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I aporeciate vour invitation to address this conierence sponsored by

' . ‘1? éaﬂ?%"ay

ic Institute. In @y cepacity

n Gas Asscciatisn and
as Comptroller General oI the Unitaed States and Chairman of the Cost
Accounting Szandards 3card, I have a great deal of interest in the subjects
on the agenda.

Legislation enacted over the past several vears has shown that the

Conzress is dinterested In using acccunting in carrying out natiomnal policies.
For example, the absence of any authoritative body of cost accounting .

rincipies applied in negotizted deiense contract %S led the Congress to. create
4 .

gt

the Cost Accounting Standards 3oard in 1970. R g

A
]

More recently, the Energy Policy and Conservation Act, passed last
Decezber, requires the Securities and Exchange Commissidﬂi/in consultation
with the General Accounting Office, to establish accounting standards for
mandatory use by companies that produce crude oil and natural gas. In :
both instances, the Congress recognized that groups in both the private

and the public sectors were ccncerned with improved information needed

for public purpeses.
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efizres 2t GAC o zrovide the Congress wich fzorual information and the
issves and optiocns with which the Congress zusct grapple in arriving a:
s decisicns.  As vyou may xnow, GAC is an incependent agency cf the
lagislative branch and has traditionally been called the Congresd "watchdogz'
because of its role in evaluating executive branch programs. This role has
focused on assisting the Congress in 1ts legisiative and oversizht responsi-
gilities. Increasingly, we are providing thé Congress with critical analyses
of Government options, alternative pclicies, and legislative proposals.
Beiore discussing GAO's work in the enerzy area, let me first describe
brieily the work of the Cost Accounting Standards Board in which you have

expressed a sptecilal interest.

COST ACCCUNTING STANDARDS BCARD

The Board is now well into its sixth year of operation. During that
time, I believe we have made good progress in developing standards--to
further the objectives of the authorizing statute--which are reasonable
and equitable for both contractors and the Government agencies affected
by them.

The Comptroller General heads the five-member Board. He appeints the
other four members for 4-year terms. In addition to myself, the current

Y

members of the board are:
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Texas Iastruments, InC., O
The 2card hes two principzl purpeses: first, to require that, as a
condizicn of entsring iato negotiatad delense contracts, cost accounting

. .

sractices Se disclosed and to foliow such practices consistently and,

saccnd, to publish cost accounting standards to achieve greater comsistenc:

in the ccst accounting practices of defense éontractors and subcontractors.
The board has issued 12 standards which have become effective. One,

"Allocaticn of Business Unit General and Administrative Expenses to Final

Cost Objectives," will establish for the first time an input base for costing

negotiated contracts.

Another standard, '""Cost of Money as an Element of the Cost of Facilities

Capital,"”

should be acted on at the Board's meeting in early May..
The promulgated standards cover many areas of cost accounting, and we
believe they are by and large usable by companies having process cost

accounting systems. The board has begun investigating the possibility of

a cost accounting standard designed specifically for use by firms in the

b

petroleun industry. We have received the welcome cooperation of the
American Petroleum Institute, which has formed a commitiee te provide

comments on board propoesals.



BEST DOCUMENT AVAILABLE

scme o3 addlcizzal sudlzacis which sresumablv will resuls fn addizional
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All contrac:tors whosz awaris zmcuanted in any Iiscal vear since
2872 o S$12 million cr mora of nezotiazted delense prime contracIs cf
the xind coverad Tv the beard's regquirszents zust, 25 a condition of

nezsciating a contract, file with the contracting CGovernment zgency a

Zisclosure statexent, issued Sv the hoard. Beginning with fisczal vear
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¢ that the volume oI both covered prize and
subcecntract awards be calculated to determine if the $10 millicn threshold
is zet.

The Disclcsure Statement requires the contractor to provide general
information about himself aand the kind of business he does with the
Government. It then requires him to make a disclosure concerning

--direct costs,

--the categorization c¢f costs that is, which cost

will be charged directly or indirectly to contracts,

~-the nethod by which iadirect costs will be allocated to

contracts,

—-his procedures for capitalizing and depreciating assets,

-—his treatment of other centract costs and credits, and

--his treatment of deferred compensation and insurance costs,

including pension plans, stock options, and the like.



Tinallw, 2 contracoor whizh orsaratas under 2 heme oifite or group coifice
i3t 3unTiz a sTatezzant concsrning zorooraza oY Iroup exgansss.  Scos

sZ =ne requiraed Inizrmaticn ztouz cestozocounting practices Zces ncT
33olv £o Tany peIrclaum icTpanias.  Inosuch cases, tha board has asxed
snlv that the ccmranias disclose the costing or pricing practices ther

. . . . e sz . . . . e
o have and enplain why zhe required informaticn is not aprlicable to

Ia summary, =he Disclzsure Statement seexs to previde for knowledge,

he cost accounting practices whica the

1

in acdvance oI c¢ontracuing, of
s

conzracter will actuallv use, net necessarily to obtain answers- to every

questicn pcsed.

