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IVEITE COLLAR CRIME I N  GOVEmMENT 
--HOW NE ARE COMBATING IT 

Good morn ing  l a d i e s  and  g e n t l e m e n ,  It is a pleasure to. 

be w i t h  you a g a i n  h e r e  a t  y o u r  f i f t h  a n n u a l  c o n f e r e n c e .  I 

also had t h e  pleasure of s p e a k i n g  a t  your  c o n f e r e n c e  i n  1977 

a n d  a t  t h a t  t i m e  I s p k e  o n  "Developments  i n  A c c o u n t i n g ,  

A u d i t i n g ,  and F i n a n c i a l  Nanagement i n  t h e  F e d e r a l  Government. ' '  

My s u b j e c t  t o d a y  is a l i t t l e  d i f f e r e n t  b u t  t h e  f o c u s  is still 

on a c c o u r , t i n g  and a u d i t i n g .  :he a n s w e r  t o  wha2 c a n  we do, 
! 

~%%. + - 
a n d  w h a t  a re  we d 2 i n g ,  t o  combat r l h i t c  c o l l a r  crime is be t t e r  

a c c o u n t i n g  and  a u d i t i n g  . 
2. Whi te  Co l l a r  C r i m e  is N o t  N e w  
4 
i. W h i t e  co l l a r  crime is n o t  s o m e t h i n g  new. I t  has b e e n  

I I w i t h  u s  s i n c e  c i v i l i z a t i o n  m a t u r e d  and money was c r e a t e d .  
I 
d I n  some c o u n t r i e s  f r a u d  and  c o r r u p t i o n  and o t h e r  forks of 

1 w h i t e  collar crime are  almost a way of p u b l i c  l i f e .  For tun -  

' ately, t h i s  h a s  n o t  b e e n  t h e  case i n  t h e  U n i t e d  S t a t e s .  Whi l e  

w h i t e  collar crime has pe r s i s t ed ,  i t  h a s  b e e n  the e x c e p t i o n ,  

c i 

i 
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J 

1 

n o t  t h e  r u l e .  / I n  r e c e n t  years ,  however ,  w h i t e  collar crime 
, 

I seems to h a v e  blossomed. I t  h a s  by no  means become a way of 4 

l i f e ,  but  i t  may be a l o t  more p r e v a l e n t  t h a n  a many of u s  would 
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like to believe. Ne raced t o  t a k e  tough and a g g r e s s i v e  a c t i o n  

now t o  q u i c k l y  r e v e r s e  t h i s  t r e n d  b e f o r e  i t  p e r m e a t e s  o u r  

s o c i e t y  and becomes a way of p u b l i c  l i f e .  

W h i t e  Col la r  C r i m e  i n  
Govkrnment is a S e r i o u s  Problem 

I 

-- The e x t e n t  of f r a u d  a g a i n s t  t h e  F e d e r a l  Government is n o t  

. known. Hidden w i t h i n  a p p a r e n t l y  l e g i t i m a t e  u n d e r t a k i n g s ,  i t  

c a n  go u n d e t e c t e d  and /o r  u n r e p o r t e d .  O p p o r t u n i t i e s  for f r a u d ,  

however, are  treinendous when you c o n s i d e r  the number of F e d e r a l  

programs,  t h e  l a r g e  number o f  people i n v o l v e d  i n  s p e n d i n g  and 

c o n t r o l l i n g  t h e  monies ,  and t h e  s i z e  of t h e  a n n u a l  budget-- 

c u r r e n t l y  o17er $ 6 0 0  b i l l i o n ,  a l a r g e  p o r t i o n  of which i s  d i s -  

bu r sed  i n  t h e  form of g r a n t s ,  c o n t . r a c t s ,  and payments ta 
7, 

i n d i v i d u a l s .  ,) f P , b . :. - .- 

1 Although w e  80 n o t  have good d a t a  on t h e  extent of white 

collar crime i n  government ,  w e  d o  have  enough i n f o r m a t i o n  

t o  know t h a t  i t  i s  a s e r i o u s  problem; t h a t  it seems to be 

growing ,  and  t h a t  it n e e d s  to be s t o p p e d .  

P u b l i c i z e d  Illegal A c t s  

-\ 

Many w h i t e  co l l a r  crimes a g a i n s t  t h e  F e d e r a l  Government 

have been w i d e l y  p u b l i c i z e d , - -  Among F e d e r a l  a g e n c i e s ,  t h e  
4 , / 

G e n e r a l  S e r v i c e s  A d m i n i s t r a t i o n  ( G S A )  h a s  r e c e i v e d  the nost  
--- -7 

p u b l i c i t y .  ,However, G S A  is n o t  alone.  Illegal ac t s  have been 

r e p o r t e d  i n  many o ther  F e d e r a l  a g e n c i e s .  
h I 

One  w e l l  p u b l i c i z e d  f r a u d  case i n v o l v e d  t h e  D e p a r t m e n t  of 4-;' 

T r a n s p r t a t i o n .  A s  you may r eca l l ,  i n  1977  *an eniployee of t h d  

% 
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D e p a r t m e n t ’ s  Urban Mass T r a n s l j o r t a t i o n  A d I n i n i s t r a t i o n  was 

cha rged  w i t h  embezz l ing  $ 8 0 0 , 0 0 0 .  He was a l o w - l e v e l  e s p l o y e e  

i n  t h e  a c c o u n t i n g  d e p a r t m e n t ;  however, h e  was r e s p o n s i b l e  f o r  

p r e p a r i n g  p u b l i c  v o u c h e r s  which l i s t e d  t h e  names, a d d r e s s e s ;  

and amounts owed i n d i v i d u a l s ,  g r a n t e e s ,  and contractors .  

A f t e r  p r e p a r i n g  the v o u c h e r s ,  t h e  employee would forward t h e m  

t o  t h e  c e r t i f y i n g  o f f i c e r  for v e r i f i c a t i o n  of a u t h e n t i c i t y  

and c o r r e c t n e s s ,  Next ,  t h e  v o u c h e r s  were s u b m i t t e d  t o  t h e  
4 

Depar tment  of t h e  T r e a s u r y  where checks were p r e p a r e d  and 

m a i l e d  to  t h e  p a y e e s  shown on  t h e  vouche r s .  The employee 

knew t h a t  t h e  c e r t i f y i n g  o f f i c e r  d i d  n o t  c l o s e l y  check  t h e  

v o u c h e r s  b e f o r e  s i g n i n g .  H e  also knew t h a t  t h e  v o u c h e r s  
i 

! ! 

i 
d i d n ’  t have  t h e  customary mar’.ings t h a t  p r e v e n t  a d d i t i o n a l  

e n t r i e s .  A p p a r e n t l y  he s i m p l y  a3ded h i s  own name t o  t h e  

l e g i t i m a t e  paye’es on t h e  v o u c h e r s ,  s o m e t i m e s  b e f o r e  s i g n a t u r c  
i 

4 
1 

. +  

4. .2 and sometimes afterward. 
i: 

Because t h e  amounts  l i s t e d  on t h e  v o u c h e r s  were charged  

i t o  l e g i t i m a t e  a c c o u n t s ,  t h e  embezzlement m i g h t  n o t  have  been 

d e t e c t e d  i f  a n  a l e r t  bank employee had n o t  q u e s t i o n e a  t h e  

s i z a b l e  F e d e r a l  c h e c k s  t h i s  i n d i v i d u a l  vias d e p o s i t i n g  i n  h i s  

i 
‘1 . 
1 

, 
.- p e r s o n a l  account - -checks  t h a t  ranged  from $55,000 t o  $315,000.  

Before he  was c a u g h t ,  t h e  i n d i v i d u a l  used much of t h e  money 

t o  buy s e v e r a l  Linc0J.n C o n t i n e n t a l s  and t o  make p e r s o n a l  loans I 

-r. I t o  f r i e n d s  a t  t h e  o f f ice .  One h u m o r o u s  b u t  i r o n i c  t w i s t  t o  
c .  

t h e  a f f a i r  is t h a t  h e  purchased  a topless b a r  of which t h e -  
4 

4 
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government became the temporary owner u n t i l  the employee was 

i 
, 

convicted and the government could sell the evidence. 

