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Relatlonshlp Between Internal
| Audltors and |ndependent Audltors

Over the years, G40 has repeatedly stressed.the mlportance

of internal auditing in Federal agency management systems. O
The following remarks were delivered at the ceremony for G

- presentation of certified internal auditor cernﬁcate,’ L
Washington, D.C., chapter of the Institute of Internalk-;’..
Auditors, October 15, 1973. I

Internal auditors’ are—or they
should be—an ‘important part of the
management control system of the or-

ganization they serve, providing inde-

pendent evaluations of performance of
all kinds within the organization for

the benefit and use of management of.

ficials. .

In nongovernment organizations
they are also. important to owners,
investors, directors or trustees, credi-
tors—and even io taxpayers, whether
thev know it or. not.

Finally they are lmportant to mde-_

pendent auditors. - Practicing CPAs
make good and full use of the work of
internal auditors as a simple matter of
generally accepted . auditing proce-
dures. o
GAO, as an independent audit
agency in the legxslatlve branch of our
Government, has as its biggest job the
responsibility for auditing the affairs
of almost all Federal agencies and pro-
viding the Congres with information
on how well Federal agencies are car-
rying out their financial, management,

o

and program responsnblhtles Cam md o

out this responsibility in this day and

age of a $270 billion Federal budget-
can be no slight task A very impor- -
tant factor in our decisions on specific
audits to be made—and the: extent of
 the audits made—is the - adequacy of
the internal auditing bemg performed

in the many Federal agencies.-

Internal audntmv in’ the Federal=_

Government—like the glrl in the ciga-

- rette ads—has come a long way-since
the 1940s when the first great strides .
toward modernization ‘of the- Govem-'

ment’s financial ‘management  system
were taken. The caliber of internal au-
dit staffs and their stature within their
agencies have vastly and steadxly im-
proved. Their constructive contribu-

tions to 1mproved manavement and in-

creased efficiency across the ‘wide
spectrum of Federal Covernmem opers .
ations are mumberless and lmmeasur-'“;, L

able but substannal nevertheless

Many factors have contnbuted to-‘_‘

this progress—such as enlightened - :
leglslauve L

management  concepts,
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' expresstons, convresstonal commtttee

interest, and the aggressiveness an__d =
persistence of individual practitioners. -
Another important factor has been the.
almost constant drumming of GAO for

stronger and stronger internal audit
systems in all Federal agencies.

Examples of GAO Support

This activity began in earnest with
the modermzatlon of the accountmg
and auditing operations of GAO
which began right after the ending of
World War II. '

Some examples can best show the

nature and degree of persistence of
this activity—and here I delve into
some history. ‘

® One of the first maJor GAO re-

ports sent to the Congress under

Government corporation. audit
legislation enacted in 1945 was
on the old Reccnstruction Fi-
nance Corporation. This report—
a modest 10 volumes—high-
lighted a lot of problems as GAO
then saw them in the way this

corporation- was being managed.

and - operated and one of them
~was the internal audit system. In
- language much less polite and re-
- strained than .we use nowadays,

- the. report stated that the internal

auditing

was administered unaggressively, with--

out adequate imagination, and with
considerably less useful over-all result
than the Corporation would have been
justified in expecting.

We urged a major redirection of
~ the internal auditing effort and it
- did take place.

0 Another of the big Federal corpo.

_rations of that “era=—and " still
- going strong—was the: Commod
ity Credit’ Corporatton -GAO's
- first audit report on this corpora.
“tion: under the 1945 legulahon
cluded it for immersing. its inter.
‘nal audttors in- admlmstrattve de-
tarls One. result was that they

' spent 100 - llttle time on checking

‘operating - and»-'accountmg proce-
‘dures and the system ‘of internal
control and as’ the -report: stated
v scant attentlon “to

ﬁndmg out__whether ‘program- ac-

 tivities were :being carried out in

accordance with: the mtent of the
*board. of dtrectors

©.1949 was ‘the. year the Jomt ‘Fi-

‘nancial Management Improve-

~‘ment’ Provram ‘was launched by

Comptroller General Lindsay C.
w arren, Secretary of -the Treas-
ury John Snyder, and Director of
the Bureau of the Budget James
‘Webb. The basrc phtlosophy of
this provram has always included
recognition of the principle that a
good- accountmg ‘system must be
subject to internal audit review in
order to check - compliance with
established pohcres ‘and’ proce-
dures, evaluate relrabtltty of fi-
nancial reports, and ‘identify im-
provement . - possxbtltttes - This