“

The board sesxs the bSest zuidance available Zrcm all scurces and

s work. The board maintains clese liaiscn with the

th
b
o

in each step o
Tinmanmcial Acccunzing Standards 3card and professional groups such as the
American Institute of Certified Public Accountants; the Financial
Ixecutives Instizute; the National Association of Accountants; apd the
American Acccunting Associaticn; as well as other Government agencias
involved, particularly the Securiti and EZIxchange Ccommission.

A primary objective of the board is to achieve consistency, to the
exzent practical, in cost accounting under covered Government contracts.
“a do not seek coasistency for its own sake but to improve understanding
and cocomunication ¢f cost acccunting and allocatien ¢f costs in the
zegotiation and adzinistraticn c¢f Govermment contracts.

Most of vou here are as familiar as I am with the complexities

involved in an elfart of the zagnitude c¢f that contemplated in the charter
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bering when we reccgnize that
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azzounting szandards.
The scard reccgniczes thizt the stzandarzs zmer wsll te zdepTal b

Statz and Iccal governmencs iand Tedaral regulacory zztencies zs well,
¥ztzers such as dapraciazion allowances and allccaticn oI pension

ccsts and vacation gar, a3 wall as lssues such as the cost of capical

.

ané acceounszing for inflation, are old prablexms--vet unsclived preblems--
which the boaxrd has reccgnized it wmust tackle 1if it is to carry out its

It is not surprisiag that there has Seen criticism on botﬂ sides.
The board has felt that at times company management 'has been fighting
the problem" rather than helping to seek solutions. At the szame time,
contractors have fslt that some stancdards are overly rigid and represent
additicnal red tape in dealing with the Governmment and that the cost ia
relation to benefits has not been adequately supporte@ in determining
whether a standard is needed in the first place.

From my point cof view, this dilemma carnot be answered without an
attitude of support and cooperation on bqth sicdes. It will especially
take the continuing support of large numbers of accounting professionals
who, according to Price Waterhouse & Company ia a recent statement on the
subject, "take the time to study proposed standards and through their
firms and professional orgénizations orovida the CASB with their imsights."

Price Waterhouse then calls upon companiss subject to standards to '‘beccme

knowledgable in this ever expanding and increasingly significant area."
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Last Deceater, 2 vears after the Organization of Petroleum Exporting
Countries (CPIC) oil embargzo, the Congress passed and the President approved
a "ccmprehensive enerzy bill,"” the Energy Policy and Conservatiom Act.
This act, ameng other things, will establish a strategic petroleum
resarve, set a ceiling price for domestic crude oil, and mandate auto
efficiency standards. Scme feel the law is a step in the right direction.
Others, largely because of the crude oil price rollback, feel it is a
step backward. Regardless of whether you feel that the act is positive,
negative, or merely harmless, it greatly affects GAO's'oversight work
at the Federal Energy Administration (FEA) and confers upon GAO a large
new responsibility.

The act substantially increases FEA's responsibility. By way of

illustration, it authorizes FEA to

--expand programs to convert powerplants from 0il and gas to coal,
-~develop a stratsgic petroleum reserve of 1 billion barrels of oil,
--provide inceatives to develop undergroumd coal mines,

—develop standbv plans for rationing and mandatorv conservation,
—-administer a program of grants to States to promote conservation

prograns,

~4
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né evaluate IZA.  with the expandeg FIA orograms uncer the new acrt,

Gal's worx will be consicderably expanded.
Section V of the acz states that GAO mav use its authority to

aspect the tooxs and racords cof private ctersons and companies under

as

(=l

the Zcllowing condizious.
1. If a company is legally required to submit energy -
infermation to FZA, the Federal Power Commissien (FPC),
or the Department oi the Interior.
2. 1f a company is engaged in the energy business, other
than at the retail level, and
a. furnishes energy information directly or indireécly
to any Fecderal agency, excluding the Internal Revenue
Service, and
b. GAO determines that the Federal agency uses this
information in carrving out its official functioms.
3. If the erergy infermation is fimancial in nature and
pertains to a vertically integrataed petroleum company.
Alrhough GAD is authorized to make these verification examinations
oﬁ its own initiative, iz is required to make such examinations, if
réques:ed to do so by a ccngressional committee having jurisdicticn over

enersy zatters administered by FEZA, FPC, or the Department of the Interior.

