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WHAT IS JFMIP ? 

The Joint Financial Management Improvement Program 
(JFMIP) is a joint and cooperative undertaking of the 
Off ice of Management and Budget , the General Accounting 
Office, the Department of the Treasury, and the Office 
of Personnel Management, working in cooperation with 
each other and with operating agencies to improve finan- 
cial management practices. The Program was initiated in 
1948 by the Secretary of the Treasury, the Director of 
the Bureau of the Budget, and the Comptroller General, 
and was given statutory authorization in the Budget and 
Accounting Procedures Act of 1950. 

The overall objective of JFMIP is to improve and 
coordinate financial management policies and practices 
throughout the Government so that they will contribute 
significantly to the effective and efficient planning 
and operation of governmental programs. Activities 
aimed at achieving this objective include: 

--Reviewing and coordinating central agencies' act- 
ivities and policy promulgations to avoid possi- 
ble conflict, inconsistency, duplication and con- 
fusion. 

--Acting as a clearinghouse for sharing and dissem- 
inating financial management information about 
good financial management techniques and technol- 
ogies. 

--Reviewing the financial management efforts of the 
operating agencies and serving as a catalyst for 
further improvements. 

--Undertaking special projects of a Government-wide 
nature to resolve specific problems. 

--Providing advisory services in dealing with spe- 
cific financial management problems. 

The JFMIP plays a key role in mobilizing resources 
and coordinating cooperative efforts in the improvement 
of financial management practices, and relies on the 
active participation of Federal agencies to be success- 
ful. 
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FOREWORD 

I n  order  t o  enhance  t h e  s p i r i t  o f  c o o p e r a t i o n  and t o  
s h a r e  new ideas and deve lopmen t s ,  JFMIP s p o n s o r s  a F i n a n -  
c i a l  Management Confe rence  e a c h  y e a r .  The E i g h t h  Annual 
F i n a n c i a l  Management Confe rence  w i t h  t h e  theme, " R e b u i l d i n g  
P u b l i c  Confidence--The F i n a n c i a l  Manager ' s  Role," was h e l d  
i n  Washington ,  D.C.,  on March 1 9 ,  1979. The theme re- 
f l e c t e d  deep c o n c e r n  o v e r  t h e  d e t e r i o r a t i o n  o f  p u b l i c  
c o n f i d e n c e  i n  t h e  Government. 

T h e  c o n f e r e n c e  p r o c e e d i n g s  are b e i n g  p u b l i s h e d  i n  hope 
t h e y  w i l l  be h e l p f u l  t o  t h e  c o n f e r e n c e  p a r t i c i p a n t s  and 
others who are interested in improving financial manage- 
ment. 

The  c o n f e r e n c e  was a t t e n d e d  by o v e r  4 0 0  people. The 
morning p l e n a r y  s e s s i o n  f e a t u r e d  t h ree  p rominen t  speakers:  
D r .  John  P. White ,  Deputy Director of t h e  O f f i c e  o f  Manage- 
m e n t  and Budget ;  D r .  Alan K. Campbell ,  Director of t h e  
O f f i c e  o f  P e r s o n n e l  Management; and M r .  Thomas D. Morris, 
Inspector G e n e r a l  of t h e  Department  of H e a l t h ,  E d u c a t i o n  
and Welfare. T h e i r  remarks, c h a l l e n g i n g  f i n a n c i a l  managers  
t o  p l a y  a s t r o n g  role  i n  r e s t o r i n g  p u b l i c  t r u s t  i n  Govern- 
ment ,  a re  d e t a i l e d  i n  P a r t  I of t h e  p r o c e e d i n g s .  

The luncheon  s e s s i o n ,  r e p o r t e d  i n  P a r t  11, was h i g h -  
l i g h t e d  by a welcoming speech by t h e  Honorable  E l m e r  B. 
S t a a t s ,  Comptroller G e n e r a l  of t h e  Un i t ed  S t a t e s .  The  
s e s s i o n  was capped by Mrs. Bet te  Anderson,  Under S e c r e t a r y  
of t h e  T r e a s u r y ,  p r e s e n t i n g  t h e  JFMIP F i n a n c i a l  Management 
Improvement Awards t o  two o u t s t a n d i n g  i n d i v i d u a l s .  

The a f t e r n o o n  s e s s i o n  consis ted of four  c o n c u r r e n t  
workshops  on a c c o u n t i n g  s y s t e m s ,  b u d g e t i n g  p r o c e s s ,  i n t e r -  
gove rnmen ta l  c o o p e r a t i o n ,  and i n s p e c t o r s  g e n e r a l .  The 
workshop s p e e c h e s ,  summarized by o u r  s t a f f  members, are 
p r e s e n t e d  i n  Par t  111. 

W e  w i sh  t o  e x p r e s s  our a p p r e c i a t i o n  t o  t h e  s p e a k e r s  
and p a r t i c i p a n t s  fo r  making t h i s  a successful  c o n f e r e n c e .  

Susumu Uyeda 
E x e c u t i v e  Director 
May 1979 
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PART I - PLENARY SESSION 

ADDRESS BY 
J O H N  WHITE 
DEPUTY DIRECTOR 
OFFICE O F  MANAGE- 
MENT AND BUDGET 

I t h i n k  y o u r  theme--Rebui ld ing  P u b l i c  T r u s t - - i s  obvi- 
o u s l y  o n e  t h a t  is p a r t i c u l a r l y  t i m e l y .  

I t  is a theme,  as  you know, t o  which t h i s  A d m i n i s t r a -  
t i o n  is d e e p l y  committed. P r e s i d e n t  Carter  w a n t s ,  and 
c o n t i n u a l l y  stresses t h i s ,  a n  e f f i c i e n t  gove rnmen t ,  as w e l l  
a s  o n e  t h a t  is good, j u s t  and d e c e n t .  

T h i s  is a n  o b j e c t i v e  h e  stressed i n  h i s  campaign and 
o n e  h e  h a s  c o n t i n u e d  t o  stress d u r i n g  h i s  A d m i n i s t r a t i o n .  

T h e r e  are  r e a l l y  two major aspects ,  i n  my t h i n k i n g ,  on 
t h i s  e f for t .  F i r s t ,  there  is  a c o n t i n u i n g  e f f o r t  t o  e l i m i n -  
a t e  f r a u d ,  as s i g n i f i e d  by t h e  I n s p e c t o r  G e n e r a l  Program 
and r e l a t e d  efforts.  T h i s  is a c r i t i c a l  e f f o r t  and  o n e  t o  
which  w e  a re  a l l  commit ted .  

The o ther  is t h e  o n e  t h a t  I want t o  t a l k  a b o u t  t o d a y ,  
and  t h a t  h a s  t o  do w i t h  t h e  program t o  improve management 
e f f i c i e n c y  and e f f e c t i v e n e s s .  A l l  of u s  F e d e r a l  managers  
are  commit ted  t o  t h i s  e f f o r t ,  and  I know you a l l  have  been  
commit ted  t o  it t h r o u g h o u t  y o u r  careers. T h e r e  is n o t h i n g  
r e a l l y  new h e r e .  
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What is new b a s i c a l l y  is j u s t  an  i n c r e a s e d  emphas i s  
and I t h i n k  an i n c r e a s e d  o p p o r t u n i t y  t o  make proaress.  The 
o p p o r t u n i t y  comes because of :  

--The P r e s i d e n t ' s  commitment, 
--The growing  c o n c e r n  of t h e  American p e o p l e  and t h e i r  

c o n t i n u i n g  demand t o  have  a competent government ,  
and 

--The f u l l  r e c o g n i t i o n  by t h e  Congres s  f o r  t h e  need 
f o r  an e f f i c i e n t  and competent government .  

W e  m u s t  place h i g h  p r i o r i t y  on t h e  need t o  f i g h t  i n f l a t i o n  
and t h e  a b i l i t y  t o  b u i l d  on  p a s t  s u c c e s s e s ,  and  w e  have  had 
many s u c c e s s e s .  L e t  m e  men t ion  j u s t  a few. 

F i r s t  ot a l l ,  t h e  C i v i l  S e r v i c e  Reform. We have  had 
a g g r e s s i v e  a c t i o n  unde r  way--and I know you a re  g o i n g  t o  
h e a r  from S c o t t y  Campbell--to i m p l e m e n t  t h e  p r o v i s i o n s  o f  
t h e  C i v i l  S e r v i c e  Reform A c t .  We a re  s e t t i n g  up t h e  new 
o r g a n i z a t i o n s  f o r  p e r s o n n e l  management and b e g i n n i n g  t o  
implement t h e  S e n i o r  E x e c u t i v e  S e r v i c e  and t h e  new merit 
pay  and pe r fo rmance  a p p r a i s a l  s y s t e m s ,  a l l  of wh ich  I t h i n k  
a re  c r i t i c a l  t o  our c o n t i n u i n g  emphas i s  on management 
e f f e c t i v e n e s s .  We have  a l r e a d y  s e e n  major r e o r g a n i z a t i o n s  
o f  t h e  E x e c u t i v e  O f f i c e  o f  t h e  P r e s i d e n t ,  t h e  I n t e r n a t i o n a l  
I n f o r m a t i o n  Agenc ie s ,  and t h e  Department  of Energy. 

We a re  now moving fo rward  w i t h  p r o p o s a l s  for c r e a t i n g  
a Department  of E d u c a t i o n  and for  r e o r g a n i z i n g  t h e  
a g e n c i e s '  c o n c e r n  w i t h  n a t u r a l  resources and community 
deve lopmen t ,  a s  well  as  a major new i n i t i a t i v e  w i t h  r e s p e c t  
t o  i n t e r n a t i o n a l  deve lopment  a s s i s t a n c e .  

W e  have  implemented ze ro -base  b u d g e t i n g .  I n  p r e p a r i n g  
for  t h e  1980 b u d g e t ,  a z e r o - b a s e  r e v i e w  was per formed on 
t h e  e n t i r e  budge t  for t h e  Government and t h i s  b e i n g  t h e  
second  y e a r ,  I t h i n k  w e  c a n  see major improvements  i n  those 
e f f o r t s .  As w e  have  g o t t e n  be t t e r ,  w e  have  improved t h e  
s o p h i s t i c a t i o n  of t h e  f i g u r e s .  We are  now d o i n g  cross- 
agency  r a n k i n g  and a n a l y s i s  of programs of v a r i o u s  a g e n c i e s  
i n  t h e  Government. I t h i n k  t h e  ZBB sys t em h a s  t a k e n  h o l d  
and w i l l  make a b i g  d i f f e r e n c e .  We have  a l s o  i n s t i t u t e d  a 
t h r e e - y e a r  p r o j e c t  i o n  of budge t  programs.  

We c o n t i n u e  t o  work on t h e  a n t i w a s t e  program. The  
A d m i n i s t r a t i o n  gave  s t r o n g  s u p p o r t  l a s t  y e a r  t o  t h e  I n s p e c -  
t o r  G e n e r a l  A c t .  The b i l l  e s t a b l i s h e d  o f f i ces  of i n s p e c t o r  
g e n e r a l  i n  t w e l v e  d e p a r t m e n t s  and a g e n c i e s ,  b r i n g i n g  t h e  
t o t a l  s t a t u t o r y  I G ' s  t o  1 4 .  
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The P r e s i d e n t  h a s  d i r e c t e d  e x t e n s i o n  o f  s i g n i f i c a n t  
f e a t u r e s  o f  t h e  I n s p e c t o r  G e n e r a l  program t o  o t h e r  d e p a r t -  
men t s  and a g e n c i e s .  The program is g e t t i n g  under  way, and 
I t h i n k  most o f  your  r e s p o n s e  so f a r  is v e r y  p o s i t i v e .  We 
are working  w i t h  t h e  Jus t i ce  Department  and h a v i n g  r e g u l a r  
m e e t i n g s  w i t h  t h e  a g e n c i e s  i n v o l v e d ,  i n  o r d e r  t o  c o o r d i n a t e  
t h i s  e f f o r t .  