. concept is sttll a-vital part of thrs

cooperatrve program

e In 1950, the Comptroller Gen-

eral’s comprehenstve Teport on
the old Manttme Commtasmn
came out. Among the many man-
agement problems. described  was
the complete; lack of mternal au-
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diting. The report emphasrzedl__

that

the internal auditors must possess the E

inherent ability to appraise the ade-
quacy and -eﬂ'ectiveness of the internal
records and procedures’ and to appraise
performance under the Commission’s
policies, : plans, and procedure=,

In 1952, the Comptroller General
published an important circular
to the heads of Federal agencies
~ on the contribution of accounting

to beiter management. Among the .

basic tenets stated was . ihis one:

A broadly constxtuted internal audit’

program provides the- administrator and
his subordinates . fiot only with the
auditor’s findings on financial transac-
tions but also with objective views of
the manner in' which policies and pro-
cedures, whatever their nature, have
been carried out along with recom-
mendatlons for improvements.- '

In 1953 occurred one of the little

known and now almost forgotten -

incidents mvolvma GAOQ’s strong
support of an internal audit orga-

nization, It occurred soon after :
the first Elsenhow_er adm_r_n_rstra--

tion took office in January 1953.
The then new Secretary of Agri-

culture, Ezra Benson, asked that

GAO make an audit of all of the
corporations and lending agencies
of the Department: of Agnculture
as of January 31, 1933—repre-
senting about the date of change-
over in administrations. He
listed nine different organizations
in the Department whose assets
were measured in the billions of
dollars.

This was an impossible task for

GAO to perform with the re-

assurancee that tlle S‘
. _fﬁ:,_:vlookma for coul d be ‘]

- by the Department 5. own
and mvestwatwe staﬁ'

) .f,f;-_‘trﬁed and that one'
crmcxsms was that_ managemen
."g":_:."oﬁcxals did - not . _
- proper advantage of 'th_k, :}ﬁn{ ng
J_.'_"”_reported to them by . thexr 'aurdr-
tors and mvestlgators. o

A‘_-.;The Secretary accepted our alter-
'f‘.'natrve suggestion " that- the- audlt-
“ing he wanted done be done’ by
=':'_(lepartmental mternal audrtors,
with : some_ GAO: oversxght We
) j_have been told that this incident
g helped l!'reatly in _improving - the '
stature ‘of - mternal auditing :in
~this Department ~which _ subse- :
I,quently developed mto one of the SRR
--best_internal ‘audit- organizations

in the Federal Government. N

o.In 1957 durmg the ‘tenure of
*_Comptroller 8
- Campbell, GAO pubhshed a com-
‘prehensive ' statement  of basic
- principles: and concepts of inter-
“nal audrtmg in Federal agencies.

General Joseph :

This statement was widely distrib-
uted and used mthnn the Federal
Government 1n trarmng programs

@



file:///gri

INTERNAL Au'mroas AND t_Np'éPénasﬁf‘_)\ﬁ, iToRs -

¢ From 1966 to 1969 durmc the,‘_';__ '_;:
first years of the term of the. pres--"'}}'_ ud
ent Comptroller General; Elmer B. :__'-"'..';._'._what le\el of vovernmentﬂ_
Staats, GAO made special. reviews _dxted S

of all major internal audit’ sys-“_d
tems in the Federal Government

One review covered five - of the
major internal audit organiza-
~ tions: of the Department of De-?j |
fense and the report concluded .
that these systems were. generally‘f,.

satisfactory. All in all, a.total of -

and in acquamhm mana«ement_: B
. officials, Members - of Congress,
and internal audit staff. members ..

with the elements of stronv mter-ﬁ._":_:_"_' 'ing comp

nal audit systems.

In 1963 the House Commxttee on'_r
Government Operations came out .
with a vigorous call for a ‘further
strengthening -of Federal agencyf'f:jf.
internal audlt systems, endorsed.f_.'.l : .'
the 1957 GAO statement, and .= -
“stated its own version .of the funs
damental requirements - of sans--=

factory internal audxtrng

e 'w'-"_:f-:-'_funds of aroun,

R year

In 1968, the GAO.. statement of]'l'/::". DA

basic principles and: concepts - for:

internal auditing in Federal agen ;l-‘
. cies was substantlally revrsed to
reflect the experience: gamed in
the 10 years since- the ongmal___ﬂ

statement was pubhshed

another for improvement.

Right now, in 1973, we are in the.
midst of a major survey- of the
adequacy of internal audit “and "
other internal review systems .of

'versron wrll be publrshed in ihe"near
"_-future ' .

