

soc1ety and becones a way of publlc llre.

h1te Collar Crlme in
Governnent is a Sericus: Problen

The extent of fraud aga1nst the Federal Governnent is not

e

: knowr. Hldden w1th1n apparently legltlmate undertaklngs, it

can qo undetected and/or unreported.a Opportunltles for fraud,

: however, are tremendous when you con51der the nunber of Federal

programs, the large number of people’ 1nvolved 1n spendlng and
controlllng the monles, and the 51ze of the annual budget—-

currently over $600 bllllOn, a large portlon of whlch is dls—

- bursed in the form of grants, ontracts, and’ payments ‘to -

e

fi Although we 8o not have good data on the extent of white
'collar cr1me 1n gcvernment, we do have enough 1n£ornation:
‘to know that 1» is a se-'ofsiproblcm, fba 4it seemstto be
ﬁgrow1ng, and that 1t needs to be stonoed.

;xuullclzed I egal Acts

‘ Many whlte collar cr1r s againstlthe Federal Government.

'have been w1dely publlClzed. Among Federal agenc1es, the

,; d

General Serv1ces Admlnlstratlon (GSA) has recerved the most

”L'publlc1ty._ However, GSA is not alone.h Illegal acts have been

-reported 1n many other Federal agenc1es.

'One well pub11c1zed fraud case 1nvolved the Departnent of.

i Transportatlon. As you may recall,iln 1917 an’ employee of the

P
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Department s Urban HMass Transportatlon Adnlnlstratlon uas
.charged w1th embezzllng $800 000 He was a low—level employee
“in the account;ng department; however, he was respon51ble for
preparing public vouchers which listed the names,‘addresses,
and.amounts owed individuals,_grantees, and‘contractorsra
‘_After'preparing the'vouchers,ﬁthe employee would forward'them‘

to the certlfylng off1cer for verification of authent1c1ty

Ltead. i

ufand correctness;? Next, the vouchers were submltted to thef> N
Department of the Treasury where checks were prepared and

mailed to the payees shown on the vouchers., The employee

PRI T PRV T P S

.Aknew that the certlfylng offlcer did not closely check the‘a

ivouchers before 51gn1ng. He also knew that the vouchers |

"didn’ tlhave the customary marklngs that prevent addltlonal'A
v R entries. npparently he simply added hls,own'name:to.theA

[ 3 - . . .
!‘legltlmate payees on the vouchers, sometines before signature-

‘fgand sometlmes afterward

;.;’*Tf:;ﬁfﬂ;f,'f Because the amounts llsted on. the vouchers were charged

Y to legltlmate accounts, “the embezzlement mlght not have been

\

f"f"detected 1f an alert’ bank employee had not questloned the

f31zab1e Federal checks this 1nd1v1dua1 vas dep051t1ng an hlS

:personal account—-checks that ranged from $55 000 to $313,000.»

"U‘Before he. was caught, ‘the 1nd1v1dual used much of the money :'d;"fw@é
‘}to buy several Llncoln Contlnentals and to make personal loans“
jto frlends at the offlce._ One humorous but 1ron1c tw15t to;‘ﬁbrl

ﬁthe affalr is that he purchased a topless bar of Whlcn the




'~_government became the temporary owner untll the employri s
i:conv1cted and the government could sell *he ev1dence.r . |
' A more recent case of rraud was reported in the Soc1al
iSecurlty Admlnlstrat1on. An’ employee was charged w1th 1ssu1ng'

‘about half a mllllon dollars in dlsabll*ty payments to non-'

"»ex1stent benef1c1ar1es. The employee was respon51b1e for com-

;putlng the amounts due - to quallfled rec1plents of dlsablllty

'fbeneflts, then maklng up computer orders for payment of the

Fbenefrts.‘ The employee ls -accused:of taklng genulne account
_numbers and creatlng flctltlous benef1c1ar1es on computer~
aftapes.‘ Because the system operates on account numbers and not

7¥names, the 8001a1 Securlty computer accepted the 1nstruct10ns

77¥5and 1ssued the checks as programmed It is also alleged that

”~the employee subsequently ordered the computer to erase all

";ipayment systens and had told management that the controls o

-

,‘records of the transactlons. Ev1dence of the scheme wasiﬂ
E‘-{flrst uncovered when ‘a Phlladephla bank questloned the dep031t
'9fof a u.s. bond by an accompl1ce." L - |
| The sad part about thls case 1s that 1t mlght have beemt'