A more recent case of fraud was reported in the Social-,f 
I, 

Security Administration. An employee was charged with issuing 

about half a million dollars in disability payments to non- 

existent beneficiaries, The employee was responsible for com- 

. puting the amounts due to qualified recipients of disability 

benefits, then making up computer orders for payment of the 

benefits. The employee is accused of taking genuine account 

numbers and creating fictitious beneficiaries on computer 

tapes. Because the system operates on account numbers and not 

names, the Social Security computer accepted thb instructions 

and issued the checks as programmed, It is also alleged that 

the employee subsequently ordered the computer to erase all 

records of the transactions. Evidence of the scheme was 

first uncovered when a Philadephia bank questioned t h e  deposit 

of a U . S .  bond by an accomplice. 

<- _ , *  .. . 

D 

The sad part about this ease is that it might have been 

prevented. We had previously exainined other Social Security 

payment systens and had told management that the controls 

were weak and fraudulent payments could be made. 
- ,/ -- y, 
. i ; Computer Related Crime$ 

I J 
This appears to be an unprecedented computer fraud 1- 

scheme. But we know of many other computer related crimes 

in t h e  Federal Government. i In a report we issued in 1976, 
f 

I 

\L 
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we i d e n t i f i e d  6 9  i n s t a n c e s  o f  improper  u s e  of compute r s  i n  

F e d e r a l  programs.  Over $ 2  m i l l i o n  was l o s t  t h r o u g h  f r a u d .  

I n  a d d i t i o n  t o  t h e  d o l l a r  loss ,  t h e  p r i v a c y  of i n d i v i d u a l s  

o n  whom a g e n c i e s  k e p t  r e c o r d s  was v i o l a t e d .  C o n t r a r y  t o  popu- 

l a r  o p i n i o n ,  w e  have found t h a t  most cases o f  f r a u d  d o  n o t  

i n v o l v e  s o p h i s t i c a t e d  u s e  of computer  t echno logy .  They a r e  

uncompl i ca t ed  ac t s  which were made e a s y  b e c a u s e  management 

c o n t r o l s  o v e r  t h e  systems were i n a d e q u a t e .  1 
i I O u r  c u r r e n t  work c o n f i r m s  t h a t  improper and f r a u d u l e n t  

u s e  of compurers i s  c o n t i n u i n g ,  Fo r  example ,  a D i s t r i c t  of 

Co lumib ia  man w a s  r e c e n t l y  c h a r g e d  w i t h  embezzlement  for  al- 

l e g e d l y  d i r e c t i n g  a scheme t o  o b t a i n  $ 4 5 , 0 0 0  i n  paychecks  

w h i l e  h e  w a s  a pay c l e r k  for  t h e  M i l i t a r y  D i s t r i c t  of Washing- 

ton .  H e  a l l e g e d l y  programmed a cgmputer tQ p r i n t  o u t  a t o t a l  
Q of 35 i l l e g a l  c h e c k s  drawn on  a c c o u n t s  from v a r i o u s  rni l i tary 

a g e n c i e s .  Three  accomplices who cashed  t h e  c h e c k s  s h a r e d  5 0  3 

i percent of t h e  p roceeds .  W e  d o  n o t  y e t  know t h e  outcome of 

1 .  t h i s  case. 

3 '  
2 

t 
I 

1 

4 F e d e r a l  Agenc ie s  have  Numerous  Cases 

I 
--.-- 

i .  of A l l e g e d  Frauh and I l l e g a l  A c t s  
t 

1 
i 
i col la r  crime. R e g r e t t a b l y ,  t h e r e  a re  t h o u s a n d s  of r e c o r d e d  

So f a r  I have been  m e n t i o n i n g  i n d i v i d u a l  cases of  w h i t e  
.A 

cases. I n  a r ev iew now underway, w e  have been  a s t o n i s h e d  i- i ! 
j 
1 t o  f i n d  a t o t a l  of 130 ,000  a l l e g e d  cases of f r a u d  and r e l a t e d  

I t y p e s  of i l l e g a l  a c t s  a g a i n s t  2 1  major a g e n c i e s  i n  the 2-1/2 

y e a r s  ended March 31, 1 9 7 9 . 3 i n d i v i d u a l  losses  ranged  from 

.,l 
P 

i 

1 
i * 
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u n d e r  $100 t o  o v e r  ,$l m i l l i o n ;  Some i n v o l v e d  Federal  

employees  w h i l e  o t h e r s  i n v o l v e d  g r a n t e e s ,  w e l f a r e  r e c i p i e n t s ,  

and  c o n t r a c t o r s .  Very l i t t l e  i n f o r m a t i o n  o n  t h e s e  cases is  

a v a i l a b l e  t o  W a s h i n g t o n - l e v e l  manage r s ,  so w e  had t o  go  t o  

f i e l d  o f f i c e s  t o  g e t  t h e  i n f o r m a t i o n  w e  needed .  

One sample case i n v o l v e s  a n  a l l e g e d  $1.8 m i l l i o n  em-  

b e z z l e m e n t  o f  medical  care f u n d s ,  The Federal Government 

p r o v i d e s  f i n a n c i a l  a s s i s t a n c e  f o r  m e d i c a l  care r e n d e r e d  by 

nongovernment  h o s p i t a l s  and  doctors t o  e l i g i b l e  m i l i t a r y  per- 

. s o n n e l  and  t h e i r  d e p e n d e n t s  who do n o t  h a v e  access t o  Govern- 

m e n t  m e d i c a l  f a c i l i t i e s .  

B e c a u s e  o f  i n a d e q u a t e  i n t e r n a l  c o n t r o l s  in t h e  p r o c e s s i n g  

of claims s e n t  t o  t h e  F e d e r a l  Goverpment  for r e i m b u r s e m e n t ,  

a D e p a r t m e n t  of D e f e n s e  a d m i n i s t r a t o r  i n  o n e  f o r e i g n  c o u n t r y  

w a s  able  t o  f a l s i q y  over  3 , 3 0 0  ciaims f o r m s  which  n e  t h e n  

c e r t i f i e d  a s  correct.  Later ,  t h e  claims were paid i n  f u l l .  

.- . .-- 
~~ . 

The a d m i n i s t r a t o r  was r e s p o n s i b l e  for p r o c e s s i n g  and ap- 

p r o v i n g  claims r e c e i v e d  from p r o v i d e r s  of m e d i c a l  services.  

H e  would r e v i e w  t h e  claim form t o  a s c e r t a i n  w h e t h e r  t h e  

c h a r g e s  were correct and  w h e t h e r  t h e  b e n e f i c i a r y  w a s  a u t h o r -  *' 

3 
I 

i z e d  t o  r e c e i v e  t h e  care. T h e  a d m i n i s t r a t o r  a l s o  served a s  1 I 

t h e  c e r t i f y i n g  and a p p r o v i n g  o f f i c e r  f o r  all t h e  c la ims a n d ,  

as  s u c h ,  p r e p a r e d  a n o t h e r  form which  c e r t i f i e d  t h e  correct- 

ness of t h e  claim and a p p r o v e d  it for  payment.  Bo th  forms 

were t h e n  f o r w a r d e d  t o  t h e  Federal  F i n a n c e  and  A c c o u n t i n g  

4 

4 
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O f f i c e  w h i c h  i s s u e d  a government  check and s e n t  i t  by 

r e g i s t e r e d  m a i l  t o  t h e  a d d r e s s  shown o n  t h e  c l a i m a n t ' s  form. 