As you know, t h e  A d m i n i s t r a t i o n  h a s  a l so  l aunched  a 
major e f f o r t  t o  a p p l y  b u s i n e s s l i k e  methods t o  Government 
c a s h  management. We have  a l r e a d y  made improvements t h a t  
w i l l  s a v e  $400 m i l l i o n  a y e a r ,  and w e  see o p p o r t u n i t i e s  f o r  
a n o t h e r  $600 m i l l i o n  a y e a r .  W e  c o n t i n u e  t o  stress t h a t  
e f f o r t .  

A l s o ,  t h e  P r e s i d e n t  h a s  e s t a b l i s h e d  a g o a l  of e l i m i -  
n a t i n g  a l l  b u t  e s s e n t i a l  paperwork r e q u i r e m e n t s  p l a c e d  on  
t h e  p u b l i c .  S i n c e  our o b j e c t i v e  is t o  have  o n l y  t h o s e  
r e p o r t s  t h a t  a re  a b s o l u t e l y  r e q u i r e d ,  w e  are  working w i t h  
t h e  G e n e r a l  Accoun t ing  O f f i c e  and t h e  Congres s  t o  i d e n t i f y  
and e l i m i n a t e  u n n e c e s s a r y  Federal r e p o r t s  t o  Congress .  We 
a re  c o n s i d e r i n g  p r o p o s i n g  an  Omnibus B i l l  t o  e l i m i n a t e  such  
u n n e c e s s a r y  r e p o r t i n g  bu rdens .  

T h e r e  is a c o n t i n u i n g  e f for t  i n  t h e  A d m i n i s t r a t i o n  f o r  
r e g u l a t o r y  r e fo rm.  I t  is a major i s s u e  w i t h  u s ,  b o t h  
b e c a u s e  of t h e  impor t ance  a s  t o  i t s e l f  and because  o f  t h e  
a n t i - i n f l a t i o n  aspects. We are committed,  a s  a n  Admini- 
s t r a t i o n ,  t o  s i m p l i f y  and l e s s e n  u n n e c e s s a r y  bu rdens  o f  
Federal r e g u l a t i o n  w h i l e  m e e t i n g  t h e  r e q u i r e m e n t s  o f  t h e  
l a w .  

The c o r n e r s t o n e  of t h i s  e f f o r t  is E x e c u t i v e  Orde r  
12044,  " Improving  Government R e g u l a t i o n s , "  which stresses 
improving  t h e  p r o c e s s  by which a g e n c i e s  manage t h e  deve lop -  
ment and i s s u a n c e  of r e g u l a t i o n s ,  and improving  t h e  a b i l i t y  
o f  t h e  p u b l i c  t o  u n d e r s t a n d  and p a r t i c i p a t e  i n  t h i s  
process. The Orde r ,  f o r  i n s t a n c e ,  stresses w r i t i n g  r e g u l a -  
t i o n s  i n  p l a i n  E n g l i s h  r a t h e r  t h a n  " l e g a l e s e . "  The re  are a 
number o f  o t h e r  e f f o r t s  unde r  way c u r r e n t l y  w i t h  respect t o  
r e g u l a t o r y  reform as  w e l l .  W e  are  f a m i l i a r  w i t h  t h e  marked 
success i n  t h e  a i r l i n e s ,  and w e  a n t i c i p a t e  some o t h e r  
p r o p o s a l s  t h i s  y e a r  i n  terms o f  d e r e g u l a t i o n .  

The P r e s i d e n t  h a s  e s t a b l i s h e d  a r e g u l a t o r y  committee 
made o f  t h e  r e g u l a t o r s  t h e m s e l v e s  and c h a i r e d  by t h e  Admin- 
i s t r a t o r  of t h e  Env i ronmen ta l  P r o t e c t i o n  Agency. So you 
w i l l  c o n t i n u e  t o  see major accompl i shmen t s  on t h e  p a r t  o f  
t h e  A d m i n i s t r a t i o n  a s  w e  t r y  t o  s t r e a m l i n e  t h e  r e g u l a t o r y  
process w h i l e  a l so  mee t ing  o u r  v a r i o u s  o b l i g a t i o n s  unde r  
t h e  laws. 
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We a re  t r y i n g  t o  c u t  r e d  tape and r e f o r m  admin- 
i s t r a t i o n  o f  Federal programs for S t a t e  and local  g r a n t  
r e c i p i e n t s .  W e  have  come a l o n g  way i n  s t a n d a r d i z i n g  and 
s i m p l i f y i n g  t h e s e  p r o c e d u r e s  and w e  a r e  e n c o u r a g i n g  t h e  
S t a t e s  a l so  t o  s t a n d a r d i z e  t h e i r  programs.  

We a re  s t r e s s i n g  a u d i t  r e fo rm.  The P r e s i d e n t  h a s  
d i r e c t e d  d e p a r t m e n t s  and a g e n c i e s  t o  d o  a b e t t e r  j o b  o f  
c o o r d i n a t i n g  a u d i t s  o f  F e d e r a l l y  a s s i s t e d  programs;  and h e  
h a s  c a l l e d  on a g e n c i e s  t o  place g r e a t e r  r e l i a n c e  on S t a t e  
and l oca l  a u d i t s  and t o  u s e  a s i n g l e  a u d i t  g u i d e  i n s t e a d  o f  
t h e  100 or  so t h a t  are now i n  use .  I am op t imis t i c  w e  c a n  
make t h a t  program a s u c c e s s  as  w e l l .  

T h i s  pa r t i cu la r  a u d i e n c e  p r o v i d e s  me w i t h  a r e a l  
o p p o r t u n i t y  t o  d i s c u s s  major new i n i t i a t i v e s ,  which w e  have  
been  working  on a t  OMB and w i t h  t h e  GAO i n  t h e  l a s t  several  
months.  

One o f  o u r  major d i s a p p o i n t m e n t s  h a s  been t h e  s l o w n e s s  
i n  improving  t h e  e f f i c i e n c y  w i t h  respect t o  agency  f i n a n -  
c i a l  s y s t e m s .  We c o n t i n u e  t o  r e c e i v e  reports  o f  major 
breakdowns i n  fund c o n t r o l ,  w i t h  m i l l i o n s  o f  d o l l a r s  b e i n g  
o v e r - o b l i g a t e d .  We c o n t i n u e  t o  l e a r n  a b o u t  b i l l i o n s  of 
d o l l a r s  i n  u n r e s o l v e d  a u d i t  f i n d i n g s ,  a b o u t  m i l l i o n s  i n  
u n s p e n t  g r a n t  f u n d s ,  about u n c o n t r o l l e d  overtime costs,  
about slow and careless  d e b t - c o l l e c t i o n  pract ices ,  and so 
on and so on.  

We are d e e p l y  conce rned  a b o u t  t h e s e  matters and d e t e r -  
mined t o  make major improvements.  The Director h a s  a l r e a d y  
t a k e n  a number of i n i t i a t i v e s  i n  t h i s  r e g a r d  and w e  are  now 
p r o p o s i n g  t o  l a u n c h  a comprehens ive  progam for improving  
t h e  Government ' s  f i n a n c i a l  sys t ems .  

T o  i n i t i a t e  t h i s  program, w e  have  selected n i n e  
p r i o r i t y  areas.  These are  a reas  i n  which w e  w i l l  now be 
t u r n i n g  t o  a l l  o f  t h e  v a r i o u s  d e p a r t m e n t s  and a g e n c i e s  i n  
o r d e r  t o  p u t  pa r t i cu la r  stress on improvement and w e  w i l l  
be  m o n i t o r i n g  t h a t  p r o g r e s s  v e r y  c l o s e l y .  

F i r s t  o f  a l l ,  a c c o u n t i n g  sys t ems :  We i n t e n d  t o  
i d e n t i f y  t h e  p rob lems  t h a t  r ema in  and have  impeded GAO 
a p p r o v a l  o f  s y s t e m s  for almost 30  y e a r s  and t o  work w i t h  
GAO and a g e n c i e s  t o  r e s o l v e  them. We a re  commit ted t o  
g e t t i n g  GAO a p p r o v a l  o f  a l l  agency  sys t ems .  

Second,  a g a i n  working w i t h  GAO, w e  i n t e n d  t o  upgrade  
i n t e r n a l  c o n t r o l  s y s t e m s  t o  head  o f f  f r a u d ,  a b u s e ,  waste, 
and i n e f f i c i e n c y .  
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T h i r d ,  w e  need  t o  k e e p  up t h e  momentum w i t h  respect t o  
c a s h  management,  and w e  want t h e  government  t o  d o  a s  good a 
job  of h a n d l i n g  f u n d s  as is done  i n  t h e  bes t  of t h e  p r i v a t e  
sector. 

F o u r t h ,  w e  are g o i n g  t o  c o n t i n u e  t o  stress a u d i t  
f o l l o w u p .  The e n t i r e  a u d i t  process is p o i n t l e s s  u n l e s s  
a g e n c i e s  r e s o l v e  f i n d i n g s  properly and p r o m p t l y .  T h i s  is a 
matter  of g r e a t  c o n c e r n  t o  t h e  C o n g r e s s ,  and w e  e x p e c t  t o  
revise o u r  A u d i t  C i r c u l a r  s h o r t l y  t o  stress t h e  i m p o r t a n c e  
of a u d i t  f o l l o w u p .  

F i f t h ,  w e  have  uncove red  i n  t h e  b u d g e t  process major 
problems w i t h  respect t o  o u t l a y  e s t i m a t i n g .  W e  a r e  g o i n g  
t o  work p a r t i c u l a r l y  h a r d  t h i s  y e a r  w i t h  t h e  a g e n c i e s  t o  
improve  t h e  a c c u r a c y  and  t i m e l i n e s s  of o u t l a y  estimates i n  
t h e  b u d g e t .  T h i s  is a c r i t i c a l  area f o r  u s  and for t h e  
C o n g r e s s  i f  w e  are t o  manage a n  e f f e c t i v e  program. 

The s i x t h ,  GAO h a s  d e t a i l e d  major d e b t - c o l l e c t i o n  
i n e f f i c i e n c i e s .  Here, w e  need  t o  improve a c c o u n t i n g  
p r o c e d u r e s  and g e t  a g e n c i e s  t o  i n s t i t u t e  prompt, a g g r e s s i v e  
c o l l e c t i o n  a c t i o n .  T h e r e  are  many, many m i l l i o n s  a t  s t a k e  
i n  d e b t  c o l l e c t i o n .  We are l o o k i n g  f o r  a g e n c i e s  t o  i n s t i -  
t u t e  a new program and make major improvements  i n  t h e  
area. 

S e v e n t h ,  you have  read i n  t h e  press a b o u t  o v e r t i m e  
a b u s e s .  They are  s e r i o u s  a n d ,  a g a i n ,  t h e y  r e f l e c t  o u r  l a c k  
o f  o v e r a l l  management c o n t r o l .  We w i l l  be  t a k i n g  s teps  t o  
i n s t i t u t e  t i g h t e r  b u d g e t  c o n t r o l s ,  t o  r e q u i r e  more a c c u r a t e  
and  s p e c i f i c  a c c o u n t i n g ,  and  t o  implement  s t r ic te r  a p p r o v a l  
p r o c e d u r e s  f o r  p r e v e n t i n g  these a b u s e s  from o c c u r r i n g  i n  
t h e  f u t u r e .  