-i;prevented., We had prev1ously examlned other Soc1al Securlty

A‘fwere weak and fraudulent payments could be made.im.;d

;Computer Related Crlmes ,'

Th1s appears to be an unprecedented computer fraud
”fscheme.* But we know of many other computer related crlmes

;1n‘the Federal Government.’ In a report we 1ssued 1n 1976,_




- we Ldentlfled 69 1nstances of 1mproper use of computers 1n'

Federal programs.’ Over $§2 mllllon was lost throuoh fraud. o _j

_ In addltlon to the dollar loss, the prlvacy of 1nd1v1duals . =
-on whom agenc1es kept records was’ v1olated ‘Contrary to popu-— "7*,

b . _ T T

- lar oplnlon, we have found that most cases-of fraud do not

involvevsophisticated use of computerftechnology; They are

uncompllcated acts wnlch were made easy because management o

B controls over the systems were 1nade0uate.

[

‘-\w7f Our current work conflrms that 1mproper and fraudulent 'iﬁ.:' 4

use of computers 1s contlnuxng. For example, a Dlstrlct of

‘ Columxbla man was recently charged wlth embezzlement for al—

1egedly dxrectlng a scheme to obtaxn $45 000 1n paychecks'

whlle he was a pay clerk for the Mllltary Dlstrlct of Washxng—3
ton. He allegedly programmed a computer to prlnt out a totaliv , .

L of 35 1llegal checks drawn on . accounts from various mllltary

A;agencxes.; Three accompllces who cashed the checks shared 50

st%{ Jffﬁlf percent .of: the proceeds._ We do’ not yet know the outcome of

th1s case.n<

o Federal Agenc1es have Numerous Cases
‘aAof Alleged Fraud and Illegal Acts

So far I have been mentlonlng 1nd1v1dual cases of whlte"

ﬂ<collar crlme.f Regrettably, there are thousands of recorded
'tf cases.‘ In a rev1ew now underway, we have been astonlshed

L to flnd a to al of 130 000 alleged cases of fraud and related ";E;

St

’jtypes of 1llegal acts agaxnst 2l ma)cr agenc1es 1n the 2 1/2

AR
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; years ended March 31 1979.‘ Ind1v1dual losses ranged from
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under $100 to over Sl nllllon. Some'involved Federal
»employees whlle others 1nvolved grantees, welfd*e rec1p1encs,

and contractors.' Very 11ttle 1nformat-on on these cases 1s

vavallable to Washrngton—level manager co we had to go to
f1eld offlces to get the 1nformat10n we needed.
.One-sample'case 1nvolves an_alleged SlgBﬂmg;lion em-
;}:he:zlementdof medical care funds,7‘TheAFedera1 Government

; provides financial assistance for medical:Care rendered by’

.g;"ﬂfh»t757?nongOVernmtnt hospltals and doctors to ellglble mllltary per—

7hfsonnel and‘thelr dependents who do. not have access to Govern—

ﬁrment med1cal fac111t1es.‘
Because of lnadequate 1nternal controls in the processxng
”iof clalms sent- to ‘the Federal Government for rezmbursement,

PO a Department of Defense admlnmstrator in one forexgn councry

tg was able to falsxfy over 3,300 clalms forms whlch he then

certlfled as correct. Later, the clalms were pald 1n full.
- The admlnlstrator was respons1ble for proceSSLng ard .ap-
;dprov1ng clalms recelveo from provzders of medlcal serv1ces.
‘He would rev1ew the cla1m form to ascertaln whether the

, charges were correct and whether the benef1c1ary was author—'h K

lzed to recelve the care; The admlnlstrator also served as _

:as such,

repared another form whlch certlfled tﬁe correct—

Jffor paynent. Both forms-f ﬁ,?“ﬂfr

by . - B




ffofflce whlch 1ssued a government check and sent 1t by.
Vregi tered mall to the address shown on the clalmant s form.
(>7"In hlS p051t10n, the admlnlstrator was able to lnstruct
.hosthals to submlt cla1m forms whlch left part of the form
V'blank-—the address, the cost of the serv1ce,4and sonetxmes

hthe authorlzed prov1der s s1gnature. In completing the forms,

'the admlnlstrator claimed 1nflated amounts and llsted mailing

~addresses that he controlled. He then forwarded these forms»’ﬂ

" to the F1nance and Accountlng Offlce. Oncenthe checks were

'v';dellvered to hlS mallboxes, he cashed the checks, pald the

"e”hospltals the actual cost, and kept the rest of the money..,
A thorough 1nvestlgat10n revealed that the adm1n1strator
f_ﬂwas able to commlt the alleged fraud because he was the only