I n  h i s  p s i t i o n ,  t h e  a d m i n i s t r a t o r  was a b l e  t o  i n s t r u c t  

h o s p i t a l s  t o  s u b m i t  claim forms which l e f t  p a r t  of t h e  form 

blank-- the  a d d r e s s ,  t h e  cost of t h e  s e r v i c e ,  and sometimes 

t h e  a u t h o r i z e d  p r o v i d e r ' s  s i g n a t u r e .  I n  c o m p l e t i n g  t h e  forms ,  

t h e  a d m i n i s t r a t o r  c l a imed  i n f l a t e d  amounts and l i s t e d  m a i l i n g  

a d d r e s s e s  t h a t  he  c o n t r o l l e d .  H e  t h e n  forwarded  t h e s e  forms 

t o  t h e  F i n a n c e  and Account ing  O f f i c e .  Once t h e  c h e c k s  were 

d e l i v e r e d  t o  h i s  mailboxes, h e  cashed  t h e  checks, paid t h e  

h o s p i t a l s  t h e  ac tua l  cost, and k e p t  t h e  rest of t h e  money, 

A t h o r o u g h  i n v e s t i g a t i o n  r e v e a l e d  t h a t  t h e  a d m i n i s t r a t o r  

was a b l e  t o  commit t h e  a l l e g e d  f r a u d  b e c a u s e  h e  w a s . t h e  o n l y  

p e r s o n  r e c e i v i n g  and a d j u d i c a t i n g  t h e  claims s u b m i t t e d ,  H e  

w a s  a l so  t h e  sole% c e r t i f y i n g  and approv ing  of f icer  f o r  a l l  

claims, t h e r e b y  e l i m i n a t i n g  t h e  s t a n d a r d  d o u b l e  c h e c k  which 

should b e  done  b e f o r e  s u b m i t t i n g  t h e  claim for payment. The 

i n v e s t i g a t i o n  r e v e a l e d  o t h e r  management c o n t r o l  weaknesses ,  

.- 

i n c l u d i n g  

--weak s u p e r v i s i o n  o v e r  t h e  a d m i n i s t r a t o r ,  

. --no v e r i f i c a t i o n  by t h e  F inance  and Account ing  O f f i c e  

of c l a i m a n t s '  m a i l i n g  a d d r e s s e s ,  and 

--no o n s i t e  a u d i t  t o  d e t e r m i n e  i f  e s t a b l i s h e d  p r o c e d u r e s  

e x i s t e d  and i f  t h e y  were b e i n g  fo l lowed .  

The a d m i n i s t r a t o r  w a s  i n d i c t e d  i n  November 1979,  b u t  

b o t h  he  and m o s t  of t h e  money have d i s a p p e a r e d .  

* 
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A n o t h e r  sample case i n v o l v e d  c r u d e  o i l  d e l i v e r i e s  made 

t o  a Navy f a c i l i t y  u n d e r  a Defense  L o g i s t i c s  Agency c o n t r a c t ,  

T h e  Defense  L o g i s t i c s  Agency p u r c h a s e s  b i l l i o n s  o f  d o l l a r s  

w o r t h  of f u e l  a y e a r  fo r  DOD and c e r t a i n  c i v i l  a g e n c i e s ,  

Former contractor employees  a l l e g e d  t h a t  a p r i v a t e  company 

was s h o r t i n g  t h e  Government on  s h i p m e n t s  t o  a Navy f a c i l i t y .  

The Naval  i n v e s t i g a t i v e  s e r v i c e  and t h e  F B I  i n v e s t i g a t e d ,  b u t  

1 u n f o r t u n a t e l y  c o u l d  n o t  d e t e r m i n e  t h e  d o l l a r  l o s s  or  i d e n t i f y  

any  s u s p e c t s  b e c a u s e  c o n t r a c t o r  s h i p e n t s  were n o t  a d e q u a t e l y  

measured ,  

These  s h i p e n t s  were made unde r  a s t a n d a r d  c o n t r a c t  

n e g o t i a t e d  by t h e  Defense  F u e l  Supp ly  C e n t e r  of t h e  Defense  

L o g i s t i c s  Agency. The c o n t r a c t  s p e c i f i c a t i o n s  d i d  n o t  spe l l  

o u t  controls t h a t  s h o u l d  be used  t o  assure , , tha t  fuel. is re- 
t 
i 

t 
1 
! c e i v e d  b u t  merely* s t a t e d  t h a t  q u a n t i t i e s  m u s t  be v e r i f i e d  

by s h o r e  r e c e i v i n g  t a n k  measurements .  C o n t r o l s ,  i n  t h i s  i n -  

s t a n c e ,  were v i r t u a l l y  n o n e x i s t e n t .  T h e r e  were no measure-  
2 .  

1 

n e n t s  t a k e n  b e f o r e  and a f t e r  d e l i v e r y .  The o n l y  measurement 

talcen of t h e  c o n t e n t s  o f  t h e  s t o r a g e  t a n k  w a s  by d i p  s t i c k  

a t  24-hour i n t e r v a l s .  S i n c e  t h e  s t o r a g e  t a n k  a t  t h i s  f z c i i i t y  

i 1 ; .  ._ 

. ’  has a 2 - m i l l i o n  g a l l o n  c a p a c i t y ,  a n  i n a c c u r a c y  of as l i t t l e  

as o n e - q u a r t e r  i n c h  i n  t h e  d i p  s t i c k  measurement could mean a 

v a r i a n c e  i n  o i l  q u a n t i t i e s  on hand of between 7 , 0 0 0  and 1 5 , 0 0 0  

4 

I I 

<I; I I g a l l o n s .  

. Another  example,  i l l u s t r a t i n g  problems a s s o c i a t e d  w i t h  
I F e d e r a l  e d u c a t i o n a l  programs,  is a case where a f i n a n c i a l  
! 

. .- 

3 



a i d  o f f i c e r  of a v o c a t i o n a l  s c h o o l  a l l e g e d l y  embezzled a b o u t  

I 

, ,- 

$ 1 0 0 , 0 0 0  i n  F e d e r a l  f u n d s .  According t o  a n  HEW'regional of- 

f i c i a l ,  o n e  o f  e v e r y  f o u r  p r o p r i e t a r y  s c h o o l s  t h a t  were 'noni -  

t o r e d  i n  t h a t  r e g i o n  by t h e  fo rmer  O f f i c e  of E d u c a t i o n  had 

problems w i t h  m i s s i n g  F e d e r a l  funds - - tha t  is, possible embez- 

z l emen t .  An HEW.headquar te rs  o f f i c i a l  t o l d  u s  t h a t  HEW re- 

v i e w e r s  had found i n d i c a t o r s  of p o s s i b l e  f r a u d  i n  a b o u t  8 0  

p e r c e n t  of t h e i r  r e v i e w s  of s t u d e n t  f i n a n c i a l  a i d  programs. 

V a r i o u s  A c t i o n s  Have Been and A r e  Being 
Taken t o  S t o p  Whi t e  Co l l a r  C r i m e  

T't 

V a r i o u s  A c t i o n s  Have Been and A r e  Being 
Taken t o  S t o p  Whi t e  Co l l a r  C r i m e  

T't 
A number of a c t i o n s  have  been  t a k e n  and are  b e i n g  p lanned  

Congres s ,  t h e  P r e s i d e n t ,  and F e d e r a l  a g e n c i e s  t o  d e t e r ,  

and h o p e f u l l y  p r e v e n t ,  f r a u d  and waste i n  F e d e r a l  programs. 

The re  are f i v e  a c t i o n s  which I c o n s i d e r  p a r t i c u l a r l y  i m p o r t a n t .  

These  are: .-. & . I  

6 
. 1. E s t a b l i s h m e n t  of O f f i c e s  o f  I n s p e c t o r  G e n e r a l  i n  1 4  

major d e p a r t m e n t s  and a g e n c i e s .  

2.  The P r e s i d e n t ' s  c r e a t i o n  o f  a n  e x e c u t i v e  g r o u p  to 

combat f r a u d  and h i s  re la ted r e q u i r e m e n t  fo r  de p a r t -  

ments and a g e n c i e s  t o  assess t h e i r  v u l n e r a b i l i t y  

t o  fraudl waste, and error. 

3 .  The Depar tment  of J u s t i c e ' s  program t o  coinbat eco- 

nomic crime and expand i t s  t r a i n i n g  program. 

4 . Our G e n e r a l  Account ing  Off  ice Government-wide study 

of f r a u d  and abuse .  

4 

P 

, 
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5 .  T h e  proposed  p a s s a g e  of l e g i s l a t i o n  t h a t  would re- 
I 

q u i r e  agency  h e a d s  t o  r e p o r t  on t h e  adequacy  of t h e i r  
i 3 i n t e r n a l  c o n t r o l s .  

E s t a b l i s h m e n t  of Inspectors  G e n e r a l  

The Congres s  t o o k  a s i g n i f i c a n t  s t e p  i n  conba  t i n g  f r a u d  

i . when it  c r e a t e d  t h e  O f f i c e s  o f  I n s p e c t o r  General--now 15-- 
1 

w i t h i n  t h e  major d e p a r t m e n t s  and a g e n c i e s  a d m i n i s t e r i n g  Fed- 

eral  programs,  The I n s p e c t o r s  G e n e r a l  report d i r e c t l y  t o  t h e  

head of t h e i r  d e p a r t m e n t  o r  agency and are r e q u i r e d  to f u r n i s h  

i semiannua l  reports on t h e i r  a c k i v i t i e s  t o  t h e  Congress .  Amang 
i 

r e g u l a r  a u d i t  d u t i e s ,  t h e  I n s p e c t o r s  G e n e r a l  are r e s p o n s i b l e  

for  

- - sea rch ing  o u t  and d e t e c t i n g  f r a u d  and a b u s e ,  

- - i n v e s t i g a t i n g  i d e n t i f i e d  c ) r  a l l e g e d 2 c a s e s  o f  f r a u d  and 

abuse, 

- - p r o t e c t i n g  " w h i s t l e b l o w e r s , "  and 

--recommending policies t o  p r e v e n t  f r a u d  and abuse .  