E i g h t h ,  w e  w i l l  u n d e r t a k e  a major r e v i e w  o f  g r a n t  
f i n a n c i n g ,  w i t h  a n  i n c r e a s e d  u s e  of l e t t e r s - o f - c r e d i t  a n d  
e l e c t r o n i c s  f u n d s  t r a n s f e r s  t o  p r o m p t l y  r e c o v e r  u n s p e n t  
f u n d s .  

N i n t h ,  w e  w i l l  be e m p h a s i z i n g  g r a n t  a c c o u n t a b i l i t y  
w i t h  t h e  f u l l  i m p l e m e n t a t i o n  of OMB C i r c u l a r s  d e a l i n g  w i t h  
cost  p r i n c i p l e s  and a d m i n i s t r a t i v e  r e q u i r e m e n t s .  

T h a t  is j u s t  t h e  b e g i n n i n g  b u t  I t h i n k  it is a b i g  
b e g i n n i n g  and v e r y  i m p o r t a n t .  W e  w i l l  add o ther  aspects  t o  
t h i s  program as  w e  may proceed o n  t h e s e .  
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Each agency  w i l l  be asked t o  take immediate  a c t i o n  t o  
e s t a b l i s h  a work s c h e d u l e  t o  b r i n g  about t h e  improvements  
needed  i n  e a c h  o f  t h e  p r i o r i t i e s  areas.  

T h i s  program w i l l  be conduc ted  w i t h  t h e  f u l l  coope ra -  
t i o n  o f  t h e  Comptroller G e n e r a l  and h i s  s t a f f .  They have  
a l r e a d y  h e l p e d  u s  i d e n t i f y  our p r i o r i t i e s  and we hope and 
a n t i c i p a t e  t h a t  t h e y  w i l l  be a b l e  t o  work w i t h  u s  i n  
i d e n t i f y i n g  agency  weaknesses  and s t r e n g t h s .  The OMB s t a f f  
w i l l  m o n i t o r  t h e  p r o g r e s s  o f  improvement a c t i o n s  i n  t h e s e  
a g e n c i e s ,  and w e  hope t o  g e t  t h e  h e l p  o f  t h e  GAO. 

Arrangements  w i l l  be made f o r  p r o v i d i n g  spec ia l  h e l p  
t o  a g e n c i e s  when needed.  W e  a n t i c i p a t e  e s t a b l i s h i n g  
special  t a s k  f o r c e s  a s  t h e y  a re  needed i n  t h e  a g e n c i e s .  

I n  o u r  upcoming s p r i n g  budge t  r e v i e w ,  w e  p l a n  t o  h a v e  
a c r o s s - c u t t i n g  s e s s i o n  d e a l i n g  s p e c i f i c a l l y  w i t h  t h e  
f i n a n c i a l  p r i o r i t i e s  program and we i n t e n d  t o  i n t e g r a t e  
t h i s  program i n t o  e v e r y  s t e p  of t h e  budge t  process. T h i s  
is  n o t  someth ing  t h a t  w e  a re  d o i n g  a t  t h e  p r e s e n t  t i m e .  I t  
is someth ing  w e  i n t e n d  t o  d o  o v e r  t h e  n e x t  several  months,  
and  so it w i l l  p r o b a b l y  take y e a r s ,  and w e  i n t e n d  t o  
i n t e g r a t e  t h i s  i n t o  t h e  r e g u l a r  budge t  p r o c e s s  so w e  can  
measure o u r  improvements ,  a s  w e  d o  w i t h  e v e r y t h i n g  e l se  i n  
t h e  budget .  We t h i n k  t h a t  t h i s  is c r i t i c a l  t o  our s u c c e s s  
i n  t h e  program. T h i s  i n t e g r a t i o n  o f  f i n a n c i a l  management 
and budge t  is e s s e n t i a l  t o  improve t h e  e f f e c t i v e n e s s  o f  our 
o v e r a l l  management e f f o r t .  

Obv ious ly ,  t o  have  t h i s  program s u c c e e d ,  w e  need your  
s u p p o r t .  For p e r h a p s  t h e  f i r s t  time i n  h i s t o r y ,  w e  have  a 
P r e s i d e n t  who is g e n u i n e l y  i n t e r e s t e d  i n  t h e  e f f i c i e n c y  o f  
government ,  and we have  a Congres s  t h a t  is becoming 
i n c r e a s i n g l y  conce rned  about t h i s  same subjec t .  Director 
McIn ty re  h a s  p l e d g e d  our f u l l  s u p p o r t  t o  t h i s  e f f o r t .  

W e  have  OMB l e a d e r s h i p  and GAO l e a d e r s h i p  i n  agreement  
on  what t hese  problems a r e  and how t o  a t t a c k  them. I t h i n k  
w e  have  t h e  b l u e p r i n t  f o r  success. What w e  need t o  make 
t h e  s u c c e s s  happen is  your  c o o p e r a t i o n .  

W e  must d i s p l a y  e f f i c i e n c y  and e f f e c t i v e n e s s  t o  t h e  
p u b l i c ,  and  w e  m u s t  show areas  where  w e  have, i n  f a c t ,  made 
major improvements .  I t h i n k  t h i s  program, w i t h  i t s  n i n e  
p r i o r i t i e s ,  p r o v i d e s  a n  o p p o r t u n i t y  for  u s  t o  do t h a t .  

I t h i n k  it is t i m e  now t o  move ahead on a l l  these 
g r o u n d s ,  and you w i l l  be h e a r i n g  more from u s  i n  t h i s  
r e g a r d .  
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We know w e  c a n  c o u n t  on your  h e l p ,  your  s u g g e s t i o n s ,  
and  y o u r  c o n t i n u e d  h a r d  work. 

QUESTIONS AND ANSWERS 

MR. LORDAN: We w i l l  h a v e  an o p p o r t u n i t y  now f o r  q u e s -  
t i o n s .  ( B e c a u s e  o f  D r .  W h i t e ' s  d e p a r t u r e  a t  t h i s  time d u e  
t o  p r io r  commitments ,  Mr. J o h n  Lordan ,  t h e  JFMIP S t e e r i n g  
C o m m i t t e e  member from t h e  O f f i c e  of Management and Budge t ,  
answered  q u e s t i o n s  r e l a t i n g  t o  t h e  a d d r e s s . )  

QUESTION: I n  t h e  p a s t ,  t h e  OMB h a s  been  c r i t i c i z e d ,  
sometimes u n j u s t i f i a b l y ,  t h a t  you i s s u e  c i r c u l a r s ,  po l icy  
g u i d a n c e ,  and  r e a l l y  d o  n o t  make an  attempt to  f o l l o w  up  on  
them. I n  t h i s  n i n e - p o i n t  program t h a t  D r .  Whi te  j u s t  
m e n t i o n e d ,  what  d o  you i n t e n d  t o  d o  t o  m o n i t o r  t h e  pro- 
g r e s s ?  

MR. LORDAN: I t h i n k  t h e  Director and Deputy  Director 
a re  commit ted  t o  a program of f i n a n c i a l  p r io r i t i e s  and  t h e y  
e x p l a i n e d  t h a t  t o  t h e i r  k e y  b u d g e t  s t a f f ,  and w i l l  c o n t i n u e  
t o  stress t h a t  i n  d e a l i n g s  w i t h  t h e i r  key  b u d g e t  s t a f f .  
By h a v i n g  b u d g e t  e x a m i n e r s  and program a s s i s t a n t  d i r e c t o r s  
c o n c e r n e d  a b o u t  f i n a n c i a l  p r i o r i t i e s ,  w e  c a n  k e e p  t h e  
a t t e n t i o n  of t h e  a g e n c i e s  on t h o s e  i s s u e s  and f o l l o w  
t h r o u g h  on  some of t h e  i n n o v a t i v e  work t h a t  w e  know i s  
g o i n g  on  t h r o u g h o u t  t h e  government .  

QUESTION: D r .  Whi te  men t ioned  t h e  e f f o r t  t o  c o n s o l i -  
d a t e  t h e  m u l t i p l e  a u d i t  g u i d e s  i n t o  a s i n g l e  one .  Any th ing  
more o n  t h e  p o s s i b l e  t i m e t a b l e ?  

MR. LORDAN: T h e r e  was a d r a f t  o f  a p r o p o s e d  OMB 
c i r c u l a r  t h a t  was d i s t r i b u t e d  by t h e  Director back  i n  
December which a t t a c h e d  a n  a u d i t  g u i d e  d e v e l o p e d  p r i m a r i l y  
by t h e  G e n e r a l  Accoun t ing  O f f i c e .  W e  have  r e c e i v e d  comment 
on  i t .  The n e x t  s t e p  would be  t o  make some c h a n g e s  based  
o n  t h e  comments and p u b l i s h  i t  i n  The F e d e r a l  Regis ter  f o r  
b r o a d e r  comment. We e x p e c t  t o  do t h a t  w i t h i n  t h e  n e x t  
c o u p l e  o f  months.  

QUESTION: What is t h e  n a t u r e  of t h e  spec ia l  h e l p  t h a t  
t h e  a g e n c i e s  m i g h t  be a b l e  t o  g e t  from OMB i n  t h i s  area? 

MR. LORDAN: We a n t i c i p a t e  p o s s i b l y  s e t t i n g  up t a s k  
forces i n  c e r t a i n  of t h e  p r i o r i t y  a reas .  These  people 
cou ld  g o  t o  a n  agency  and p r o v i d e  some l i m i t e d  a s s i s t a n c e .  

- 7 -  



O f t e n ,  g r o u p s  like t h i s  can b r i n g  a f r e s h  p e r s p e c t i v e  or 
b r i n g  i n f o r m a t i o n  from ano the r  agency  a s  t o  how someth ing  
h a s  been  done.  W e  hope t o  have  t a s k  forces e s t a b l i s h e d  and 
o p e r a t i n g  by summer .  The key  t o  it  is t h e  work t h a t  you 
a l l  do back a t  t h e  a g e n c i e s ,  t h a t  is where t h e  r ea l  
s t r e n g t h  of t h i s  Government is. 

QUESTION: C o u l d  w e  have  a l i t t l e  more i n f o r m a t i o n  
a b o u t  w h a t  was meant by "cross  agency  r a n k i n g  and  
a n a 1 y s i s I' ? 

MR. LORDAN: T h e r e  was a process used l a s t  y e a r  and 
t h i s  y e a r ,  w h i c h  is a t  t h e  f i n a l  s t a g e s  of budge t  fo rmula -  
t i o n .  O u r  assoc ia te  directors  s i t  down w i t h  t h e i r  l ist  of 
p r i o r i t y  programs,  t h e i r  piece of t h e  b u d g e t ,  i f  you w i l l .  
They t a k e  a l l  those p i e c e s  and s a y ,  is t h e r e  a n y t h i n g  on 
y o u r  l i s t  t h a t  wou ld  n o t  make my l i s t ?  Tha t  is, t a k i n g  t h e  
l a r g e s t ,  compar ing  t h o s e  f i n a l  dec is ion ,  or  almost f i n a l  
d e c i s i o n ,  across  agency  or d e p a r t m e n t  l i n e s ,  t o  see i f  
t h e r e  is a c o n s i s t e n t  v a l u e  judgment .  