'fperson rece1v1ng and adjudlcatlng the clalms submxtted. He -

- PR

;Ql;:;“was aT 50. the sole‘certlrylng and approv1ng off1cer for all

“;,c]alms, thereby elxmlnatlng the standard double checx whlcn

7,1nvestlgat10n revealed other management control weaknesses,

fﬂlncludlng

of clalmants _malllng addresses, and

‘.. -

AiThe admlnlstrator was 1nd1cted 1n November 1979, but(

both he and most of the money have dlsapoeared.'m

'*lshould be done before submlttlng the cla1m for paynent. The h,]d
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Another sample case 1nvolved crude o0il deliveries made‘

to’ a'Nayy faclllty under a Defense LOngthS Agency contract.

VThe Défense LOngthS Agency purchases bllllons of dollars

i
i

- worth'of fuel a year for DOD and certaln c1v11 agenc tesS.

, .

Former contractor employees alleged that a prlvate company
. L

.was shortlng the Goverxment on sh1pnents to a Navy facxllty.
3:The Naval 1nvestlgat1ve serv1ce and the FBI 1nvestlgated, but
';unfortunately could not determlne the dollar loss or 1dent1fy
”alfany suspects becaL e contractor shlpments were not adequatelysgﬂk

jmeasured.x

These shlpnents were. made under a standard contract

'idfnegotlated by the Defense Fuel Supply Center of the Defense
: LOngthS Agency. The contract specificaticns, dxd rot spell

‘"‘}out controls that should ‘be used to assure that fuel is re-"

‘~ce1ved but merely stated that quant1t1es nust be ver1f1ed

‘f\by shore rece1v1ng tank measurements. Controls, 1n this in- T

fstance, were v1rtually nonex1stent.» There were no - neasure—

t'i:ments taken before and after‘

ellvery. The only measurement

?:taken of the contents of tge s'orage tank was by d1p st1ck

:at 24 hour 1ntervals.l Sln"e the storage tank at thls fac111ty
has a 2-mllllon gallon capac1ty, an 1naccuracy of as llttle.'
;a >one-quarter 1nch in the dlp Sthk measurement could mean a

‘varlance "in. 011 quant1t1es on hand of between 7 000 and ‘5 000

_gallons.
Another example, llUstrating'problems"associated with

’.‘Feueral educatlonal programs, is a case where a financial
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'aid:officer of a'voeationaizschool allegediyﬂembeazledjabout
$100,000 in Federal funds. Accordind to an‘HEw regional of-
f1c1al, one of every four proprletary schools that were nonle
tored in that reglon by the former Office of ‘Education had.

’,problems w1th missing Federal funds——that lS,_pOSSlble embez—-

zlemenf | An HEW headquarters off"c1al told us. that dEw re= -

WE B e e b e

‘_v1ewers had found 1nd1cators of p0551b1e fraud in about 80 ‘f;f

percent of the1r rev1ews of student f1nan01al aiad. pfograms..”“'

Ry

S Various Actions Have Been and Are Being
;i.T.";f " Taken.to Stop White Collar Crlme

" A number of actlons have been taken and are be1ng p‘annedﬂﬂ

JUPHIE PRPFIAEI £

“a

by the Congress, the Pres1dent, and Federal agenc1es to deter, '

' and hopefully prevent, fraud and waste in Federal programs.

[RESPSI .

: There are five actlons whlch I con51der partlcularly 1mportant."

(R These are., ) .A’_ f'“_',.'_}¢f7fg ,’yTA }T

‘tﬂﬁflg Establlshment or Offlces of Insoector Gener 1 in 15

fJL“:,uﬁf;;fﬁ S major departments and’ agenc1es.

g 2;i The Pres1dent's creatlon of an executlve group to

combat fraud and hls related requtrement for depart-',ﬁ

‘ ments and agenc-es to assess thelr vulnerablllty

’ ;to fraud, waste, and error.-

:T53.  The Department of Justlce s program to. combat eco—'<_," 'f.%

nomlc crlme and expand ltS tralnlng program.
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;'of fraud and abuse.ﬁ'
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1nterna1 controls.