-8 -
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As long as the Government continues to control oil and gas prices
and the energy industry continues to oppose these controls, the Congress

will probably ask GAQO to attempt to answer such questions as these:

1 1

--Are companies failing to develop reserves or '"shutting in'

?

th

reserves in anticipation of higher price
--Are companies accurately reperting oil orocduction to FEA?
r1
A"l

--Are price increases allowed bv TZA and ustilied ou the

by
4
La.

basis of actual costs incurred bv the energy companies?
--Are the acquisition costs of imported oil being accurataly

reported to FEA?

-~

"=—Are current prices leading to "windfall" profits

While industry argues fo; higher prices to spur additiomal oil and
gas production, others argue that higher prices will not yield additional
production. GAO may be requested by the Congress to evaluate previously
confidential company information to determine the adequacy of U.S. oil
and gas reserves and the industry's ability to convert resources into

reserves.
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GAS hias alrealr Tegun to werxk closelv wizh the Cemmission In fuliilling
this ccnsulting role.
The law authorizes the Commission to rely upon standards develcoped

. .

by the Financial Accounting Scandards Board. The board's reccmmendaticrns

1

nay be accepted if the Commissicn is assured that the practice will be
observed by persons engaged in producing crude oil or natural gas to the
same exrtent as it would be cbserved if the Securities and Exchange
Cermissicon had prescribed such practices.

As you may koow, the Financial Accounting Standards Board has under-
way a task force project which focuses on accounting issues that are unique
to the extractive industries, inecluding the oil and gas industry. The
Commission plans to use the task force project to help meet its responsi-
bilities under the law and it and GAO, among others, observe the task
force.

As my cpening remarks indicated, because of the differing missiens
and obiectives of bodies in both the private and public sector, apprecaches
ﬁo the saze issues will vary. GAO's role as we seé it=-and I'm sure
others share this interest-—is to insure that the accounting practices
in the 0il and gas industry will, to the extent practicable, permit a

reliable energy data base to be compiled for pudlic purposes, as provided

by law.
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Qur worx in energy goes further. we nave about 90 stucdies underwzvy
or plaanned. Of these, 27 were initiated as a result of congressional
raquests=-the remainder were undertaxen cn our cwn initiative.

To give you an idea of these projects, I would like to briefly
meation a few which relate to both energy supply and demand:

~-A review of TEA's efforts to decrease the use of oil

and gas in pcwerplants and fuel burning installatlioms.
We are examining FEA's implementation of section 2 of
the Energy Supply and Environmental Coordinatiom Act,
which authorizes FEA to requira powerplants to burn coél
instead of o0il and gas.

--A survey of Federal efforts to develop and iatroduce

emerging alternate fuel sources (with emphasis om alcohol
fuels). The survey evaluates the ability of the Federal
sector to respond to the increasing need for analysis,
developmént, and promotion of emerging alternmate fuel
sources.

-~A review cf effactiveness cf Federal voluntary energy

conservation programs in which GAO will seek to deterxzine

- 11 -
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accelerated Cuter Continental Shelf leasing program anc,
sutsaequently, oo the processas b7 which decisicns are made
on which tracks teo lease and at what dollar value.

—A report issued in April 1376 examines Interior's. coal lsasing
program in lizhc of the President's declaration of a goal to
double the Natizrn's annual coal ou:zput by 198S.

GAOQ is giving special attention to the question of increasing energy
supplies, particularly since our future energy demand has received so
much attention during the past several vears. If we continue-increasiag
our energy demand at 3 or 4 percent per vear, our erergy supplies must
more than double by the vear 20C0CG. The unanswered question which GAO
feels compellad to ask again and again is, "Can we get there from here?”

OQur efforts to address this question were underscored with a
review of the Liquid Metal Fast 3reeder Reactor Program. Since the
breeder reactor future is uncertain, the Narion need not make a definite
cocrmitment to this emergy source for another 7 to 10 vears.

A studv GAC completed in January on the implicatioans of natural

gas deregulation was our second major effcrt in this area. And, 2
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ts and (2)

natural resourcze, economic, environmental, and social impacts that would

result if the price of interstate natural gas were deregulated.

The

report on the first part of the request was issued in October, while

the second report was issuad in conjunction with our test

imony before

the House Interstate ané Foreizn Commerce Coxmittze on January 14, 1976.

Energv effects

People generally agreed on the amount of annual additicus to natural

gas reserves necessary to maintain a particular level of natural gas

production.

Using this consensus, GAO developed three supply scenarios.

--The low supply case assumes centinued regulation with

pricing patterns similar to that occurring in recent years.

~-The medium case assumes deregulation and new gas finds equal
to the best 10-vear period experienced in the historv of U.S.

natural gas exploration.

--Th finds larger than

e high case assumes deregulation and new

previously experienced.