The re  was a c r o s s - c u t  l a s t  s p r i n g  and there  w i l l  be 
more of them t h i s  s p r i n g .  T h i s  y e a r  t h e r e  w i l l  be one on 
t h e  f i n a n c i a l  p r i o r i t i e s  program, as  w e l l  as some o t h e r s  
t h a t  are i n  program areas .  T h e  e f f o r t  is t o  look a t  t h e  
i s s u e  a l o n g  c ross -agency  l i n e s  r a t h e r  t h a n  a t  i n d i v i d u a l  
b u d g e t s .  I f  w e  can  l o o k  a t  them e a r l i e r  and t r y  t o  
e s t a b l i s h  some cross-cut p o l i c y  and p u t  o u t  g u i d e l i n e s  t o  
t h e  a g e n c i e s  before t h e y  b e g i n  t h e  p r o c e s s ,  it seems to  be 
more p r o d u c t i v e .  

QUESTION: A l o t  of p e o p l e  f e e l  a ZBB h a s  g e n e r a t e d  
more paperwork. Can you e x p l a i n  how ZBB h e l p s  OMB make 
d e c i s i o n s ?  

MR. LORDAN: Zero-base b u d g e t i n g  produced  a d d i t i o n a l  
paperwork a t  t h e  v e r y  b e g i n n i n g  of t h e  ZBB program. Direc- 
tor McIn ty re  stressed h i s  c o n c e r n  t h a t  it n o t  become an 
unwie ldy  paperwork p r o c e s s .  Every e f f o r t  w a s  made a t  t h e  
b e g i n n i n g  t o  h o l d  t h e  paperwork down t o  a minimum. I t  was 
n o t  t u l l y  successfu l :  and i n  many i n s t a n c e s ,  t h e r e  was more 
paperwork  g e n e r a t e d  t h a n  w e  needed. 

Each y e a r ,  w e  have  t o  f i n d  ways of d o i n g  i t  more 
s i m p l y ,  and more c l e a n l y .  I t  h a s  a i d e d  t h e  d e c i s i o n m a k i n g  
p r o c e s s .  The o p p o r t u n i t y  t o  look a t  i ssues  across agency  
l i n e s  was n o t  t h e r e  before. The o p p o r t u n i t y  to  l o o k  a t  
g e n u i n e  r a n k i n g  of programs,  r a t h e r  t h a n  of c a t e g o r i e s  of 
e x p e n s e ,  was n o t  t he re  before. 
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ZBB e n h a n c e s  t h e  process c o n s i d e r a b l y  from o u r  v iew 
and our hope is it  h a s  done  t h e  same t h i n g  i n  d e p a r t m e n t s  
and  a g e n c i e s .  My f e e l i n g  is any  time you t a k e  a new c u t  o f  
t h e  b u d g e t  process and do t h i n g s  d i f f e r e n t l y  t h a n  h a s  been  
done  b e f o r e ,  you l e a r n  f rom it  and g e t  a b e t t e r  under -  
s t a n d i n g .  We have  t o  worry  a b o u t  paperwork  problems a t  
e v e r y  s t a g e .  

QUESTION: W e  are d e v e l o p i n g  a c e n t r a l i z e d  a u d i t  
f o l l o w u p  sys tem.  W i l l  OMB be coming o u t  w i t h  g u i d e l i n e s ?  
I am c o n c e r n e d  w e  migh t  have  a r e t r o f i t  program. 

MR. LORDAN: I do n o t  t h i n k  a n y t h i n g  w e  d o  is l i k e l y  
t o  a f f e c t  t h e  t r a c k i n g  process. The re  are d i f f e r e n t  ways 
o f  t r a c k i n g  a s  t h e r e  are d i f f e r e n t  ways o f  g a t h e r i n g  
i n f o r m a t i o n  and k e e p i n g  it unde r  c o n t r o l .  

B u t  t h e  second  aspect is t h e  one  w e  are  more c o n c e r n e d  
w i t h ,  and t h a t  is t h e  a i l d i t  r e s o l u t i o n  sys t em.  I t  is n o t  
enough t o  k e e p  t r a c k  6 f  what t h e  a u d i t o r s  have  done.  What 
w e  have  t o  d e t e r m i n e  is what a c t i o n  h a s  been t a k e n .  I t  is 
a c t i o n  f o l l o w u p  t h a t  w e  a r e  conce rned  w i t h .  The Director 
h a s  a d e e p  c o n c e r n  w e  may n o t  have  enough g u i d a n c e  d e a l i n g  
w i t h  a u d i t  r e s o l u t i o n .  O u r  g u i d a n c e ,  I t h i n k ,  is  g o i n g  t o  
c o n c e n t r a t e  more on t h a t  t h a n  on t r a c k i n g  s y s t e m s .  

QUESTION: What a re  D r .  W h i t e ' s  p r ior i t ies  for t h e  
a p p r o v a l  o f  v a r i o u s  a g e n c i e s '  a c c o u n t i n g  s y s t e m s  by GAO? 
Some o f  t h e  a g e n c i e s  have  been  working  w i t h  GAO, working  
w i t h  them f o r  maybe t e n  y e a r s ,  and t h e y  s t i l l  have  n o t  
r e c e i v e d  a p p r o v a l .  What, i f  any ,  f i r m  p l a n s  are  t h e r e  t o  
i m p l e m e n t  or  a c c o m p l i s h  t h a t  p r i o r i t y ?  

MR. LORDAN: 1 - t h i n k ,  f o r  o n e  t h i n g ,  t h e r e  is more 
t o p - l e v e l  management i n t e r e s t  i n  t h i s  s u b j e c t  t h a n  w e  have  
s e e n  before. The a g e n c i e s  have  s u f f e r e d  from a l a c k  of 
resources t o  g e t  changes  made. I t h i n k  w e  have  a number o f  
o f f i c i a l s  more s e n s i t i v e  t o  t h a t  t h a n  w e  h a v e  s e e n  i n  t h e  
pas t .  I t  a p p e a r s  l i k e l y  t o  m e  t h a t  resources are  g o i n g  t o  
b e  a v a i l a b l e  t o  g e t  t h e  j o b  done.  

I n  coming t o  a n  ag reemen t  w i t h  t h e  GAO on s y s t e m s ,  w e  
t h i n k  w e  c a n  p l a y  a l i t t l e  more a g g r e s s i v e  ro l e  t h a n  w e  
have  done b e f o r e .  We c a n  g e t  t h e  s t a f f  working  more w i t h  
t h e  a g e n c i e s  and  t h e  GAO. D i f f e r e n c e s  o f t e n  need somebody 
t o  med ia t e .  W e  c a n  o f f e r  t o  h e l p  i n  n e g o t i a t i n g  t h e  f i n a l  
few d i f f e r e n c e s .  I t  may mean t h e  d i f f m c e  between 
a p p r o v a l  and l a c k  o f  a p p r o v a l .  
role,  i f  you w i l l .  

We w i l l  p l a y  t h e  b r o k e r  
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QUESTION: D r .  W h i t e  t a l k e d  about s a v i n g s  of $400  
m i l l i o n  because of improvements  i n  cash management. H e  
a l s o  t a lked  about a d d i t i o n a l  s a v i n g s .  Can you be specif ic  
a s  t o  t h e  l a t t e r ?  

MR. LORDAN: I n  t h e  P r e s i d e n t ' s  budget for  1980,  there  
are  a number of p roposed  c h a n g e s  which w i l l  a f f e c t  t h e  
budge t  and which a re  a l r e a d y  t a k i n g  p l a c e .  Those w i l l  
t o t a l  t o  abou t  $ 4 0 0  m i l l i o n  a y e a r ,  i n  i n t e r e s t  s a v i n g s .  
The o the r s  have  n o t  been announced p u b l i c l y ,  b u t  have  been 
i d e n t i f i e d  and t h u s  w i l l  g i v e  u s  a n  o p p o r t u n i t y  for  more 
t h a n  d o u b l i n g  what we have  done t o  date.  Many of t h o s e  
w i l l  require l e g i s l a t i o n  and I t h i n k  it is bet ter  t o  wait 
u n t i l  t h e y  have  been announced i n  d e t a i l .  

Four  hundred m i l l i o n  is i n  t h e  p r e s e n t  b u d g e t ,  and  
$600 m i l l i o n  more have  been i d e n t i f i e d  t o  be implemented i n  
n e x t  y e a r ' s  budge t .  We are  t a l k i n g  abou t  a b i l l i o n  d o l -  
l a rs .  I t h i n k  t he re  is more beyond t h i s .  

Thank you a l l .  

SCENES FROM 
PLENARY SESSION 
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ADDRESS BY 
ALAN K. CAMPBELL 
DIRECTOR 
OFFICE OF PERSON- 
NEL MANAGEMENT 

I am g o i n g  t o  t a l k  t o d a y  a b o u t  some matters r e l a t e d  t o  
what  I b e l i e v e  c a n  be  s i g n i f i c a n t  s p i n o f f s  from C i v i l  
S e r v i c e  Reform i n  terms o f  improving  t h e  e f f e c t i v e n e s s  and 
e f f i c i e n c y  o f  Government ,  and  r e l a t e  t h a t  p r i m a r i l y  t o  
i s s u e s  of p u b l i c - s e c t o r  p r o d u c t i v i t y .  

The i s s u e  o f  t h e  p r o d u c t i v i t y  of t h e  American economy 
h a s  become a top p u b l i c  c o n c e r n .  I p e r h a p s  need c i t e  o n l y  
t h i s  y e a r ' s  Annual Report o f  t h e  C o u n c i l  of Economic 
A d v i s o r s ,  where a g r e a t  deal  of a t t e n t i o n  is p a i d  t o  t h a t  
problem, and  some e f f o r t s  made t o  e x p l a i n  t h e  r a t h e r  d i s m a l  
record of t h e  American economy o v e r  t h e  past  s i x  t o  t e n  
y e a r s  r e l a t i v e  t o  p r o d u c t i v i t y .  

O b v i o u s l y ,  t h e r e  is a close r e l a t i o n s h i p  be tween t h e  
p r o d u c t i v i t y  f i g u r e s  and  t h e  i n f l a t i o n  f i g u r e s  which  face 
t h i s  c o u n t r y ,  and t h e y  have  a c u m u l a t i v e  impact, i f  o n e  
a n a l y z e s  t h e  means by which  pay  is se t  i n  t h e  American 
economy. I f  you a r e  o n l y  g e t t i n g  o n e  and a h a l f  p e r c e n t  of 
p r o d u c t i v i t y  i n c r e a s e  i n  any  g i v e n  y e a r ,  and  t h e  a v e r a g e  
p a y  i n c r e a s e  f o r  t h o s e  y e a r s  r u n s  s e v e n ,  e i g h t ,  or n i n e  
p e r c e n t ,  t h e  r e s u l t  is a v e r y  s u b s t a n t i a l  g a p  t h a t  c a n  b e  
f i l l e d  o n l y  w i t h  price i n c r e a s e s .  U n l e s s  t h e  c o r r e c t i o n s  
t h a t  a r e  made i n  t h e  economy p l a y  back o n  p r o d u c t i v i t y ,  
there  c a n n o t  be a long- t e rm improvement i n  t h e  i n f l a t i o n  
s i t u a t i o n .  