*.Establlshment of Inspectors General

2~The Congress took a 51gn1f1cant step 1n conbatlng fraud
.fwhen 1t created the Offlces of Inspector General--now 15——

"thhxn the major departnents and agen01es aomlnlsterlng Fed—
“eral programs. The Inspectors General report dlrectly to the’4
head of thexr department or agency and are requlred to furnlshff

sem1annual reports on thexr act1v1t1es to the Congress., Amongﬁ;'

Pre51dent s'Requlrement for Agen01es “to
-Assess VulnerabllltyAto Fraud and Abuse




fhlc was. certalnly a step in the rlght dlrectlon, but due to
the short tlne allowed, these assessments were probaoly too
superflClal to 1dent1fy spec1tlc 1nternal control weakﬁesses.
'ThlS is Our conclusxon after’ revxew1ng thc assessments pre—t
pared by agenc1es v151ted by GAO auditors.

Executive . Group to Comba;‘Fraud
- and.Waste -in_Government

'?ollowing up on the resultS'of agency assessments, the
”::Pre51dent created in Hay 1979 The Executive Group to Combat
L'Fraud and Waste 1n Government.A Commlttees chalred by an In-;ha
it‘spector General have been formed in four substantlve areas~d
| 'l;? AUdlt and 1nformat10n systems. .
'2.'tLeglslatlon on fraud znd abuse and related Inspector

A"_General responSLbllltles.

- 3. .Development or pollc1 es for investigation and prose-

cutlon.j

‘”The group 1s supported by staff supplled by the Department of

-,fJustlce and the Offlﬁe of Management and Budget.

B Actlons Taken Qy the '.n‘,:;' ff.f.;fv{35ﬁ . aQ,;g
“@;Department of Justlce S ;

The Department of Justlce has taken a number of steps to

:_fhelp Federal agenc1es ldentlfy and 1nvestlgate fraud. We have-'
‘,not yet evaluated the effectlveness of these actlons, ‘but

ﬁ»two seem’ to be of partlcular value.

’”4;wg1nternal tralnlng, sfafflng, management and organlza-iff}

1
s
3




" Econonic crime’enforcement program.

Justlce has creatpd a progran w1th1n its crlnlnal d1v1—
,sxcn axmed at economlc crime enforcement.- Over the rext>2
years, Justlce antlclpates creatlng approxlmately 27 e.onocmic .
crlme unlts contalnlng some 150 prosecutors. These prosecu—
V-tors are to a551st Federal 1nvestlgat1ve groups in dapartments
isand agenc1es to orlent tleir resources toaard the dxscovery‘
‘;~of fraud-and-whlte collar.crimes.

“;;azf}jf_'”'-Improved training

Justlce also reports that Jt has made xmprovements in the

tralnlng 1t prov1des agency personnel._ : ‘ . VV’--f.' ”;

B SR I ——It has expanded;it5<existing l—day fraud “mini—coursef

;5,.‘ . h. ‘to 1nclude agency audltors as well as Federal =gency

1nvestxgators. : ,1 DRI

a-—It-has asslsted the interagency auditor training pro-

gram 1n developxng a 3 day fraud awareness course.

The 1nteragency audltor tralnlng program provxdes

ﬁ tralnlng to State and local government audltors as

A<well as Federal audltors. A“~i“yuy 1ﬁ,rfff:-"

~%-It,has'a5515ted the-Federaldlaw'enﬁorcement<training

1chnter in establlshlng a a—week course on whlte collar

ég;;; desxgned spec1f1cally for audxtors.c

- . . . B A S

GAO's Governmen_—w1de Study ::1 rf'f '3ff;,”j(ff;

Those of us in the General Accountlnq Offlce have long

¢

‘been concerned about fraud, waste and error in government

programs.. We are convinced that more attention must be

S




t”a'of_cure? is most appronrlate.