"-only of ﬁnancnal operat:ons
- comphance thh legal : .r"'
35 formal reports on thrs ‘work ] :
- during this period were: prepared
and almost all of these contained - f-:
recommendations of ‘one kmd or -
."',Vjectlves These standards have 'been m-
'teorated mto our earher statement _on




GAO Use of Internal Audut Work

Our interest and concern wnth the;'_'--;i ,': erty contr
quelxty and usefulness of internal au-  eiAlso in July 97
diting in all Federal agencies has tobe ' '-ler Ceneral
unflagging, if we in GAO are to do - :' o
our job properly. As a matter of our = .
own audit policy, we keep in close
touch with .internal audit organiza- .
tions to. keep abreast of their’ ‘plans,
and programs, their findings‘and rec- -
ommendations, and their problems We
use the results of their work’ when_;_._,_
appropriate and by referring to it in: g »
published reports we add vrexb:lrty not:‘-;_fi_'.-._ judge it shoul”
only to- the existence of internal. audi: * - place in the sche
tors (whose. reports are seldom’ made T'."‘.'usually be depe
public) but to the concept t.hat they -
are an important part of a manage-
ment control system. Lo

Some recent examples: - ‘

® In June 1973, the Comptroller--..f}
' General reported to. the Congress

on progress and problems in
.achlevmg the - objectives of . the‘:_:__:-.:-_-:_.::._. cent mternal audl_
School  Lunch Program—an im- eratxons and thh ':f
portant -nationwide program ad

ministered by the Department of

Agriculture and involving annual-"-fi

Federal expendrtures of well over
$1 bxlhon .The report referred to
findings of the Department s
Office of Inspector General a year
earlier on the limited -efforts
being made by the Departmentto .
extend the School Lunch Program . Bureau ‘activities ‘and’ thu
to pnvate schools .'_‘.’_;_more eﬁect;ve Part of

- ® In July 1973, a GAO report ‘to :

the . Secretary of Health, Educa: - '_
tion, and Welfare on the need for - - . :,:
“better management of health re- <~ =
search equipment by grantees de- R
scribed -earlier findings by the
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Suggestions for -
Internal Audltors

We in GAO never qmte leave thef_jii'_-: ‘. -
D 1n conductmg thel

subject of internal auditing for very:
U -are all lmportan

long. Before leaving it for now, how-.
ever, I would like to register-‘a fewll__'--f’__.; o
suggestions for internal auditors to e 1,
~ clude in‘their long list of: concerns i

_top -::.man

ions. It stated that the ﬁnanetal; e
statements did not ‘present faitly tion i
‘the financial position and results .:_.:'_f:"_ tor mu
“of operations of the Fund. The
'reasons were many as were. our__' B
unprove-f'»- o
ment. ‘We also su,,gested that the
HEW Audit Agency be" dxrectly;v :
involved in resolving - the: prob- -
lems encountered and’ advise on -
progress being made to 1mprove,f e
: provnde technical assnstance, and -
propose recommendations. on ad-
ditional financial and operatnonal

recommendatlons for

matters where mprovements wer

called for.

that they are given every Oppor

tunity to parttclpate in" plannmg.--_'
their audit program. In”address- = - )
ing the Society of - Experlmental" o f i
Test Pilots not long ago, the"'-;""f"“?',"'-
COmptroller General called ‘atten- ;--_;-__:_-_-tors, both mternal
- tion again to this most 1mportant'f:, .- had. really check_,
point. He remarked that the’ inter. %Y e
‘nal auditor must have the ear of ~ The - Federal Gover_ nt
‘his company presndent—or the -
government |

- agency—if his mformatnon and

in his .

advice are to be effective.

e lall the necessal'y -

® They. should make sure, s best-:-_':;“-'_.'_ : ciency to revn;zw ‘the
they ‘can, that they really have the __era:ton -of e ectromc
ears of the op manag emen .an : _-_.Fundmv Llfe Insu;an Cor p ;

oy scandal

B cq_mputer system was :be

: Z:_"f__large user of computer:
- ‘many
_ They must be no '}
o '._.;_-*3expert audlt teetmg' for '-adequacy

“The notonous

wluch

laroe, compl‘




of eontrols and propnety of use_r..“-_
than other types of systems. o g

These suggesuons deﬁmte]y are not d i
s complete inventory of all the matters_'._ E ternal audxtor to. theu' othe‘_,
that mternal auditors must won-y‘- _' f-uong and accomphshments. N

Certainly, Government execunves can reﬁne theu- techmques for per-. i i
formance budgeting, and any new over- all; management system must - - -
include’ the concept of management by objectives. ‘A chapter to-the .
HEW handbook on Operanonal Planmng System n'ught be -added to -
provide for use of economic analysis iin-determining alternatives to :
accomplish ‘objectives, Another chapter could be added to provzde for -
independent evaluation. Othermse, some day'a ‘GAO report m:gbt shock =
the Secretary into realizing that his Bureau and Agency heads dxd mot -

tell him the complete story. -

William 0 Harm

“Improvmg Federal Progmn o
Performanee. S
" Government Executwe,‘
September 1973