- 11 - 



N o w ,  n o r m a l l y ,  t h i s  matter is d i s c u s s e d  almost e x c l u -  
s i v e l y  i n  r e l a t i o n  t o  t h e  p r i v a t e  sector.  I n  p a r t ,  t h a t  is  
b e c a u s e  it is o n l y  i n  t h e  p r i v a t e  sector t h a t  w e  have  a 
t e c h n i q u e  f o r  a c t u a l l y  m e a s u r i n g  p r o d u c t i v i t y  change  o v e r  
t i m e .  I t  h a s  o n l y  been  i n  t h e  l a s t  g e n e r a t i o n - -  when 
Government h a s  come t o  perform a s u f f i c i e n t  p o r t i o n  o f  t h e  
t o t a l  economy's  a c t i v i t i e s - - t h a t  o n e  needed  t o  wor ry  a b o u t  
p r o d u c t i v i t y  i n  t h e  p u b l i c  sector. Now,  however ,  a t h i r d  
o f  t h e  Gross Nat ional  P r o d u c t  is r e p r e s e n t e d  by F e d e r a l ,  
S t a t e  and local  e x p e n d i t u r e s  i n  o u r  economy. For  t h i s  
r e a s o n ,  i f  t h e r e  is n o t  improvement i n  p r o d u c t i v i t y  i n  t h e  
p u b l i c  sector ,  it w i l l  become a t r emendous  d r a g  o n  t h e  
t o t a l  economy. 

The t h i n g  a b o u t  t h a t  which is p e r h a p s  most d i s t u r b i n g  
is t h a t  w e ,  i n  f a c t ,  do n o t  e f f e c t i v e l y  measu re  how w e l l  
t h e  p u b l i c  sector is d o i n g ,  and t h e r e  are ,  i n d e e d ,  s e r i o u s  
measurement  problems when you d o  n o t  h a v e  a price s y s t e m  
w i t h  which t o  measu re  t h e  f i n a l  o u t p u t .  However, I am 
c o n v i n c e d  w e  are c l e v e r  enough and i n n o v a t i v e  enough t o  d o  
s o m e t h i n g  a b o u t  t h a t .  

To some d e g r e e ,  t h e  F e d e r a l  p rogram which e x i s t s  is a 
s t e p  i n  t h a t  d i r e c t i o n ,  d e s p i t e  t h e  f a c t  it n e e d s  s u b s t a n -  
t i a l  improvement;  improvement I hope  w e  w i l l  be a b l e  t o  
a c c o m p l i s h  i n  c o n s u l t a t i o n  w i t h  t h e  Bureau  of Labor  
S t a t i s t i c s  and OMB, i n  t h e  n e a r  f u t u r e .  

A l l  of t h i s ,  I t h i n k ,  c l o s e l y  r e l a t e s  t o  t h e  theme of 
t h i s  c o n f e r e n c e ,  which is, " R e b u i l d i n g  P u b l i c  C o n f i d e n c e  i n  
Government ."  W e  a re  a l l  aware t h a t  e v e r y o n e ,  i n  almost a n y  
s p e e c h  g i v e n  t h e s e  d a y s ,  c i t e s  P r o p o s i t i o n  13 a s  a measure  
o f  t h e  l a c k  of c o n f i d e n c e  i n  government .  W e  a l so  h a v e  a 
s u b s t a n t i a l  amount of p o l l i n g  i n f o r m a t i o n ,  which i n d i c a t e s  
t h a t  a g r e a t  d e a l  of t h e  p u b l i c  a t t i t u d e s  are  n o t  b a s e d  on  
a b e l i e f  t h a t  what Government d o e s  is n o t  i m p o r t a n t .  Q u i t e  
t h e  c o n t r a r y .  B o t h  G a l l u p  and  Harr i s  h a v e  d e m o n s t r a t e d  
t h a t  i f  t h e  p u b l i c  were c o n v i n c e d  t h a t  c u t t i n g  back  on 
t a x e s  and e x p e n d i t u r e s  would ,  i n d e e d ,  reduce s e r v i c e s ,  t h e y  
would n o t  v o t e  for s u c h  c u t s .  The f a c t  t h e y  are v o t i n g  f o r  
t hem is a measu re  of t h e i r  c o n v i c t i o n  t h a t  t he re  is  sub-  
s t a n t i a l  waste i n  t h e  s y s t e m  and t h a t  o n e  c a n ,  i n  f a c t ,  
m a i n t a i n  c u r r e n t  l e v e l s  of s e r v i c e  w i t h  lower e x p e n d i -  
t u r e s .  

IJ 

For a l l  of u s ,  i t  would seem t o  be a matter of c o n s i d -  
e rab le  c o n c e r n  t h a t  w e  a r e  n o t  i n  a p o s i t i o n  t o  d e m o n s t r a t e  
t h a t  t h e s e  v i e w s  a re  wrong, b u t  w e  do n o t  h a v e  t h e  d a t a .  
W e  c a n n o t  s a y  what  c u t b a c k  would r e d u c e  s e r v i c e s  t o  what  
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d e g r e e .  I s u g g e s t  t h a t  for s u b s t a n t i a l  c o n f i d e n c e  t o  be  
r e s t o r e d ,  w e  must  g e t  (on w i t h  t h e  k i n d s  of e f f o r t s  n e c e s -  
s a ry  t o  d e a l  w i t h  t h a t  measurement  problem. 

One need  n o t  rec i te  what I c o n s i d e r  p e r h a p s  t h e  most 
s e r i o u s  d a n g e r  f a c i n g  Government i n  t h e  c o u n t r y  t o d a y :  t h e  
demand f o r  a C o n s i t i t u t i o n a l  amendment t o  r e q u i r e  a 
b a l a n c e d  b u d g e t .  As f i n a n c i a l  e x p e r t s ,  I would t r u s t  you 
r e a l i z e  b e t t e r  t h a n  most t h e  f o l l y  of t h a t  e f f o r t ,  t h e  k i n d  
of i n f l e x i b i l i t y  t h a t  it would b r i n g  t o  t h e  system. Y e t ,  
t h e  p u b l i c  demand for  i t  appears t o  be  almost ove rwhe lming ,  
and u n l e s s  w e  are  a b l e  t o  d e m o n s t r a t e  t h a t  t h e  Government 
is, i n  f a c t ,  e f f e c t i v e  and  e f f i c i e n t ,  it is t h a t  k i n d  of 
b road-based  e f for t  t h a t  w i l l  l e a d  t o  a r e d u c t i o n  i n  t h e  
a b i l i t y  of Government t o  b e  r e s p o n s i v e  i n  t h e  f u t u r e  t o  t h e  
v e r y  k i n d s  of t h i n g s  t h a t  t h e  p u b l i c  w i l l  p r e d i c t a b l y  be  
demanding.  

What d o  w e  need  t o  do?  F i r s t ,  t o  u n d e r s t a n d  p roduc -  
t i v i t y  i n  t h e  p u b l i c  sector: s e c o n d ,  t o  improve i t ;  a n d ,  
t h i r d ,  t o  u s e  it as  a way of d e m o n s t r a t i n g  t h e  d e g r e e  t o  
which  w e  c a n  improve o u r  p e r f o r m a n c e ?  

The P r e s i d e n t  h a s  e s t a b l i s h e d  a N a t i o n a l  C o u n c i l  on  
P r o d u c t i v i t y  c o n c e r n e d  w i t h  a whole  r a n g e  o f  i s s u e s  across 
o u r  economy. The O f f i c e  o f  P e r s o n n e l  Management h a s  been  
g i v e n  spec i f ic  r e s p o n s i b i l i t y  f o r  t h i s  matter as  it re la tes  
t o  t h e  F e d e r a l  sector. I n  t h a t  e f f o r t ,  w e  are b e g i n n i n g  
w i t h  t h e  q u e s t i o n  of measurement ,  and o b v i o u s l y  w e  a re  n o t  
g o i n g  t o  be s u c c e s s f u l  i n  t h a t  u n l e s s  w e  c a n  r e l a t e  it t o  
t h e  f i n a n c i a l  a c c o u n t i n g  s i d e  of t h e  F e d e r a l  Government.  
W e  mus t  move t h a t  from s t r i c t l y  b e i n g  a d o l l a r  matter i n  
order t o  u s e  it as a way of g e t t i n g  o u t p u t  m e a s u r e s .  

The a g g r e g a t e  measurement  phase of what w e  a re  under -  
t a k i n g  w i l l  c o n s i s t  of b r o a d  f u n c t i o n a l  c o v e r a g e  l i k e  t h e  
p r e s e n t  c o l l e c t i o n  e f fo r t ,  b u t  w i l l  i n c l u d e  e x t e n s i v e  
a n a l y s i s  of m e a s u r e s  a s  w e l l  a s  t h e  d a t a .  The o v e r r i d i n g  
o b j e c t i v e  of t h i s  measurement  program w i l l  be t o  improve 
top management c o n t r o l  o v e r  t h e  a reas  for  which  i t  h a s  
r e s p o n s i b i l i t y .  

I n  a d d i t i o n  t o  t h a t  b r o a d  e f f o r t ,  t h e r e  are two other  
measurement  a p p r o a c h e s  which  I b e l i e v e  h e l p  u s  u n d e r s t a n d  
what  is h a p p e n i n g  i n  t h e  F e d e r a l  sector.  The f i r s t  o f  
t h e s e  stems from t h e  need  t o  develop m e a s u r e s  f o r  common 
a d m i n i s t r a t i v e  f u n c t i o n s .  S u p p o r t  a c t i v i t i e s  i n  o r g a n i z a -  
t i o n s  consume a large pa r t  of t h e  b u d g e t .  Y e t ,  w e  know 
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l i t t l e  of t h e  c o n t r i b u t i o n s  of t h e s e  e f f o r t s  t o  t h e  p e r f o r -  
mance o f  a n  o r g a n i z a t i o n ,  or even  i f  t h e y  are b e i n g  c a r r i e d  
o u t  e f f i c i e n t l y .  

The cons t ruc t ion  o f  common service measures  which s p a n  
d i f f e r e n t  a g e n c i e s  w i l l  h e l p  u s  answer  t h e s e  q u e s t i o n s .  
A c c o r d i n g l y ,  w e  w i l l  i d e n t i f y  common a d m i n i s t r a t i v e  func-  
t i o n s  and d e v e l o p  a p p r o p r i a t e  measures f o r  them. Coverage 
w i l l  i n c l u d e  s u c h  t h i n g s  a s  f i n a n c i a l  management, a u t o m a t i c  
d a t a  p r o c e s s i n g ,  p rocuremen t  and s u p p l y ,  and p u b l i c  
a f f a i r s ,  or p u b l i c  i n f o r m a t i o n .  

W e  have  a l r e a d y  t a k e n  steps i n  t h i s  d i r e c t i o n .  An 
i n t e r a g e n c y  t a s k  f o r c e  h a s  deve loped  a p r o d u c t i v i t y  mea- 
su remen t  s y s t e m  f o r  F e d e r a l  p e r s o n n e l  o f f i c e s .  I t  p r o v i d e s  
management w i t h  d a t a  p r e v i o u s l y  u n a v a i l a b l e ,  s u c h  as  
p r o d u c t i v i t y  t r e n d s ,  l a b o r  d i s t r i b u t i o n ,  and u n i t  l a b o r  
costs. 