:devbted‘tofstoppinézwhite coliar-crime so“that'theilikelihoodz‘

of recurrence can be reduced

In 1976 we made a special 1nqu1ry 1nto the Governnent s

abrllty to combat fraud - We p01nted out in our report, is-

fsued,ln September 1078, that Federal agenc1es know 11tt1e

i
,

'of the problem and need to do much more to prevent and detect

fraud. We foand that

T ‘

;--false clalms were submltted for beneflts and serv1ces,
--false statements were made to induce contracts or
"isecure qoods and serv1ces,

_--publlc employees were sometlmes brlbed or othorw1se'

"corrupted and

that ‘were not. dellvered. o

Because of ﬁhe problems noted 1n .our September 1978 re—-
port,.I establlshed a-spec1al task force for preventxon of
fraud and abuse 1n January 1979. - My dlrectlon to have the
' task force concentrate on preventlon was dellberate.'
V As 1mportant as detectlon of fraud and abusa are detect-
1on should not be: our pr1mary concern as managers., Our>
efforts should be devoted to constructlng systems ot 1nternal
control that w111 prevent fraud and abuse and decrease the

llkellhood of error and waste..:hnen it comes to fraud and

abuse, the old axlom "an ounce of preventlon rJ worth a pound

By

-f--fal;e clalms ‘were made for payment of goods and servxces




A | o ﬁ..l]f4For a moment Iet us examrne ‘some of‘the'benefits,of

_.:f,df preventlng whlte collar crime. Flrst is the obv10us advan-

: | tage of zedu01ng expendltures. AFraud and abuse always oause-
an outflow of the dollars that managersAare supposed to use
sparlngly. To the extent we prevent fraud and abuse wlth

L . AV- good management systems, we sten thls source of unauthorlzed

o expendltures and thus carry out our stewardshlp respon51b111— - :;f*fi*

t1es more effectlvely.i 5:”'_' - |

| ‘However, the loss of dollars—-1mportant as that maf be—;
is’ not the only cost of fraud and abuse. Equally 1moortant

is the toll 1n human sufferlng that occurs when fraud and

abuse, or even sometlmes errors, are dlscovered. Whlle 1t

1s true that some perpetrators oF fraud and abuse are hardened;

i S crxmlnals, .2 g’eat many become crlmlnals when ooportun1t1es

i . o S . )

L - - which thev a: ‘&.strOng enough to resist are presented to
S.fF 7 them. When gae trons are caugnt, they suffer humiliation,.

lose thelr J(':

3 £requently .are a enated from frlends

and famlly. vIr a|>‘. thexr l1ves are ru1ned. They often

go to prlson——whlch results not only in a hlgh cost 1n buman

g e R N e

D O

sufferlng but a hlgh dollar cost 1n apprehendlng the offenders,

.brlnglng them to trlal, and feedlng and clothlng them whzle

PR

5they are. prlsoners.f”'

.Itﬂls far, far better to make 1t so dlffxcult to conmlt

'fraud that 1t rarely 1s done. Internal con rols are the

They are the fl[bt lxne of defense agalnst rrauo,

2 _.'_l: . et IR |

fabuse,Aand,error.j Opportunxtles to commlt fraLd and abuse




3f usually present themselves when 1nternal controls that should'u'.

o _ellmlnate such opportunxtles have not been establlshed or,

'flf establlshed haVe fallen 1nto dlSUDQ.’ if, by establlshlng

‘good 1nternal‘controls, we Can remove the temptation to commit

fraud and abuse we have served not only the organlzatlon but

also the employee who may be a potentlal abuser. 'Even errors

-can cause extreme: enbarrassment and_ 1f serlous enough, may
threaten a person s employment.

‘Three—fOLd MlSSlon of the Task Force

I gave the spec1al task force for preventlon of fraud
and.abuse a three—fold mlSSlon. First, the task force was
V*to offer c1t12ens, nat10nw1de, a toll—free number, which we
’;refer to as the “Hotllne, to call and report, anonymously _”A
'1f they so desxre, 1nstances~of,fraud_or wrongdoing.