P r e s i d e n t ' s  Requi rement  f o r  Agenc ie s  t o  
Assess V u l n e r a b i l i t y  t o  Fraud and -- Abuse 

i On December 13, 1978,  t h e  P r e s i d e n t  s e n t  a memorandum on  

. .c  t h e  s u b j e c t  o f  F e d e r a l  f r a u d  and a b u s e  t o  t h e  h e a d s  of  execu-  

t i v e  d e p a r t m e n t s  and  a g e n c i e s .  I n  t h a t  memorandum he a sked  

agency  heads  t o  i d e n t i f y  programs and a c t i v i t i e s  t ! l ' :y  deemed 

most v u l n e r a b l e  t o  f r a u d  and t o  d e l i v e r  by J a n u a r y  ;I, 1979,  

i I 

1 

i 
I 
I 

I 

a p lanned  approach  for p r e v e n t i n g  and d e a l i n g  w i t h  problems 

of f r a u d ,  waste, and error  i n  t h e s e  programs and a c t i v i t i e s .  
8 

% 

- 10 - 
~ .I 

, 



T h i s  was c e r t a i n 1 y . a  s t e p  i n  t h e  r i g h t  d i r e c t i o n ,  b u t  d u e  t o  

t h e  s h o r t  t i m e  a i l o w e d ,  t h e s e  a s s e s s m e n t s  were p r o b a b l y  too 

s u p e r f i c i a l  t o  i d e n t i f y  s p e c i f i c  i n t e r n a l  c o n t r o l  weaknesses .  

T h i s  is o u r  c o n c l u s i o n  a f t e r  r e v i e w i n g  t h e  a s s e s s m e n t s  pre-  

p a r e d  by a g e n c i e s  v i s i t e d  by GAO a u d i t o r s -  

E x e c u t i v e  Group t o  Combat Fraud 
and Waste i n  Government 

Fo l lowing  u p  on  t h e  r e su l t s  of agency a s s e s s m e n t s ,  t h e  

; . P r e s i d e n t  c r e a t e d  i n  May 1979 ,  The E x e c u t i v e  G r o u p  t o  Combat 
i 
I 

i 

I 

Fraud and Waste i n  Government. Committees chaj-red by a n  In-  

spector G e n e r a l  have  been  formed i n  f o u r  s u b s t a n t i v e  areas: 

1. A u d i t  and i n f o r m a t i o n  sys tems.  

2. L e g i s l a t i o n  o n  f r a u d  and a b u s e  and r e l a t e d  I n s p e c t o r  

G e n e r a l  r e s p o n s i b i l i t i e s .  
‘h .. 

3 .  Development of pol ic ies  f o r  i n v e s t i g a t i o n  and prose- 
a 

c u t i o n ,  

4 .  I n t e r n a l  t r a i n i n g ,  s t a f f i n g ,  management and o r g a n i z a -  

t i o n . .  .. 

The g r o u p  is s u p p o r t e d  by s t a f f  s u p p l i e d  by t h e  Depar tment  of 

J u s t i c e  and the Office of Management and Budget ,  

Actions Taken by t h e  
*- Department  of Jus t i ce  

The Department  of J u s t i c e  h a s  t a k e n  a number of s t e p s  t o  

! 

! 
h e l p  F e d e r a l  a g e n c i e s  i d e n t i f y  and i n v e s t i g a t e  f r a u d .  We have  

n o t  y e t  e v a l u a t e d  t h e  e f f e c t i v e n e s s  of t h e s e  a c t i o n s ,  b u t  

two seem to be of p a r t i c u l a r  v a l u e .  
4 

- 13. - 
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Economic crime e n f o r c e m e n t  program 

Justice h a s  created a program w i t h i n  its criminal d i v i -  

s i o n  aimed a t  economic crime en fo rcemen t .  Over t h e  n e i t  2 

y e a r s ,  Ju s t i ce  a n t i c i p a t e s  c r e a t i n g  a p p r o x i m a t e l y  27 economic 

crime u n i t s  c o n t a i n i n g  some 150  p r o s e c u t o r s .  These  prosecu-  

t o r s  are t o  assist F e d e r a l  i n v e s t i g a t i v e  g r o u p s  i n  d e p a r t m e n t s  

. and a g e n c i e s  t o  o r i e n t  t h e i r  resources toward t h e  d i s c o v e r y  

of f r a u d  and w h i t e  co l la r  crimes. 

Improved t r a i n i n g  

J u s t i c e  a l s o  reports t h a t  it h a s  made improvements  i n  t h e  

t r a i n i n g  it p r o v i d e s  agency  p e r s o n n e l o  

--It h a s  expanded i t s  e x i s t i n g  1-day f r a u d '  "mini-course"  

t o  i n c l u d e  agency  a u d i t o r s  as  w e l l  as F e d e r a l  agency 

i n v e s t i g a t o r s .  
ZI .._ 

--I; h a s  a s e s t e d  t h e  i n t e r c g e n c y  a u d i t o r  t r a i n i n g  p o -  

gram i n  d e v e l o p i n g  a 3-day f ra i ld  a w a r e n e s s  course.  

The i n t e r a g e n c y  a u d i t o r  t r a i n i n g  program p r o v i d e s  

t r a i n i n g  t o  S t a t e  and loca l  government  a u d i t o r s  as 

well as  F e d e r a l  a u d i t o r s .  

0 

--It h a s  a s s i s t e d  t h e  F e d e r a l  l a w  en fo rcemen t  t r a i n i n g  

c e n t e r  i n  e s t a b l i s h i n g  a 2-week c o u r s e  on w h i t e  col lar  

crime d e s i g n e d  s p e c i f i c a l l y  for a u d i t o r s .  

GAO' s Government-wide S t u d y  

Those of u s  i n  t h e  G e n e r a l  Account ing  O f f i c e  have  long 

! been conce rned  a b o u t  f r a u d ,  w a s t e  and error i n  government  

programs. W e  a re  conv inced  t h a t  more a t t e n t i o n  m u s t  be 

c 
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devoted t o  s topping w h i t e  c o l l a r  crime s o  t h a t  t h e  l ike l ihood 

I 
i 

of recur rence  can be reduced. 

I n  1 9 7 6  w e  made a s p e c i a l  i nqu i ry  i n t o  t h e  Government's 

a b i l i t y  t o  combat f raud .  We poin ted  o u t  i n  our r e p o r t ,  is- 

sued i n  September 1 9 7 8 ,  t h a t  Federal  agencies  know l i t t l e  

of t h e  problem and need t o  do much more t o  prevent  and d e t e c t  

f raud.  We found t h a t  

- - fa lse  c la ims  were s u b m i t t e d  f o r  b e n e f i t s  and s e r v i c e s ,  

- - fa l se  s t a t emen t s  were made t o  induce c o n t r a c t s  or 
I 

secure  goods and s e r v i c e s ,  

--public employees were sometimes br ibed or otherwise 

cor rup ted ,  and 

--false  c la ims  were made f o r  payment of goods and services 

.. .% _. - t h a t  were not  d e l i v e r e d .  

Because of tfhe problems noted i n  our September 1978 re- 
/- 

p o r t ,  I e s t a b l i s h e d  ,a"special  -- - t a s k  %. f o r c e  f o r  prevent ion o€ 

f raud and abuse i n  January , 9 7 9  My d i r e c t i o n  t o  have  t h e  

t a sk  f o r c e  concen t r a t e  on prevent ion  was d e l i b e r a t e .  

L- 

As important  a s  d e t e c t i o n  of f raud  and abuse a r e  detect- 

ion should  FIG^ be oLir primary concern a s  managers. Our 

_J e f f o r t s  should be devoted t o  cons t ruc t ing  systems of i n t e r n a l  

c o n t r o l  t h a t  w i l l  p revent  f raud  and abuse and decrease  t h e  

l i ke l ihood  o€ e r r o r  and waste.  When it comes t o  f raud and 

abusec the o ld  axiom "an ounce of prevent ion i s  worth a pound 
I 

of cure"  is most appropr i a t e .  