Ano the r  measurement area is conce rned  w i t h  s p e c i f i c  
program management s y s t e m s .  These s y s t e m s  w i l l  be t a i l o r e d  
t o  agency  p rograms ,  and w i l l  be e s s e n t i a l  too ls  f o r  program 
manager a c c o u n t a b i l i t y .  With t h e  a d v e n t  o f  Management By 
O b j e c t i v e s  and ,  more r e c e n t l y ,  Zero-Base Budge t ing ,  program 
measur ing  s y s t e m s  are e s s e n t i a l  t o  d e t e r m i n i n g  program 
e f f e c t i v e n e s s  and e f f i c i e n c y ,  and i n d i v i d u a l  c o n t r i b u t i o n s .  
These t y p e s  of measurements  are  a l so  b a s i c  t o  t h e  C i v i l  
S e r v i c e  Reform A c t ,  which h i g h l i g h t s  t h e  pe r fo rmance  o f  
employees  and  t h e i r  s u p e r v i s o r s .  A s  w e  move t o  implement  
t h e  r e f o r m  l e g i s l a t i o n ,  there  a re  three s p e c i f i c  areas 
impacted  by t h e  problem o f  improving  p r o d u c t i v i t y .  These  
a re :  p e r s o n n e l  management, o r g a n i z a t i o n  improvement and 
cap i t a l  i n v e s t m e n t .  

L e t  m e  s a y  a word a b o u t  t h e  emphas i s  on p r o d u c t i v i t y  
i n  t h e  Federal sector and why I b e l i e v e  t h e  e x a m i n a t i o n  of 
p e r s o n n e l  management and o t h e r  common a d m i n i s t r a t i v e  
f u n c t i o n s  is p a r t i c u l a r l y  i m p o r t a n t .  One of t h e  t h i n g s  
t h a t  has happened t o  t h e  American economy o v e r  t h e  course 
o f  t h e  l a s t  t h r e e  t o  four  decades h a s  been  a s u b s t a n t i a l  
s h i f t  i n  t h e  economy from d o m i n a t i o n  by goods -p roduc t ion ,  
be  it a g r i c u l t u r a l  goods  o r  i n d u s t r i a l  goods ,  t o  one  
i n c r e a s i n g l y  conce rned  w i t h  s e r v i c e s .  I n  a d d i t i o n  t o  t h a t  
s h i f t ,  even  i n  i n d u s t r i a l  c o r p o r a t i o n s ,  a l a r g e r  and l a r g e r  
p o r t i o n  o f  t h e  work f o r c e  is d e v o t e d  t o  n o n - d i r e c t  p roduc-  
t i o n  a c t i v i t i e s ;  t h a t  is, t h e  a d m i n i s t r a t i v e  p e r s o n n e l ,  t h e  
p e r s o n n e l  people, t h e  sa les  people, and others ,  are becom- 
i n g  a n  i n c r e a s i n g  p o r t i o n  o f  t h e  labor force w i t h i n  t h e  
goods-producing  sector o f  t h e  economy. 
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For t h e  e n t i r e  period i n  which w e  have  had  p r o d u c t i v -  
i t y  f i g u r e s  from t h e  p r i v a t e  sector, service p r o d u c t i v i t y  
i n c r e a s e  h a s  r u n  a b o u t  5 0  p e r c e n t  o f  t h e  i n c r e a s e  f o r  goods 
p r o d u c t i o n .  T h a t  is s t i l l  t h e  case. 

Compared w i t h  t h e  o v e r a l l  d ismal  record of p r o d u c t i v -  
i t y  improvement o v e r  t h e  l a s t  s e v e r a l  years ,  t h e  record of 
m a n u f a c t u r i n g  h a s  been  p r e t t y  good. I t  is i n  t h e  p u b l i c  
s e r v i c e  sector t h a t  w e  h a v e  had  s u c h  l o w  i n c r e a s e s  i n  
o u t p u t .  I t h i n k  t h a t  implies a much greater i m p o r t a n c e  for  
p r o d u c t i v i t y  of people management t h a n  h a s  been  t r a d i t i o n -  
a l l y  t h e  case i n  t h e  past ,  where p r o d u c t i v i t y  i n c r e a s e s  
h a v e  come t h r o u g h  t e c h n i c a l  c h a n g e s .  I t  is i n  t h e  
o r g a n i z a t i o n a l  i s s u e s ,  t h e  p e r s o n n e l  i s s u e s ,  where w e  now 
need  p r o d u c t i v i t y  improvements .  

D u r i n g  t h e  c o n s i d e r a t i o n  by t h e  S e n a t e  of t h e  C i v i l  
S e r v i c e  R e f o r m  A c t ,  o n e  S e n a t o r  was a n x i o u s  t o  l e s s e n  what  
he  believed w a s  excessive employment in the Federal  Govern- 
ment i n  t h e  p e r s o n n e l  f i e l d ,  and  he  wanted  t o  p u t  i n  
l e g i s l a t i v e  r e s t r i c t i o n s  on  t h e  number of p e r s o n n e l  people 
who c o u l d  be employed. I n  a r g u i n g  a g a i n s t  t h a t ,  I made t h e  
p o i n t  a b o u t  t h e  need  for p e r s o n n e l  people t o  t u r n  t h e i r  
a t t e n t i o n  from t r a d i t i o n a l  s t a f f i n g  and  o t h e r  a c t i v i t i e s  t o  
i s s u e s  of e f f e c t i v e n e s s  and e f f i c i e n c y  and ,  thereby ,  
improve  Federal Government p r o d u c t i v i t y .  H i s  answer  was 
t h a t  p e r s o n n e l  people are n o t  those who s h o u l d  be c o n c e r n e d  
w i t h  p r o d u c t i v i t y  improvement ,  b e c a u s e  t h a t  was r e a l l y  a 
job  for i n d u s t r i a l  e n g i n e e r s .  

I attempted t o  make t h e  p o i n t  t h a t  i n  a change  i n  t h e  
character of o u r  economy, t h e  p r o d u c t i v i t y  i s s u e  was g o i n g  
t o  h a v e  t o  d o m i n a t e  those i n  t h e  p e r s o n n e l  f i e l d ,  b e c a u s e  
i t  was n o t  g o i n g  t o  be c a p i t a l  s t r u c t u r e  and  cap i t a l  
i n v e s t m e n t  which w i l l  improve p r o d u c t i v i t y ,  b u t  improvement 
i n  o r g a n i z a t i o n  t e c h n i q u e s  and  p e r s o n n e l  practices.  I am 
n o t  c e r t a i n  t h a t  I c o n v i n c e d  him. I am c e r t a i n ,  however ,  
t h a t  t h i s  is t h e  road w e  must  take i f  p e r s o n n e l  a d m i n i s t r a -  
t i o n  is g o i n g  t o  be e f f e c t i v e  i n  d o i n g  what n e e d s  t o  be 
d o n e  i n  r e l a t i o n  t o  t h e  t o t a l  i s s u e  of p u b l i c  sector 
p r o d u c t  i v  it y . 

C e r t a i n l y ,  it becomes e v e n  more v i t a l  if o n e  e x a m i n e s  
t h e  character of t h e  S e n i o r  E x e c u t i v e  S e r v i c e  and  t h e  
d e c i s i o n s  t h a t  are g o i n g  t o  h a v e  t o  be made t o  dea l  w i t h  
t h e  bonus  s y s t e m  and  o ther  k i n d s  of material  rewards based 
o n  p e r f o r m a n c e .  I f  t h e  p e r s o n n e l  manager is d o i n g  wel l ,  
t h a t  r e a l l y  means h i s  o r g a n i z a t i o n  is d o i n g  well, and t h a t  
r e q u i r e s  a system for m e a s u r i n g  o r g a n i z a t i o n a l  p e r f o r m a n c e ,  
as  w e l l  a s  i n d i v i d u a l  p e r f o r m a n c e .  T h i s  is a l s o  n e c e s s a r y  
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i n  r e l a t i o n  t o  t h e  merit p a y  s y s t e m ,  G r a d e s  13 t h r o u g h  1 5 ,  
where  w e  are  b e g i n n i n g  t o  h a v e  t o  make judgmen t s  i n  terms 
of p e r f o r m a n c e .  I n  o r d e r  t o  d o  t h a t ,  w e  must  have  p e r t i n -  
e n t  m e a s u r e s .  

S i m u l t a n e o u s l y ,  w e  are t r y i n g  t o  h e l p  d e p a r t m e n t s  and 
a g e n c i e s  d o  t h e i r  j o b  by d e c e n t r a l i z i n g  many p e r s o n n e l  
a u t h o r i t i e s  t o  them. I t h i n k  t h i s  w i l l  make it less  possi- 
b l e  t o  blame t h e  c e n t r a l  p e r s o n n e l  a g e n c y  for i n a d e q u a c i e s  
i n  p e r s o n n e l  management l e f t  a t  t h e  u n i t  l e v e l .  As w e  
c o n t i n u e  t o  d e l e g a t e  p e r s o n n e l  a u t h o r i t i e s ,  t h e  e f f e c t i v e -  
n e s s  o f  p e r s o n n e l  o f f i c e s  is a matter t h a t  is handed t o  
t h o s e  o f f i c e s  i n  r e l a t i o n  t o  t h e  a u t h o r i t y  t h e y  have .  

Having s a i d  t h e s e  t h i n g s  a b o u t  t h e  i m p o r t a n c e  i n  t h e  
p r o d u c t i v i t y  f i e l d  o f  p e r s o n n e l  management improvement ,  I 
d o  n o t  want t o  leave t h e  i m p r e s s i o n  t h a t  t h e r e  is n o t h i n g  
t h a t  c a n  be done  by improv ing  c a p i t a l  i n v e s t m e n t  i n  t h e  
p u b l i c  sector. We d o  n o t ,  t h r o u g h  o u r  f i n a n c i a l  s y s t e m ,  
r e a l l y  make judgmen t s  t h a t  c a p i t a l  i n v e s t m e n t  would be a n  
e f f e c t i v e  way of a i d i n g  a more e f f i c i e n t  p e r f o r m a n c e  of 
p a r t i c u l a r  f u n c t i o n s .  I n  p a r t ,  t h a t  is simply t h e  r e s u l t  
of a b u d g e t i n g  s y s t e m  i n  which  w e  have  n o t  b u i l t  i n t o  t h a t  
s y s t e m  t h e  means f o r  d o i n g  t h i s .  Those cap i t a l  i n v e s t m e n t  
j u d g m e n t s  made i n  t h e  p u b l i c  a g e n c i e s ,  are done  l a r g e l y  i n  
t h e  s p i r i t  of t e c h n i q u e s  of government  a c c o u n t i n g .  

I b e l i e v e  t h e r e  is a n  o p p o r t u n i t y  for s u b s t a n t i a l  
improvement  i n  F e d e r a l  p r o d u c t i v i t y  t h r o u g h  wise c a p i t a l  
i n v e s t m e n t ,  and w e  need t o  f i n d  ways o f  d e t e r m i n i n g  where 
t h o s e  o p p o r t u n i t i e s  are and  t o  t a k e  a d v a n t a g e  o f  them 
t h r o u g h  appropriate a l l o c a t i o n  of i n v e s t m e n t  f u n d s  i n  t h e  
b u d g e t s .  