Secondly, 1t was <o establish the scope of therproblem of

1

v'fraud and other 1llegal act1v1t1es agalnst the Federal Goverr—i_

mjment, and reveal areas where ex15t1ng procedures for deallng

‘il3w1th fraud are 1nadequate. ThlS portion of the task force s

"act1v1t1es has been termed the overv1ew assessment.; Last,

'"Vthe task force was to conduct an expanded assessment of ‘the

_fadequacy of 1nternal controls at four departments and agenc1es'

’iﬂi—-the Department of Labor, Naval Materlal Command, and the

TlCommunlty Serv1ces Admlnlstratlon. Thls phase ‘was labeled

vulnerablllty assessmenta

Based on the task force s work to date,‘we belleve that

(

”f*all the agenc1es v151ted are vulnerable to fraud and abuse

SRS AT
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a'because Federal headquarters,'reglonal offlces, and other
f1eld locatlons, as wel; as grantees, have 1nadequate 1nternal

.controls over thelr operatlons. In testlng selectea 1nternal

' control systeﬂs, we found Federal funds and equlpnent had

i

.been mlsused at many locatxons.'".;Aﬁ’
xWe belleve that the reason 1nterna1 control systems are_
ﬂln a state of dlsrepalr is . that top management has not devoted

3"1:. AR ,suff1c1ent attentlon to: assurlng that controls over tasks

;ef and functlons whlch lead to the - dellvery of these funds and

~serv1ces ‘are effectlve. Because of top management's 1nsuff1—
fc1ent concern for 1nternal controls, mlddle management re-

flects thlS same 1nd1fference.‘ And the 1nd1fference is passed

5

hidown to 1nternal audlt staffs whlch have spent 11ttle time

}evaluatlng the . adequacy of 1nternal control over all agency

—

functxons. Furthermore, when 1nternal auditors have reported

eaknesses in controls only over the portlon of a task or,

'Tprogram audlted, management has often dlsmlssed these flndlngs
3'as un.mportant. Thls attltude not only preclndes correctlve

'qwactlon but a'so reduces the aud1t staff's concern for 1nternal

Et e ons

e

‘vcontrols.‘”

AP

e Lest I be accused of not con51der1ng cost, I‘want'to add

here that all controls must be welghed 1n terms of cost effec~'

A L

V‘tlveness. Overcontrol 1s certalnly a possxbllxtv.' However,

'ay_from what our audlts have dlsclosed, I doubt that mos t govern—.“"‘

e
- RS 4

mentfagenc1es have much to worry about 1n»thatlregard—-at .

Eleast for the 1mmed1ate future.

'f":,— 16 =
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 Our taSkfforce's work is nearly finished, and I believe
the resultsiof‘this work ‘can make a subStantialﬂcOntribution

"'topthe Federal Government's'efforts to minimize fraud and .

abdse. The task force w1ll report the results of 1ts aud1ts

to the Congress and those results w1ll be made publlc.‘

Our work_has shown that.many agenc1es share common ln--
ternal control-meakneSSes wh'<h may lndicate:the'seriousness
f‘of the lack.0f internal controls Government-wide. ‘For'thlsA“
'o“reason, we plan to 1ssue a standard audlt package to the heads
'of all departments and agenc1es for thexr use 1n evaluatlng

thelr own 1nternal control systems.

RNV AProposed Leglslatlon for Agency Heads
A R 1 Report on Internal Controls= .

ThlS leads me to a related actlon that is belng proposed

VfA blll 1s currently ‘being drafted for the Federa’ Government

.-;fwhlch-closely_parallels‘the pr1nc1ples of the forelgn corrunt

. : .

practices act. usseutlally,ilt would require age. cies to re—.

5

:jseen the efforts of the prlvate sector to 1mprove corporate

‘faccountablllty, we . support the objectlves of the leglslatlon

‘”currently belng con51dered. .

’.‘;"-What Must Stlll be Done"

Although many p051t1ve steos .ave been taken and aref~

‘ment, much remalns)to be'donef Present 1nternal controls

EAPTRLI

“port on the adequacy of ‘their. 1nternal control systen. Havxng:




stxil vannot preventAor‘even‘really mlnlmlze the opportunlty
for fraud and abuse.~” ' ' -
Tne temptat1on to employees to v1olate the system must
be removed., Top management must ‘instill in all of 1ts enploy;
'ees an awareness of the need to adhere to good 1nternal &0“"
trol proceduresrand must maintain hlgh ethxcal standards to.
>'ﬁ[servesasﬁan ekample to its empioyees. .when emplovees'can
x'sense the trust that management has placed in them, they w111
}be less llkely to succumb to fraud's temptatlons and more
"jaware of ‘and senSLtlve to others‘ v1olat10ns of standards.

Therefore, management must see that all responSLble off1c1als

-Icooperate 1n follow1ng establlshed procedures. If necessary,

1t must set up new controls. Management must also see that

RN s the personnel resources necessary to keep controls effective
’ V . 'Y - . . .
are devoted to the task.