.B - 13 - 
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F o r  a moment l e t  u s  examine  some o f  t h e  b e n e f i t s  of 

p r e v e n t i n g  w h i t e  c o l l a r  crime. F i r s t  i s  t h e  o b v i o u s  advan-  

t a g e  of r e d u c i n g  e x p e n d i t u r e s .  Fraud  and a b u s e  a l w a y s  c a u s e  

a n  o u t f l o w  of t h e  d o l l a r s  t h a t  manage r s  a r e  supposed  t o  u s e  

s p a r i n g l y .  To t h e  e x t e n t  w e  p r e v e n t  f r a u d  and a b u s e  w i t h  

good management systems, w e  stem t h i s  s o u r c e  of u n a u t h o r i z e d  

. e x p e n d i t u r e s  and t h u s  c a r r y  o u t  o u r  s t e w a r d s h i p  r e s p n s i b i l i -  

t i e s  more e f f e c t i v e l y .  
! 
1 However, t h e  lass of d o l l a r s - - i m p o r t a n t  as  t h a t  may be-- 

I 

is n o t  t h e  o n l y  cost of f r a u d  and abuse .  E q u a l l y  i m p o r t a n t  

is t h e  t o l l  i n  human s u f f e r i n g  t h a t  occurs when f r a u d  and 

abuse, or  e v e n  sometimes errors ,  are d i s c o v e r e d ,  W h i l e  it 

i s  t r u e  t h a t  some perpetrators of f r a u d  and a b u s e  are ha rdened  

c r i m i n a l s ,  a g r e a t  many become c r i m i n a l s  when .I+ .. o p p o r t u n i t i e s  

which  t h ? y  are no% s t r o n g  enough t o  resist are p r e s e n t e d  t o  

them. When s u c h  p e r s o n s  are  c a u g h t ,  t h e y  s u f f e r  h u m i l i a t i o n ,  

lose t h e i r  jobs, and f r e q u e n t l y  are' a l i e n a t e d  from f r i e n d s  
4'  

I and f a m i l y .  I n  s h o r t ,  t h e i r  l i v e s  are r u i n e d .  They often 
1 

?: 
P 

I 
1 

go t o  prison--which r e s u l t s  n o t  o n l y  i n  a. h i g h  cost  i n  human 

s u f f e r i n g  b u t  a h i g h  d o l l a r  cos t  i n  a p p r e h e n d i n g  t h e  o f f e n d e r s ,  

b r i n g i n g  them t o  t r i a l ,  and f e e d i n g  and c l o t h i n g  them w h i l e  

t h e y  are p r i s o n e r s .  

i 
I 

I t  i s  f a r ,  f a r  b e t t e r  t o  make it so d i f f i c u l t  t o  coimit 

I f r a u d  t h a t  i t  r a re ly  is done.  

answer .  They are  t h e  f i r s t  l i n e  o f  d e f e n s e  a g a i n s t  f r a u d ,  

I n t e r n a l  c o n t r o l s  are t h e  
.I , 
I ,  

a b u s e ,  and error.  O p p o r t u n i t i e s  t o  commit" f r a u d  and a b u s e  

cg - 14 - 
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u s u a l l y  p r e s e n t  t h e m s e l v e s  when i n t e r n a l  cont ro ls  t h a t  s h o u l d  

e l i m i n a t e  s u c h  o p p o r t u n i t i e s  have n o t  been  e s t a b l i s h e d ;  o r ,  

i f  e s t a b l i s h e d ,  have  f a l l e n  i n t o  d i s u s e .  I f ,  by e s t a b l i s h i n g  

good i n t e r n a l  c o n t r o l s ,  w e  can remove t h e  t e m p t a t i o n  t o  c o m m i t  

f r a u d  and a b u s e  w e  have  s e r v e d  n o t  o n l y  t h e  o r g a n i z a t i o n  b u t  

a l so  t h e  employee who may be a p o t e n t i a l  abuse r .  Even e r ro r s  

i 

I 

. c a n  c a u s e  ex t r eme  embarrassment  and ,  i f  s e r i o u s  enough, may 

t h r e a t e n  a p e r s o n ' s  employment. 

Three - fo ld  M i s s i o n  o f  t h e  Task Force 

I gave t h e  special  t a s k  force for  p r e v e n t i o n  of f r a u d  

and a b u s e  a t h r e e - f o l d  m i s s i o n .  F i r s t ,  t h e  t a s k  f o r c e  was 

to  offer  c i t i z e n s ,  n a t i o n w i d e ,  a tol l - f ree  number, w h i c h  w e  

r e f e r  t o  as  t h e  " H o t l i n e , "  t o  c a l l  and report, anonymously 

if t h e y  so d e s i r e ,  i n s t a n c e s  of f r a u d  or wrongdoing,  

S e c o n d l y ,  it was &o e s t a b l i s h  t h e  scope of t h e  problem of 
.Y . - 

f r a u d  and o t h e r  i l l e g a l  a c t i v i t i e s  a g a i n s t  t h e  F e d e r a l  Govern- 

ment ,  and r e v e a l  areas where e x i s t i n g  p r o c e d u r e s  €or d e a l i n g  

w i t h  f r aud  are  i n a d e q u a t e .  T h i s  p o r t i o n  of t h e  t a s k  force 's  

a c t i v i t i e s  h a s  been  termed t h e  "overv iew as ses smen t . "  L a s t ,  

t h e  t a s k  farce was t o  c o n d u c t  a n  expanded a s s e s s m e n t  of t h e  

adequacy  of i n t e r n a l  c o n t r o l s  a t  four d e p a r t m e n t s  and a g e n c i e s  

- - the  Department  of Labor, Naval Material Command, and t h e  

Community S e r v i c e s  A d m i n i s t r a t i o n .  T h i s  phase  was l a b e l e d  

" v u l n e r a b i l i t y  a s s e s s m e n t  .it 
I 

Based on t h e  t a s k  f o r c e ' s  work t o  d a t e ,  w e  b e l i e v e  t h a t  

a l l  t h e  a g e n c i e s  v i s i t e d  a re  v u l n e r a b l e  t d  f r a u d  and a b u s e  * 

f- 

. -  .- . , 
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- because F e d e r a l  h e a d q u a r t e r s ,  r e g i o n a l  o f f i c e s ,  and  o t h e r  

f i e l d  l o c a t i o n s ,  a s  well a s  g r a n t e e s ,  h a v e  i n a d e q u a t e  i n t e r n a l  

c o n t r o l s  o v e r  t h e i r  operations.  I n  t e s t i n g  s e l e c t e d  i n t e r n a l  

c o n t r o l  systems, w e  found F e d e r a l  f u n d s  and  e q u i p m e n t  had 

. b e e n  m i s u s e d  a t  many l o c a t i o n s .  

G e l i e v e  t h a t  . t h e  r e a s o n  i n t e r n a l  c o n t r o l  systems a re  

i n  a s t a t e  of d i s r e p a i r  is t h a t  top manaqement h a s  n o t  d e v o t e d  

s u f f i c i e n t  a t t e n t i o n  t o  a s s u r i n g  t h a t  c o n t r o l s  over  t a s k s  

I - a n d  f u n c t i o n s  w h i c h  l e a d  to t h e  d e l i v e r y  o f  t h e s e  f u n d s  and  
! 
i s e r v i c e s  are  e f f e c t i v e .  E3ecaus.e o f  top management 's  i n s u f f i -  

c i e n t  c o n c e r n  fo r  i n t e r n a l  c o n t r o l s ,  m i d d l e  management re- 

f l e c t s  t h i s  same i n d i f f e r e n c e ,  

i 
And t h e  i n d i f f e r e n c e  i s  passed 

I 

i down t o  i n t e r n a l  a u d i t  s t a f f s  wh ich  h a v e  s p e n t  l i t t l e  t i m e  

evaluating t h e  adequacy of i n t e r n a l  c o n t r o l s  o v e r  all agency 

f u n c t i o n s .  F u r t h e r m o r e ,  when i n t 2 r n a l  a u d i t o r s  h a v e  r e p o r t e d  

. d  w e a k n e s s e s  i n  c o n t r o l s  o n l y  over t h e  p o r t i o n  of a task o r  ~ 

.L- i ~ 

i 
I 
j 

1. 
$ 

p r o g r a n  a u d i t e d ,  management h a s  o f t e n  d i s m i s s e d  t h e s e  f i n d i n g s  

as  u n i m p o r t a n t .  T h i s  a t t i t u d e  n o t  on ly  p r e c l u d e s  cor rec t ive  

a c t i o n  b u t  a l s o  r e d u c e s  t h e  a u d i t  s t a f f ' s  c o n c e r n  f o r  i n t e r n a l  

c o n t r o l s .  