I would l i k e  t o  descr ibe o n e  p a r t i c u l a r  program i n  t h e  
Depar tmen t  of Defense ,  w h i c h  I became aware of some months  
a g o ,  and which ,  I t h i n k ,  may of fe r  a n  example  t o  those of 
u s  i n  o ther  a g e n c i e s .  DOD h a s  i n t r o d u c e d  w h a t  i t  ca l l s  a 
" P r o d u c t i v i t y  Enhancing  C a p i t a l  I n v e s t m e n t  Program. 'I T h i s  
program h a s  e v o l v e d  from t h a t  a g e n c y ' s  e f f o r t s  o v e r  several  
d e c a d e s  t o  improve i ts  o p e r a t i o n a l  e f f i c i e n c y  t h r o u g h  t h e  
a c q u i s i t i o n  of labor and cost s a v i n g  equ ipmen t  and  f a c i l i -  
t ies .  I t  is r e c o g n i z e d  t h a t  a c o n c e r t e d  e f fo r t  is needed  
i f  t h i s  program is t o  s u r v i v e  t h e  h i g h l y  c o m p e t i t i v e  
process of a p p o r t i o n i n g  d e f e n s e  p rocuremen t  do l l a r s  be tween 
weaponry  and  e q u i p m e n t s  n e e d s .  

The program is a t w o - f a c e t e d  e f f o r t ,  c o n s i d e r i n g  b o t h  
l o n g - r a n g e  and  n e a r - t e r m  n e e d s .  Managers  a r e  d i r e c t e d  t o  
c o n s i d e r  t h e  p r o d u c t i v i t y - e n h a n c i n g  cap i t a l  i n v e s t m e n t  
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program as  p a r t  o f  l ong- range  i n v e s t m e n t  p l a n n i n g ,  and t o  
set  a s i d e  a c e r t a i n  l e v e l  o f  f u n d i n g  i n  a n n u a l  p r o c u r e m e n t  
b u d g e t s  t o  p r o v i d e  f o r  t h e  immediate f i n a n c i n g  o f  small- 
d o l l a r ,  f a s t - p a y b a c k  p r o d u c t i v i t y - e n c h a n c i n g  i n v e s t m e n t  
oppor t u n  i t ie s . 

The f a s t - p a y b a c k  f e a t u r e  makes t h i s  a p p r o a c h  u n i q u e  i n  
p u b l i c  p r o d u c t i v i t y  enhancement  e f f o r t s .  I t  r e c o g n i z e s  a 
need  t o  g i v e  manage r s  seed money w h i c h  t h e y  c a n  u s e  t o  
a c q u i r e  l a b o r  and c o s t - s a v i n g  equ ipmen t  which w i l l  r e t u r n  
t h e  i n v e s t m e n t  w i t h i n  t h e  u s u a l  budge t  a p p r o p r i a t i o n s  
c y c l e .  The u s e  of s u c h  f u n d s  g e n e r a t e s  s a v i n g s  which m i g h t  
h a v e  been  l o s t  i f  manage r s  had t o  wade t h r o u g h  t h e  normal  
procedure t o  i d e n t i f y  n e e d s  and  t h e n  s e e k  budge ted  f u n d s .  

The C o n g r e s s  p r o v i d e d  i n i t i a l  s u p p o r t  for t h e  program 
i n  t h e  f i s c a l  year  1977  b u d g e t  a t  $15.5 m i l l i o n .  Dur ing  
t h a t  y e a r ,  d e f e n s e  a c t i v i t i e s  i d e n t i f i e d  and  funded  $15.4 
m i l l i o n  i n  f a s t - p a y b a c k  projects. The e x p e c t e d  a n n u a l  
r e t u r n  from t h e s e  i n v e s t m e n t s  was $16.2 m i l l i o n ,  and 
l o n g - t e r m  r e t u r n s  are e x p e c t e d  t o  e x c e e d  $135 m i l l i o n .  

Project  c r i t e r i a  were s t r ic t .  Only  i n v e s t m e n t s  
e x p e c t e d  t o  r e t u r n  cos ts  w i t h i n  t w o  years  i n  manpower o r  
d o l l a r  s a v i n g s  were c o n s i d e r e d .  I n v e s t m e n t s  had  t o  be i n  
items r e a d i l y  a v a i l a b l e  "off t h e  s h e l f . "  More t h a n  90 
p e r c e n t  o f  t h e  i n d i v i d u a l  projects  cost less t h a n  $100,000,  
w i t h  t h e  average project c o s t i n g  $19,000.  

Even though  t h i s  program p roduced  r e a l  r e s u l t s ,  t h e  
C o n g r e s s ,  c o n c e r n e d  a b o u t  program controls and  t h e  per- 
c e i v e d  p o t e n t i a l  t o  u s e  t h e  program t o  c i r c u m v e n t  normal  
b u d g e t a r y  s c r u t i n y ,  r e f u s e d  t o  appropriate any  f u n d s  f o r  i t  
i n  f i s c a l  year 1978.  Because  t h e  program had p roduced  
r e s u l t s ,  however ,  t h e  1977  e f f o r t  was r e v i e w e d  by t h e  
G e n e r a l  A c c o u n t i n g  O f f i c e ,  t h e  Rand C o r p o r a t i o n ,  and a n  
i n t e r n a l  g r o u p  of i n v e s t i g a t o r s .  The C o n g r e s s ,  s a t i s f i e d  
w i t h  t h e  reviews, a p p r o p r i a t e d  $13.5 m i l l i o n  for f i s c a l  
year 1979 ,  p l a c i n g  c e r t a i n  r e s t r i c t i o n s  o n  t h e  u s e  o f  t h e  
f u n d s  . 

P r o j e c t s  e l i g i b l e  for f i n a n c i n g  were l i m i t e d  t o  t h o s e  
c o s t i n g  less t h a n  $50,000,  and  t h e  Department was a s k e d  t o  
s u b m i t  a p l a n  e n s u r i n g  a d e q u a t e  s c r e e n i n g  and c o n t r o l  p r ior  
t o  u s e  o f  t h e  f u n d s .  To e n c o u r a g e  w i d e r  p a r t i c i p a t i o n ,  
p r o v i s i o n s  were i n c l u d e d  t o  r e u s e  some of t h e  s a v i n g s  a t  
t h e  lowest o r g a n i z a t i o n a l  l eve ls .  

I have d i s c u s s e d  t h i s  case i n  some d e t a i l ,  b e c a u s e  it 
is o n l y  o n e  a p p r o a c h  t o  t h e  c a p i t a l - i n v e s t m e n t  i s s u e .  The 
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f a s t - p a y b a c k  demands o b v i o u s l y  res t r ic t  i ts  p o t e n t i a l .  
N o n e t h e l e s s ,  i t  seems t o  m e  t h a t  w e  must  b e g i n  by  c a r e f u l l y  
e x a m i n i n g  t h e  p o t e n t i a l  f o r  i n v e s t m e n t  o p p o r t u n i t y  and by 
m e a s u r i n g  t h e  p o t e n t i a l  outcome.  By so d o i n g ,  w e  would g e t  
a more o r d e r l y  a p p r o a c h  i n  t h e  F e d e r a l  Government t o  d e a l -  
i n g  w i t h  c a p i t a l - i n v e s t m e n t  i s s u e s .  

k e d l e s s  t o  say,  t h e  k i n d s  o f  c a l c u l a t i o n s  r e q u i r e d  
for t h i s  k i n d  o f  a program w i l l  need  t h e  h e l p  of a l l  
p e r s o n s  i n  t h e  f i n a n c i a l  management area and i n  t h e  
p r o d u c t i v i t y  area. F i r s t ,  you need  t o  b r i n g  t o  it a 
f i n a n c i a l  p e r s p e c t i v e  which w i l l ,  i n d e e d ,  h e l p  u s  measu re  
t h e  cost i m p l i c a t i o n s .  Second,  w e  need  y o u r  h e l p  t o  
d e v e l o p  t h e  a n a l y t i c a l  and q u a n t i t a t i v e  s k i l l s  o f  F e d e r a l  
manage r s  so t h a t  t h e y  w i l l  be ab le  t o  spot and  a i d  i n  t h e  
deve lopmen t  of p r o d u c t i v i t y  improvement t e c h n i q u e s .  T h i r d ,  
you c a n  a s s i s t  manage r s  i n  d e r i v i n g  p e r f o r m a n c e  c r i t e r i a  
a n d  i n  c a p t u r i n g  d a t a  t h e y  w i l l  need  i n  o r d e r  t o  implement  
b o t h  merit p a y  and  t h e  i n c e n t i v e s  i n  t h e  S e n i o r  E x e c u t i v e  
S e r v i c e .  

More g e n e r a l l y ,  you c a n  p l ay  a v i t a l  role i n  h e l p i n g  
Federal  manage r s  r e s p o n d  t o  t h e  p u b l i c ' s  demand for 
a c c o u n t a b i l i t y .  Among o t h e r  t h i n g s ,  t h i s  m i g h t  i n v o l v e  
a n a l y z i n g  comparable d a t a  be tween t h e  p u b l i c  and  p r i v a t e  
sectors. A s  a n  example ,  t h e  Nava l  Sea Sys tems  Command h a s  
compared n a v a l  o v e r h a u l  and  r e p a i r  work p e r f o r m e d  i n  p u b l i c  
and  p r i v a t e  s h i p y a r d s .  I n t e r e s t i n g l y ,  some p u b l i c  ship-  
y a r d s  h a v e  o u t p e r f o r m e d  t h e i r  p r i v a t e  c o u n t e r p a r t s  o n  t h e  
o v e r h a u l  o f  n u c l e a r  a t t a c k  s u b m a r i n e s .  

S t u d i e s  show t h a t  p u b l i c  s h i p y a r d  costs h a v e  r a n g e d  
from 8 p e r c e n t  t o  6 3  p e r c e n t  below t h o s e  i n  p r i v a t e  y a r d s .  
Whi l e  t h i s  example  is i n t r i g u i n g ,  t h e  g e n e r a l  c o m p a r a b i l i t y  
i s s u e  has  been  l a r g e l y  u n e x p l o r e d  t o  date .  Bas ica l ly ,  w e  
do n o t  h a v e  t h i s  k i n d  o f  c o m p a r a t i v e  d a t a  t o  t h e  e x t e n t  
t h a t  we s h o u l d  have .  Only  when w e  c a n  g e t  comparable d a t a  
w e  w i l l  be  ab le  t o  do a n y t h i n g  more t h a n  t h e  media c r i t i c  
d o e s  about w h e t h e r  t h e  government  is d o i n g  w e l l  or p o o r l y .  
The c h a r a c t e r  of t h e  e v i d e n c e  w e  now r e l y  upon means t h a t  
w e  lose t o  o u r  media  c r i t i c s  b e c a u s e  n e g a t i v e s  a t t r a c t  more 
a t t e n t i o n  and make more news t h a n  p o s i t i v e  accompl i shmen t s .  
F u r t h e r ,  those p o s i t i v e  a c c o m p l i s h m e n t s  must  be s ta ted  i n  
g e n e r a l  terms; t h a t  is, l o o k i n g  across a wide r a n g e  of 
a c t i v i t i e s ,  be t h e y  common a d m i n i s t r a t i v e  f u n c t i o n s  or 
other k i n d s  of o u t p u t s .  

U n t i l  w e  c a n  d e v e l o p  t h a t  k i n d  of d a t a ,  w e  w i l l  n o t  
h a v e  t h e  t oo l s  w e  need  for i n t e r n a l  management,  n o r  w i l l  we 
b e  ab le  t o  e n t e r  i n t o  areas where the  Federal Government is 
e f f i c i e n t  and e f f e c t i v e .  
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I am c o n v i n c e d  t h e r e  are many areas where t h e  F e d e r a l  
sector d o e s  b e t t e r  t h a n  o t h e r  sectors o f  t h e  economy. 
However, w e  c a n n o t  r e l y  on  i m p r e s s i o n i s t i c  e v i d e n c e  i f  w e  
a re  g o i n g  t o  be c o n v i n c i n g .  T h i s  is e s s e n t i a l ,  n o t  o n l y  t o  
t h e  q u e s t i o n  o f  p u b l i c  c o n f i d e n c e  i n  t h e  Government ,  b u t  
a l so  t o  t h e  whole  i s s u e  of t h e  p u b l i c  sector i n  d e a l i n g  
w i t h  o v e r a l l  i n f l a t i o n  issues. I t  a l s o  r e l a t e s  t o  t h e  
s e l f - c o n f i d e n c e  w e  have  a s  t o  how w e l l  are w e  d o i n g  as  t h e  
o n e s  r e s p o n s i b l e  fo r  o p e r a t i n g  t h e  p u b l i c  sector. 