37

ﬂfuop management also must Lane the lead in making,sure_ R

.that 1ts audltors concentrate on 1nternal controls. ~We have

Nﬂ'always advocated a. balanced total audxt effort for the o
‘government——balanced between evaluatlons of agency programs>

<and evaluatzons of 1nter1a1 controls.ﬁ Now audltors.;rthln »-Atiﬂfﬁﬂﬁﬁ'
:the.Federal agencxes must 1ncrease thevtlme and resources B .

they spend audltlng 1nterna1 controls.

Better Accountlng and Flnanc1al _ AR
'Reportlng is Needed Too: o -»_'ﬁ' “,__“ﬂffﬁ;TA‘

ﬁ'There has been much in. the medla to the effect that:

soc1ety s confldence 1n government is" erodlng. -The widespread




hbel1ef is that government should and must be run mucn more

beff1c1ently.‘ Establlshlng and nalntaxnlng strong systems

of 1nternal control by Federal aanCLGS can go a long way

toward ach1ev1ng respon51ble governmant by mlnlmlvlng fraud

and abuse and by 1dent1fy1ng errors that have plagued SO many

S PR Yih e

H

i

{

vGovernment programs.

But more is needed. Taxpayers need to know ‘that govern--

;gment programs and services are run economlcally and are: R
',_ach1ev1ng what society expects of-them.. ‘They can be glven “ b

thls knowledge by a comblnatxon of good accountlnq and 1n-. -_h,v'iw

~f:“;l;vfl7iternal.controls and good f1nanc1al reportlng.ﬁ-Government

,aceounting.today is not attuned to provxdlng useful lnforma-

‘tion for taxpayers. Account1ng 1s performed prlmarlly for the
benefit of internal management and f1nanc1al reports are non-

yex15tent or - 1ncombrehen51ble.

ﬁfActlons Be*ng Taken to Improve
.Government Accountlng

There are some new 1n1t1at1ves underway to develop better

”:ﬁaccountlng and reportlng pr1nc1ples for government. At the

"Federal level, we 1n GAO are reexamlnlng our accountxng stand-'~

v?ards whlch Federal agenc1es are to follow.' At the State and
‘flocal level, actxon 1s underway to establlsh a Government Ac—'

;countlng Standards Board to set accountrng standards for State

.

‘«fand local governments.i In addltlon, the Flnanc1al Account1ng

”Standards Board and he Natlonal Councxl on Governmental Ac—

countlng have somewhat overlapplng 1n1t1at1ves underway. . £




(= opiny %R o

. These initiativeS'to'improve'accounting ‘and- financial

;Jreportlng stem from a number of famlllar events. bIn'the prl—
vate sector they havn been spawned from the effects of infla-
‘;5  ;“?;jQ;tlon on f1nanc1al reports, the collapse of companles, the_
v“,dlscovery of fraudulent act1v1t1es in certaln corporatlons,
Aand the - payoffs to fore1gn off1c1als.v In State and local
:;government they have been . spawned from the flnanc1al crlses

L of several major c1t1es, most notably New York where the

i‘r.tjfpl . cr;sts was dlrectly related to the account1ng and budgetlng

practlces it followed. But New York is not alone.

f?‘ When the Dlstrlct of Columbla wanted to borrow 1ts ownv

R

jmoney—-znstead of borrow1ng from the . S Treasury as it had

khxstorlcally done--we in. the General Accountlng Offlce and

‘- a ma)or accountlng f1rm agreed that the c1ty s accountlng , e

FP

) system was. so poor that 1ts flnanc1a etatements could,not :

be audlted. A major reae51gn of that sjstem'iS'now in pro~ :

{?gress., There have been problems 1n/other c1t1es as well--_» ) Co e

w e

fgovernment offlcxals.: Moreover, the spectre of the prop031—:

.country and concerns leglslatars and government offlclals

"everywhere. Fron our vantage poxnt, thlS concern seems to




| f' well as budgetlng.

have helghtened publlc 1nter
tles for spendlng the money the) collect. Thls 1nev tably

- neans a concern w1th accountlng and f1nanc1al reportlng as

An additlonal spark that 1nsp1red efforts 1n the Federal
,sector was a consolldated flnanc1al report on the Federal
Government by Afthur Anderson and Co. whlch showed in 1975
.a huge'unfunded llablllty; Arthur Anderson recomnended thatt
consolldated f1nanc1al statements for the Federal Government
be prepared annually.— The Department of Treasury took on,
thls effort w1th our help and has 1ssued sample consolxdated
| statements lor the past 4 years. Unfortunately, Treasury s
enthu51asm for contlntlng thls effort has consxderably d1m1n—

1shed. Thus efforts-to resolve certain conceptual problems_l

1n preparlng consolldated statements for such a unlque entlty _ :

«kas the Federal Goverment are proceedlng slowly.