I 1 
i 

-i 
I 

L e s t  I be a c c u s e d  of n o t  c o n s i d e r i n g  cos t ,  I w a n t  t o  a d d  
1 

h e r e  t h a t  a l l  c o n t r o l s  m u s t  be weighed  i n  terms of cost  e f f e c -  

t i v e n e s s  O v e r c o n t r o l  i s  c e r t a i n l y  a p o s s i b i l i t y ,  However, 

from wha t  o u r  a u d i t s  h a v e  d i s c l o s e d ,  I d o u b t  t h a t  m o s t  gove rn -  

rnent a g e n c i e s  have  much t o  w o r r y  about i n  t h a t  r ega rd - -a t  

I 

3 j 
I 
I 

;. I 
> '  

l e a s t  for t h e  immedia t e  f u t u r e .  

4 
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O u r  t a s k  f o r c e ' s  work is n e a r l y  f i n i s h e d ,  and  I b e l i e v e  

t h e  r e su l t s  o f  t h i s  work c a n  make a s u b s t a n t i a l  c o n t r i b u t i o n  

t o  t h e  F e d e r a l  Governmen tqs  e f f o r t s  t o  minimize  f r a u d  and 

abuse .  The  t a s k  force w i l l  report  t h e  r e s u l t s  of its a u d i t s  j 

i 
t o  t h e  Congres s  and t h o s e  r e s u l t s  w i l l  b e  made p u b l i c ,  

O u r  work h a s  shown t h a t  many a g e n c i e s  s h a r e  cornion in-  \ 

i I t e r n a l  control  weaknesses  which may i n d i c a t e  t h e  s e r i o u s n e s s  

/ 

,/' 

of t h e  l a c k  of i n t e r n a l  c o n t r o l s  Government-wide. For t h i s  

r e a s o n ,  w e  p l a n  t o  i ssue  a s t a n d a r d  a u d i t  package t o  t h e  h e a d s  

of a l l  d e p a r t m e n t s  and a g e n c i e s  f o r  t h e i r  u s e  i n  e v a l u a t i n g  

t h e i r  own i n t e r n a l  c o n t r o l  sys t ems .  

Proposed L e g i s l a t i o n  for Agency Heads 
'to R e p o r t  on I n t e r n a l  C o n t r o l s  

T h i s  l e a d s  m e  t o  a r e l a t e d  a c t i o n  t h a t  is b e i n g  r r o p s e d .  

1 .% - . 1 
A bill is c u r r e n t l y  b e i n g  d r a f t e d  €or t h e  F e d e r a l  Governra.?nt 

which closely pa ra l l e l s  t he  p r i n c i p l e s  of t h e  f o r e i g n  cor~-upt-- 
i 4 

i 

i. \ 

! :  
i i  

/ d -9 i 

3! practices act .  E s s e n t i a l l y ,  it would r e q u i r e  a g e n c i e s  t o  re- 
.J ! 

I 
I 

port on t h e  adequacy  of t h e i r  i n t e r n a l  c o n t r o l  system. Having i 

i 
1 s e e n  t h e  effor ts  of t h e  p r i v a t e  sector t o  improve corporate 

a c c o u n t a b i l i t y ,  w e  s u p p r t  t h e  o b j e c t i v e s  of t h e  l e g i s l a t i o n  

c u r r e n t l y  b e i n g  c o n s i d e r e d .  

./ Y i 

_i 

i 

- 1 .  4 1 

-' What Must S t i l l  b e  Done? 
.I /- 

7' 
/ Although many p o s i t i v e  s teps  have been  t a k e n  and  are 

p lanned  f o r  improving  i n t e r n a l  c o n t r o l s  i n  t h e  F e d e r a l  Govern- 
i 
I 
i 
! 

..,a *. ' i t  
I ment,  much r e m a i n s  t o  b e  done.  P r e s e n t  i n t e r n a l  c o n t r o l s  i 
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s t i l l  c a n n o t  p r e v e n t  o r  even  r e a l l y  minimize  t h e  o p p r t u n i t y  

f o r  f r a u d  and abuse .  

'The t e m p t a t i o n  to employees  t o  v i o l a t e  t h e  sys tem m u s t  

be removed. Top management m u s t  i n s t i l l  i n  a l l  of its employ- 
L 

ees a n  awareness  of t h e  need t o  a d h e r e  t o  good i n t e r n a l  con- 

. t ro l  p r o c e d u r e s  and must  m a i n t a i n  h i g h  e t h i c a l  s t a n d a r d s  t o  

s e r v e  a s  a n  example t o  its employees.  When employees  can  

s e n s e  t h e  t r u s t  t h a t  management h a s  p l a c e d  i n  them, t h e y  w i l l  

be less l i k e l y  t o  succumb t o  f r a u d ' s  t e m p t a t i o n s  and  more 

aware of and s e n s i t i v e  t o  o t h e r s '  v i o l a t i o n s  o f  s t a n d a r d s ,  

T h e r e f o r e ,  management m u s t  see t h a t  a l l  r e s p o n s i b l e  o f f i c i a l s  

c o o p e r a t e  in f o l l o w i n g  e s t a b l i s h e d  p r o c e d u r e s ,  I f  n e c e s s a r y ,  

it must  set u p  new c o n t r o l s .  Management m u s t  a lso see t h a t  

t h e  p e r s o n n e l  resources n e c e s s a r y  t o  k e e p  c o n t r o l s  e f f e c t i v e  

are d e v o t e d  t o  t h e  t a s k .  
4 

Top management also m u s t  t a k e  t h e  l e a d  i n  making s u r e  

t h a t  its a u d i t o r s  c o n c e n t r a t e  on i n t e r n a l  c o n t r o l s .  We have 

a l w a y s  advoca ted  a b a l a n c e d  t o t a l  a u d i t  e f f o r t  for  the 

government--balanced between e v a l u a t i o n s  of agency  programs 

I 

r 

and e v a l u a t i o n s  of i n t e r n a l  c o n t r o l s .  N o w  a u d i t o r s  w i t h i n  

t h e  Federal a g e n c i e s  m u s t  i n c r e a s e  t h e  t i m e  and resources 

t h e y  spend a u d i t i n g  i n t e r n a l  c o n t r o l s .  

.A 

B e t t e r  Account ing and F i n a n c i a l  
R e p o r t i n g  is Needed Too 

T h e r e  h a s  been  much i n  t h e  media t o  t h e  effect: t h a t  

s o c i e t y ' s  c o n f i d e n c e  i n  government is  e rodzng .  The w i d e s p r e a d  

4 
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b e l i e f  is t h a t  government  s h o u l d  and m u s t  be r u n  much more 

e f f i c i e n t l y .  E s t a b l i s h i n g  and m a i n t a i n i n g  s t r o n g  s y s t e m s  

of i n t e r n a l  c o n t r o l  by F e d e r a l  a g e n c i e s  c a n  g o  a l o n g  way 

toward a c h i e v i n g  responsibl-e government  by min imiz ing  f r a u d  

and abuse and by i d e n t i f y i n g  errors t h a t  have  p lagued  so many 

Government programs.  

B u t  more is needed.  Taxpaye r s  need t o  know t h a t  govern- 

ment programs and s e r v i c e s  are  r u n  e c o n o m i c a l l y  and  a r e  

a c h i e v i n g  what  s o c i e t y  e x p e c t s  of them. They c a n  be g i v e n  

t h i s  knowledge by a c o m b i n a t i o n  of good a c c o u n t i n g  and i n -  

t e r n a l  c o n t r o l s  and good f i n a n c i a l  r e p o r t i n g .  Government 

a c c o u n t i n g  t o d a y  is n o t  a t t u n e d  t o  p r o v i d i n g  usefu l .  infoma- 

t i o n  for  t a x p a y e r s .  Account ing  is performed pr imar i ly  for  t h e  

b e n e f i t  of i n t e r n a l  management and f i n a n c i a l  u - .  reports are non- 

e x i s t e n t  o r  incom@rehens ib le .  