- 13 -
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czse would result in a2 13-parcent decline in supply by 1985 as ccmpared
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s a Zl-gercent dacline under the lew case, which would centizuve re
acted decline in natural gas supplies is likely to
be replaced by increszsed amcunts of imported o0il, an additicmal 1.5

trillion cubic feet of natural gas each vear could reduce oil imports

bv 750,C00 bSarrels per day.
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Using the Wharton economic simulaticn model, GAO comp;red continued
regulation with deregulation, assuming the average deregulationm price
reached 32.10, citv~gzate price in 1980 or 1985. Im all cases, the gross
national product, the rate of inflation, and the rate of unemployment
were virtually the same, indicating that deregulation would not likely

have discernible comsequences for the Nation's economy.

Consumer sffects

~Undér &eregulation additional costs to consumers of paturzl gas would
peak at $13 billion in 1980, decreasing to $4.2 billicn in 1985. The
cumulative addicicnal costs of deregulation under GAO assumpticms fer

the 10 vears ending in 1983 are estimated at $75 billion, or an iacreass

cf 22 percent ovaer the cests with centinued regulaticn.

- 14 -
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natural gas cor the use of alternative fuels shcoculd not be siznificant

ovar the leng run, since tetal industry expendituras Zor natural gas
= 3 - T -

iz 1974 represented less than 1 perceant of the monetary value of
industrial outzut.

Scme industries, hcwever, cculd be severely aif ctea by dececntrol.
--industries Ior which natural gas costs raprasent a maior
portion of their selling price, such as the cement industry,
and . - -
-~industries, such as the fertilizer, plastics, certain textile,
. and baking industries which depend upon natural gas for its
unique material or quality heating value rather than for its
energy value and for which no practical substitute exists.
Because IPC regulations give priority to residential customers
in times of shortages, most interstate residential customers would
continue to receive supplies under continued regulatien. Therefore,
deregulation would prizmarily zffect thosa residential consumers in

the form of Increased prices. DPvices weould continue to increzse under

45
’J

regulation--but more slowly.
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Zven wita continued regulation, the prica of natural gas will incraazas

1t

but with deregulation the increase would be more rapid. The additional
suppliss of zas likely o rasult from dersgulation zust be weizhed agains
the additional costs to consumers. The undesirable implications of
continuing a regulatory iframework which creates separats interstate and
intrastate markets also nmust be faced.

Deregulation must be.carefully weighed against other alternatives
which include continuiag regulation, but at higher prices, and bringing
intrastate supplies under Federal regulation. The implications of
deregulating natural gas and allowing its price to rise to the equivalent
price of imported oil--which is not established in a free and competitive
market-—also must be carefully considered.

In the final analysis, deregulation requires a political judgment
based on a careful weighing of the economic tradeoffs involved in

alternative courses of actiom.

" GAO'S VIZWS ON SINATE 3ILL 2872

The Senate Committze on Government Operations is considering Senate
Bill 2872 which would continue the Federal Energy Adminiszration Act

of 1974 frem June 30, 1976 to September 30, 1979. I would lize to
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wnila GAD sucports the extansicn of FEA as a2 tamperary agsncy,
the best long-term organizational approach to the solution of energy

.
reoo

49
H

Natural

2
§-4

ems weuld be to estadlish a Jepartment of Znerzy an
Resources, which GAO has consistently supported. Pending the establish-
ment o a full Department, however, the Congress shculd.mandata orzani-
zaticnal changes in the executive branch which begin to move in the
directicn of creating such a department.

A desirable division ¢f FEA's responsibiliries, would be to separate
FEA's policy respomsibilities from its regulatory responsibilities and
combine the two functions with the related functions of other energy
agencies.

Specifically, I proposed combining FEA's permanent energy policy
respousibilities with the EZnergy Research and Development Administration's
energy research and development policy responsibilities into a new agency
called the National Energy Administration.

While FEA's regulatory respensibilities could be dealt with in

several ways, perhaps the sizplest would be to transfer the respemnsibilities

to the Tederal Power Cocmmission.
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interia, I suggested that, wizh proper legislative saleguards, FTEA Se

“ =

storangthened £o maxe 1t a zere crediblie and obiective focal peint fcx

Finally, I reccmmended that energy conservation be accorded a

o

igher priority in cur national enerzv policy. FEA's currsnt responsi-

bility to actively Zuncticn as the Government's central ccordinating
and fact gathering agency in energv comnservation would be strengthened

and enhanced if FEA were required to annually report to the Congress

on current naticnal emergy conservation activities and Federal plans

and needs ia the conservation area for the upcoming year. This reporting
requirement should be mandatory for a period of 5 years or until FEA's
authority expires, whichever comes firse.

The reporting requirement that I recommend will give a centralized
picture of the Government's overall conservation efforts, enable more
accurate judgments of its effectiveness, identify conservaticn plans
Zor the upccming vear, and provide a basis for assessing the merits of

further voluntary eifforts and the need Zor mandaterv afforts. More
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