GAO's Inxtlatlve S fﬂfgl?¢£f55§j¢l5~**-7

tabllsh accountlng prlnc1ples and standards for the Federal

Government.j In a cont1nu1ng effort to 1mprove f1nanc1al man—

agement, we have begun an effort to reexamlne from tne ground

up our present accountlng and f1nanc1al reportlng requlre- ”‘g

’fWe deflne thls as the framework that encompasses actountlng

”Lwltheory, It con51sts of two levels-; (1) the objectxves and

t(zj:;he fundamentals, Fundamentals are concepts that serve

co -'.‘ff.z;_ T~ . N

stvxn how governments set prlorl—"’

The General Accountlng Offlce 1s requ1red by laa to es—'~

Ariments.p Our flrst task 1s to establlsh a. conceptual frameworkn:”

3
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:1 Efforts Undervay by the -

Lquests for exren51on.

‘as guldellnes for determlnlng standards.,“The COneeptual

B framework provzdes the ba51s for establlshlng practxce re-

qu1rements.v After deternlnlng the objectlves, our second
task 1s to establlsh the practlce reﬂulrements. Thesevare

the accountlng and reportlng standards and the - operatlonal

'crlterla for applylng the standards. - An. exanple of opera-

tlonal crlterla are the methods for determlnlng deprec1atlon.

On February 29, 1980, we 1ssued an exposure draft cover~1'

1ng tne flrst level of our conceptual framework.' ThlS ls the‘

“Objectlvea of Accountlng and FlnanC1a1 Reportlng in the Fed«
eral Government., Coples have been dlstrlbuted for comment
to Federal agenC1es, a. w1de cross-sectlon of members of the

accountlng prof6551on, and other 1nterested persons and orga—

T; nlzatlons in the flnanc1al communlty._ Comments were due by

April 2 We have. however. recelved and gra'ted many re—

"FASB and the NCGA

way. 'The Flnancxal Accountlng Standards Board, .Or FASB, 1s

1nvolved 1n establlshlng a conceptual framework for accountlng

and flnanc1al reportlng for bus1ness enterprlses.t In addl—

5

_forth the objectlves of flnancxal reportlng by nonbu51ness

organlzatlons.‘.

The F1nanc1al Accountlng Standards Board and the Natzonalb

Counc11 on Governmental Accountlng have 51m11ar efforts under—;ﬁ

P N




The Nat10na1 Counc11 on Governmental Accountlng,‘whlch '
'1s more commonly referred to as the NCGA has 1n1t1ated a’

'dualvapproach to meetlng the current needs in governmental

Qaccountlng and f1na c1a1 reportlng. NCGA recerved a Federal

_governments.ﬂ NCGA 1s also 1nvolved 1n a ]01nt effort w1th
the Counc11 Of State Governments to develop an 1nventory ofv

current State aCCuuntlng pr1nc1p1es and preferred practlces.

:Wlth the output from these two efforts, the NCGA 1nt°nds to,ff'

rev1se 1ts statement entltled "Governmental Accountlng and
Fxnanc1a1 Reportlng Pr1nc1p1es.

fCreatlon of a Government
,Accountlng Board

reportlng standards. E




the Government

Accountlng Standazdsxsoa:d would be structured sxmllarly to

;Lthp FASB It would have 11 trustees and a S-member board.,fféy-

“a o,

:The board WOUId be responslble for settlng Standards.d'Thef'?
2*trustees WOUld be respon51ble for ralslng funds and selectlngg

the board members.dj

we rely on thelr_accountlng systems to glve us 1nformat10n
ﬁon how they spend Federal grant and revenue sharlng funds.;f'
n30ur prlnc1pa1 goal concernlng State and local accountlng 1s

,to see that a. hlgh degree of credlblllty andgusefulness of
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