A c t i o n s  Being Taken t o  Improve 
Government Accoun t ing  
1' 

e 

(_There are some new i n i t i a t i v e s  underway t o  d e v e l o p  be t te r  

a c c o u n t i n g  and r e p o r t i n g  p r i n c i p l e s  for government .  At t h e  

F e d e r a l  l e v e l ,  w e  i n  GAO are  reexamining  o u r  a c c o u n t i n g  s t a n d -  

a r d s  which F e d e r a l  a g e n c i e s  are t o  follow. A t  t h e  S t a t e  and 

l o c a l  l e v e l ,  a c t i o n  i s  underway t o  e s t a b l i s h  a Government Ac- 
r 

c o u n t i n g  S t a n d a r d s  Board t o  set  a c c o u n t i n g  s t a n d a r d s  f o r  S t a t e  

and local  governments ,  I n  a d d i t i o n ,  t h e  F i n a n c i a l  Account ing  

I S t a n d a r d s  Board and t h e  N a t i o n a l  Counc i l  o n  Governmenta l  Ac-  

c o u n t i n g  have somewhat o v e r l a p p i n g  i n i t i a t i v e s  underway, 

Q 
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I 

P 

These  i n i t i a t i v e s  t o  improve a c c o u n t i n g  and  f i n a n c i a l  

r e p o r t i n g  stem from a number of f a m i l i a r  e v e n t s .  I n  the pri-  

v a t e  sector t h e y  have been  spawned from t h e  e f f e c t s  of i n f l a -  

t i o n  on  f i n a n c i a l  reports ,  the c o l l a p s e  of companies ,  t h e  

d i s c o v e r y  of f r a u d u l e n t  a c t i v i t i e s  i n  c e r t a i n  c o r p o r a t i o n s ,  

and t h e  p a y o f f s  t o  f o r e i g n  o f f i c i a l s ,  I n  S t a t e  and loca l  

g o v e r m e n t  t h e y  have  been  spawned from t h e  f i n a n c i a l  crises 

of s e v e r a l  major c i t i e s ,  most n o t a b l y  N e w  York where the 

crisis was d i r e c t l y  r e l a t e d  t o  t h e  a c c o u n t i n g  and b u d g e t i n g  

practices it followed. B u t  N e w  York is n o t  a l o n e .  

When t h e  Dis t r ic t  of Columbia wanted to  borrow its own 

money--instead of bor rowing  f r o m  t h e  U.S. T r e a s u r y  as  i t  had 

h i s t o r i c a l l y  done--we i n  t h e  G e n e r a l  Account ing  O f f i c e  and 

a major a c c o u n t i n g  f i r m  a g r e e d  t h a t  t h e  c i t y ' s  a c c o u n t a g  

sys tem was so PO,& t h a t  i t s  f i n a n c i a l  s t a t e m e n t s  could noc 

be a u d i t e d .  A major r e d e s i g n  of t h a t  sys t em is now i n  pro- 

gress.  T h e r e  have  been  problems i n  o t h e r  c i t i e s  a s  w e l l - -  

4- ,.. 

0 

problems which a t  l e a s t  i n  ? a r t  have  been  a t t r i b u t e d  t o  ,poor 

accoun . t i n g  

I n f l a t i o n  h a s  had its e f f e c t  upon gove rnmen ta l  a c c o u n t i n g  

too. The rise i n  taxes  t h a t  h a s  r e s u l t e d  from t h e  i n f l a t i o n  

w e  have been  e x p e r i e n c i n g  i s  of c o n c e r n  t o  a l l  r e s p o n s i b l e  
./ 

government  o f f i c i a l s .  Horeover ,  t h e  spectre of t h e  " p r o p s i -  

t i o n  13" and " b a l a n c e d  budget"  syndrome hangs  o v e r  t h e  w h o l e  

c o u n t r y  and c o n c e r n s  l e g i s l a t o r s  and government  o f f i c i a l s  

everywhere.  From o u r  v a n t a g e  p o i n t ,  this c o n c e r n  seems t o  

- 20 - 



have  h e i g h t e n e d  p u b l i c  i n t e r e s t  i n  how g o v e r n m e n t s  s e t  p r i o r i -  

t i e s  for s p e n d i n g  t h e  money t h e y  co l l ec t .  T h i s  i n e v i t a b l y  

means a c o n c e r n  w i t h  a c c o u n t i n g  a n d  f i n a n c i a l  r e p o r t i n g  a s  

w e l l  a s  b u d g e t i n g .  

An a d d i t i o n a l  s p a r k  t h a t  i n s p i r e d  e f f o r t s  i n  t h e  F e d e r a l  

sector was a c o n s o l i d a t e d  f i n a n c i a l  report o n  t h e  F e d e r a l  

! . Government  by A r t h u r  A n d e r s o n  and  C o .  which. showed i n  1975 
i 
i a huge  un funded  l i a b i l i t y .  A r t h u r  Ander son  recommended t h a t  
1 
i c o n s o l i d a t e d  f i n a n c i a l  s t a t e m e n t s  for  t h e  F e d e r a l  Government 
I 
I 

i be p r e p a r e d  a n n u a l l y .  The Depar tmen t  o f  T r e a s u r y  took on 
I 

t h i s  effor t  w i t h  o u r  h e l p  and  h a s  i s s u e d  sample c o n s o l i d a t e d  

s t a t e m e n t s  for t h e  p a s t  4 y e a r s .  U n f o r t u n a t e l y ,  T r e a s u r y ' s  

e n t h u s i a s m  f o r  c o n t i n u i n g  t h i s  e f f o r t  h a s  c o n s i d e r a b l y  dimin- 

i s h e d ,  Thus  e f f o r t s  t o  r e s o l v e  c e r t a i n  c o n c e p t u a l  problems 
i 
p - _ .  
i 

I I i n  p r e p a r i n g  c o n s o l i d a t e d  s t a t e m e n t s  for s u c h  a u n i q a e  e n t i t y  

i a s  t h e  F e d e r a l  Goverment  are p r o c e e d i n g  slowly. 
i 

GAO' s I n i t i a t i v e  
A 

The G e n e r a l  A c c o u n t i n g  O f f i c e  is  r e q u i r e d  by law t o  es- i 
t a b l i s h  a c c o u n t i n g  p r i n c i p l e s  and s t a n d a r d s  for  t h e  F e d e r a l  

Government .  I n  a c o n t i n u i n g  e f f o r t  to improve  f i n a n c i a l  man- 
i ,  

agemen t ,  w e  h a v e  begun a n  e f f o r t  t o  r e e x a m i n e  from t h e  g r o u n d  
- ./ 
. u p  o u r  p r e s e n t  a c c o u n t i n g  and  f i n a n c i a l  r e p o r t i n g  r e q u i r e -  

. ments .  Our  f irst  t a s k  i s  t o  e s t a b l i s h  a c o n c e p t u a l  framework, 

W e  d e f i n e  t h i s  a s  t h e  framework t h a t  encompasses  a c c o u n t i n g  

t h e o r y .  I t  c o n s i s t s  of two l e v e l s :  (1) t h e  o b j e c t - i v e s  and 
I 

. .. . .( 2 )  - t h e  f u n d a m e n t a l s .  F u n d a m e n t a l s  a r e  cancepts that s e r v e  
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a s  g u i d e l i n e s  f o r  d e t e r m i n i n g  s t a n d a r d s .  The  c o n c e p t u a l  

framework p r o v i d e s  t h e  b a s i s  f o r  e s t a b l i s h i n g  p r a c t i c e  re- 

q u i r e m e n t s .  A f t e r  d e t e r m i n i n g  t h e  o b j e c t i v e s ,  o u r  s e c o n d  

t a s k  i s  to  e s t a b l i s h  t h e  pract ice  r e q u i r e m e n t s .  These  are 

t h e  a c c o u n t i n g  and r e p o r t i n g  s t a n d a r d s  and t h e  opera t iona l  

c r i t e r i a  f o r  a p p l y i n g  t h e  s t a n d a r d s .  An example of ope ra -  

t i o n a l  criteria are  t h e  me thods  for d e t e r m i n i n g  depreciat ion,  

On F e b r u a r y  29 ,  1980 ,  w e  i s s u e d  a n  e x p o s u r e  d r a f t  cover-  

i n g  t h e  f i rs t  l e v e l  of o u r  c o n c e p t u a l  framework. T h i s  is t h e  

" O b j e c t i v e s  of Account ing  and F i n a n c i a l  R e p o r t i n g  i n  t h e  Fed- 

e r a l  Government." Copies have been  d i s t r i b u t e d  for comment 

t o  F e d e r a l  a g e n c i e s ,  a wide  c r o s s - s e c t i o n  of members of t h e  

a c c o u n t i n g  p r o f e s s i o n ,  and other i n t e r e s t e d  p e r s o n s  and orga- I 

I 

I 

n i z a t i o n s  i n  t h e  f i n a n c i a l  community. Comments  were d u e  hy 

A p r i l  21. W e  have ,  however, r e c e i v e d  and g r a n t e d  many re- 

ques ts  for e x t e n s i o n .  

.I- ,.. 

E f f o r t s  Underway by t h e  
FASB and t h e  NCGA 
Y 

1 

&he F i n a n c i a l  Account ing  S t a n d a r d s  Board and t h e  N a t i o n a l  

Counc i l  on Governmental  Account ing  have s imi l a r  e f f o r t s  under- 

way. T h e  F i n a n c i a l  Account ing  S t a n d a r d s  Board, or FASB, is 

i n v o l v e d  i n  e s t a b l i s h i n g  a c o n c e p t u a l  framework f o r  a c c o u n t i n g  

and f i f i a n c i a l  r e p o r t i n g  fo r  b u s i n e s s  e n t e r p r i s e y  I n  addi-  

1 

1 
3 

-1 ,' 

I . /  

\ 
h 

-< 
c 

t i o n ,  t h e  FASB is p r e p a r i n g  a n  e x p o s u r e  d r a f t  which would s e t  

f o r t h  t h e  o b j e c t i v e s  of f i n a n c i a l  r e p o r t i n g  by n o n b u s i n e s s  
i 
I 

o r g a n i z a t i o n s  . 
a4 

Q 
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( - ! € h e  N a t i o n a l  C o u n c i l  on Governmental  Accoun t ing ,  which 

i s  more commonly r e f e r r e d  t o  a s  t h e  NCGA,  h a s  i n i t i a t e d  a 

d u a l  approach  t o  m e e t i n g  t h e  c u r r e n t  n e e d s  i n  governmen€al  

a c c o u n t i n g  and f i n a n c i a l  r e p o r t i n g .  NCGA r e c e i v e d  a Federal  

g r a n t  t o  d e v e l o p  a c o n c e p t u a l  framework f o r  S t a t e  and loca l  

governments .  NCGA is a l s o  i n v o l v e d  i n  a j o i n t  e f f o r t  w i t h  

> 
' t h e  C o u n c i l  O f  S t a t e  Governments t o  d e y e l o p  a n  i n v e n t o r y  of 

c u r r e n t  S t a t e  a c c o u n t i n g  p r i n c i p l e s  and p r e f e r r e d  p r a c t i c e s ,  

With t h e  o u t p u t  from t h e s e  two e f f o r t s ,  t h e  NCGA i n t e n d s  t o  

r e v i s e  i t s  s t a t e m e n t  e n t i t l e d  "Governmental  Account ing  and 

F i n a n c i a l  R e p o r t i n g  P r i n c i p l e s . "  

C r e a t i o n  of a Government 
Account ing  Board 

c d d i t i o n a l l y ,  a c t i o n  is vnderway t o  e s t a b l i s h  a Govern- 

ment Account ing  S t a n d a r d s  Board t o  s e t  a c c o u n t i n g  and f i n m -  

c i a i  r e p o r t i n g  . s t a n d a r d s  f o r  S t a t e  and l o c a l  governments .  
9 

I t  would be t h e  c o u n t e r p a r t  t o  t h e  FASB f o r  government  and 

t 7 0 U l d  assume t h e  r e s p o n s i b i l i t y  h e r e t o f o r e  e x e r c i s e d  by t h e  

NCGA 

. .  Crea t iGn  of t h i s  Board h a s  been sp t l r r ed  bl7 two a c t i o n s .  
5 

One is t h e  i n t r u s i o r .  o f  t h e  FASB i n t o  t h e  government  arena. 

' The o t h e r  is a b i l l  i n t r o d u c e d  by S e n a t o r  Harr i son  Williams 
, 

c a l l e d  t h e  S t a t e  and Loca l  Government Account ing  A c t .  T h i s  

a c t  p r o v i d e s  f o r  a f e d e r a l l y  funded  11-member i n s t i t u t e  t o  

..: -* I se t  S ta t e  and l o c a l  government  a c c o u n t i n g  and f i n a n c i a l  

r e p o r t i n g  s t a n d a r d s .  
D 
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As it is p r e s e n t l y  b e i n g  . d i s c u s s e d ,  t h e  Government 

Account ing  S t a n d a r d s  Board would b e  s t r u c t u r e d  s i m i l a r l y  t o  

t h e  FASB. I t  would have  11 t r u s t e e s  and a 5-member boa fd .  

The board would be r e s p o n s i b l e  f o r  s e t t i n g  s t a n d a r d s .  T h e  

t r u s t e e s  would be r e s p o n s i b l e  fo r  r a i s i n g  f u n d s  and s e l e c t i n g  

t h e  boa rd  members. 

I I f a v o r  c r e a t i o n  of t h e  Government Account ing  S t a n d a r d s  
I Board and I a m  a c t i v e l y  i n v o l v e d  i n  t r y i n g  t o  g e t  i t  c r e a t e d .  

W e  i n  t h e  F e d e r a l  Government have  a g r e a t  i n t e r e s t  i n  

t h e  f i n a n c i a l  r e p o r t i n g  of S t a t e  and l o c a l  governments  b e c a u s e  J 

w e  r e l y  on t h e i r  a c c o u n t i n g  s y s t e m s  t o  g i v e  u s  i n f o r m a t i o n  

on how t h e y  spend F e d e r a l  g r a n t  and  r evenue  s h a r i n g  funds, 

I 

I 
i 
I 

I 
Our  p r i n c i p a l  g o a l  c o n c e r n i n g  S t a t e  and l o c a l  a c c o u n t i n g  i s  

t o  see t h a t  a h i g h  degree of c r e d i b i l i t y  and u s e f u l n e s s  of 

f i n a n c i a l  r e p o r t s , i s  a c h i e v e d .  
*c 

J u r i s d i c t i o n a l  d i s p u t e s  wklich 
i 

- c  
c o u l d  cause i r r e c o n c i l a b l e  p rob lems  m u s t  b e  a v o i d e d  so t h a t  

a l l  i n t e r e s t e d  p a r t i e s  c a n  work together toward an end w e  
J. ;< 
3 

a l l  hope t o  a t t a i n .  T h a t  end is more mean ingfu l  f i n a n c i a l  

r e p o r t i n g  t h a t  shows how e f f i c i e n t l y  and e f f e c t i v e l y  govern-  

ment progra.ms a re  o p e r a t e d .  

Conc lus ion  

3 
i i  

I ’  
1 

,- 

, I  W e  i n  GAO are  conce rned  with b r i n g i n g  g r e a t e r  c r e d i b i l i t y  

t o  a l l  l e v e l s  o f  government .  One  o f  t h e  p r i m a r y  ways t o  

a c h i e v e  t h i s  i s  t o  p r o v i d e  e f f e c t i v e  f i n a n c i a l  management 

s y s t e m s  which g i v e  managers  sound i n f o r m a t i o n  o n  c h o i c e s  t h e y  
_. I 

have  t o  m a k e  i n  f i n a n c i a l  m a t t e r s  and p r o v i d e  e f f e c t i v e  

f 

I 
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i n t e r n a l  controls t h a t  w i l l  p r e v e n t  f r a u d  and i l l e g a l  u s e  

of p r o p e r t y .  Gover rmen t  a t  a l l  l e v e l s  needs  modern zccoun t -  

i n g  s y s t e m s  t h a t  g i v e  b o t h  managers and t a x p a y e r s  u s e f u l  

information on how efficiently and e f f e c t i v e l y  s e r v i c e s  a r e  

d e l i v e r e d ,  Government u n i t s  a l s o  need good s y s t e m s  of in- 

ternal c o n t r o l  t h a t  are s t r o n g l y  policed to see t h a t  controls 

I d o  not f a l l  i n t o  d i s u s e .  

I 

r . . I  
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