It seems t o  m e  t h a t  t h e  c h a l l e n g e s  h e r e  are  of a k i n d  
t h a t  are c o n c r e t e  enough t h a t  w e  c a n ,  i n d e e d ,  do s o m e t h i n g  
a b o u t  them. I f  s u f f i c i e n t l y  t r a n s l a t e d  i n t o  u n d e r s t a n d a b l e  
terms, t h e y  c a n  h e l p  u s  i n  r e s t o r i n g  p u b l i c  c o n f i d e n c e  i n  
t h e  F e d e r a l  Government and i n  government  i n  genera l .  

I t  is c e r t a i n l y  i n h e r e n t  i n  o u r  c u l t u r e  t h a t  t h e r e  
w i l l  b e  skepticism, c o n s t r u c t i v e  skepticism, a b o u t  
gove rnmen t ,  which ,  I b e l i e v e ,  is i l l u s t r a t e d  by t h e  c a l l  
for a C o n s t i t u t i o n a l  Conven t ion ,  and  by o t h e r  k i n d s  o f  
r e s u l t s  w e  are  g e t t i n g  from p u b l i c  o p i n i o n  p o l l s .  For  
t h o s e  of u s  i n  t h e  p u b l i c  sector ,  I would a r g u e  t h a t  w e  
h a v e  a n  o b l i g a t i o n  t o  n o t  s i m p l y  s h r u g  off those k i n d s  o f  
p r o b l e m s ,  b u t  t o  see w h e t h e r  or n o t  w e  c a n ,  i n  f a c t ,  be 
r e s p o n s i v e  t o  them. 

QUESTIONS AND ANSWERS 

QUESTION:  The t r a d i t i o n a l  b u d g e t  method h a s  b e e n  
viewed as a k i n d  of impediment  t o  p r o d u c t i v i t y .  I f  you 
save money, y o u r  money is c u t .  I n  a n  e f f o r t  t o  improve 
p r o d u c t i v i t y ,  what e f f o r t  is b e i n g  t a k e n  t o  c o o r d i n a t e  y o u r  
e f f o r t s  w i t h  OMB's  b u d g e t  process? 

DR. CAMPBELL: I f  w e  examine c a r e f u l l y  t h e  a c t i v i t i e s  
i n  t h e  p u b l i c  sector, t h e y  t e n d  t o  work a g a i n s t  improvement 
i n  p r o d u c t i v i t y  b e c a u s e  t h a t  m i g h t  resu l t  i n  budge t  c u t s .  
I t  m i g h t  a l s o  r e s u l t  i n  s u p e r v i s o r y  p o s i t i o n s  b e i n g  no  
l o n g e r  ab l e  t o  carry t h e  g r a d e s  because o f  a r e d u c t i o n  i n  
manpower needed .  W e  are  v e r y  c o n s c i o u s  of those k i n d s  of 
d i s i n c e n t i v e s  a s  w e  work c l o s e l y  w i t h  OMB t o  d e v e l o p  a 
system f o r  d e a l i n g  w i t h  t h e  k i n d  o f  p r o d u c t i v i t y  i s s u e s  I 
raised. 

I d o  b e l i e v e  t h e  i n c e n t i v e  p a y  and bonus  s y s t e m  f o r  G S  
13 t o  1 5  manage r s ,  by o f f e r i n g  p e r s o n a l  rewards, w i l l  

- 1 9  - 



improve o r g a n i z a t i o n a l  pe r fo rmance .  I n  a d d i t i o n ,  I t h i n k ,  
there  must be o r g a n i z a t i o n a l  rewards, and w e  a r e  d i s c u s s i n g  
t h e  p o s s i b i l i t y  o f  a l l o w i n g  a c e r t a i n  p o r t i o n  o f  s a v i n g s  
t h a t  a u n i t  is a b l e  t o  a c c o m p l i s h  t o  rema in  w i t h  t h a t  u n i t .  
I n  a d d i t i o n ,  t h e  S e n i o r  E x e c u t i v e  S e r v i c e  w i l l  r e d u c e  t h e  
need for  t h e  number o f  people s u p e r v i s e d  t o  c o u n t  i n  
s u p p o r t i n g  a g r a d e .  

T h e r e  a r e  a number of o t h e r  t h i n g s  w e  are  t r y i n g  t o  
p u t  t o g e t h e r  which w i l l ,  i n  f a c t ,  create a n  i n c e n t i v e  
sys t em which works i n  f a v o r  o f  improved e f f i c i e n c y  and 
improved p r o d u c t i v i t y ,  r a t h e r  t h a n  t h e  c u r r e n t  i n c e n t i v e  
s y s t e m  which works a g a i n s t  it. To m e ,  t h e  most i n t e r e s t i n g  
and most e n c o u r a g i n g  t h i n g  a b o u t  t h e  Federa l  work f o r c e ,  
and p a r t i c u l a r l y  t o p  managers ,  is t h a t ,  d e s p i t e  t h e  d i s i n -  
c e n t i v e s ,  t h e r e  is  an  e f f o r t  b e i n g  made t o  improve t h e  
e f f i c i e n c y  o f  t h e  government  o r g a n i z a t i o n .  

I w o u l d  l i k e  t o  p u t  i n  a s y s t e m  of p o s i t i v e  i n c e n t i v e s  
for  t h a t  k i n d  o f  improvement.  

QUESTION:  I a g r e e  w i t h  improving  p r o d u c t i v i t y  i n  t h e  
F e d e r a l  sector.  Then I p u t  my t a x p a y e r  h a t  on and  a s k  what 
t h e  h i g h e s t  l e v e l  is d o i n g  t o  i n t e r f a c e  w i t h  t h e  b u s i n e s s  
community, or m a n u f a c t u r i n g ,  f o r  i n t e r c h a n g e  of i d e a s  t h a t  
c o u l d  f a c i l i t a t e  and improve bo th  s i d e s  of o u r  economy and 
and  f i l t e r  down t o  gove rnmen ta l  a g e n c i e s  w i t h  a p p l i c a b i l i t y  
t o  o u r  agency?  

DR. CAMPBELL: The N a t i o n a l  P r o d u c t i v i t y  C o u n c i l ,  
which has  on  it t h e  Director of t h e  O f f i c e  Of Management 
and Budget ,  t h e  S e c r e t a r y  of t h e  T r e a s u r y ,  t h e  Cha i rman  of 
t h e  C o u n c i l  o f  Economic A d v i s o r s ,  t h e  Ch ie f  T rade  Nego t i a -  
t o r ,  and t h e  S e c r e t a r y  of Commerce, is c o n c e r n i n g  i t s e l f  
w i t h  t h e  f u l l  r a n g e  of p r o d u c t i v i t y  issues. I n  a d d i t i o n ,  
t h e  Commerce Depar tment  h a s  a number of p r i v a t e  sector t a s k  
forces working  on issues of p r o d u c t i v i t y .  I t  is  our hope 
t h a t  w e  c a n  b r i n g  a l l  of t h i s  t o g e t h e r  so t h e r e  can  be 
s i g n i f i c a n t  and u s e f u l  i n t e r c h a n g e s  between t h e  p r i v a t e  and  
p u b l i c  sectors i n  t h e  p r o d u c t i v i t y  f i e l d .  

I am a l w a y s  f r u s t r a t e d  by how s l o w l y  t h i n g s  seem t o  
move i n  a l l  t h e s e  a r eas  o n  t h e  management s ide of Govern- 
m e n t .  They are n o t  t h e  g l amorous  i s sues  of p u b l i c  p o l i c y ,  
b u t  I b e l i e v e  there  is more a t t e n t i o n  now, o b v i o u s l y  
r e l a t e d  t o  t h e  o r i e n t a t i o n  o f  t h e  P r e s i d e n t ,  t h a n  t h e r e  h a s  
been  i n  t h e  pas t .  I a l so  b e l i e v e  t he re  w i l l  be c o n t i n u i n g  
pressure t o  f o c u s  on them. 
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It  is a l o n g  a n s w e r ,  b u t  l e t  m e  s a y  one  more t h i n g  
a b o u t  i t .  I t  is possible ,  w i t h  t h e  k i n d  of s e n s e  of u n i t y ,  
t h e  s e n s e  of p u r p o s e ,  which I b e l i e v e  t h e  S e n i o r  E x e c u t i v e  
S e r v i c e  w i l l  c reate ,  t h a t  w e  w i l l  be a b l e  t o  g e t  more 
l e a d e r s h i p  from t h e  t o p  career people i n  t h e  Federal  
Government i n  these a reas  i n  t h e  f u t u r e  t h a n  w e  h a v e  had  i n  
t h e  pas t .  I would u r g e  you t o  t a k e  i n i t i a t i v e s ,  t o  n o t  sit  
back  and wait  for t h e  s o - c a l l e d  p o l i t i c a l  l e a d e r s h i p  t o  
t a k e  t h e  l e a d .  

I b e l i e v e  these are i s s u e s  which p a r t i c u l a r l y  r e l a t e  
t o  r e p o n s i b i l i t i e s  of top career manage r s  i n  t h e  s y s t e m .  
Once w e  g e t  t h e  S e n i o r  E x e c u t i v e  S e r v i c e  o f f  t h e  g round ,  I 
hope  t h a t  t h e r e  w i l l  b e  people i n  it who w i l l  d e v o t e  
t h e m s e l v e s  t o  d e a l i n g  w i t h  t h e s e  k i n d s  o f  p o l i c y  i s s u e s  i n  
ways t h a t  w i l l  p r o v i d e  a new l a y e r  of l e a d e r s h i p  i n  t h e  
F e d e r a l  Government .  

QUESTION: You s p o k e  of p r o d u c t i v i t y  i n  t h e  q u i c k  
payback  o f  c a p i t a l  i n v e s t m e n t .  Could you c h a r a c t e r i z e  
what  t y p e s  of items you h a v e  i n  mind, what t h e  p o t e n t i a l  
is, and  what  t h e  l i m i t s  o f  t h a t  program are?  

DR. CAMPBELL: They are f r e q u e n t l y  v e r y  mundane 
matters, s u c h  as more a u t o m a t i c  equ ipmen t  f o r  h o u s e k e e p i n g  
p u r p o s e s .  I d o  n o t  h a v e  examples  of t h e  D e f e n s e  Depart- 
m e n t ’ s  e f f o r t s  here, b u t  I t h i n k  it would be u s e f u l  for 
t h o s e  t o  be d i s t r i b u t e d  as c o n c r e t e  examples  of t h e  k i n d  of 
r e l a t i v e l y  small c a p i t a l  i n v e s t m e n t s  t h a t  c a n  p r o d u c e  v e r y  
q u i c k  s h o r t - t e r m  r e t u r n s .  

I am n o t  c e r t a i n  wha t  t h e  government-wide p o t e n t i a l  is 
f o r  t h i s .  I t  h a s  b u i l t  i n t o  it p o l i t i c a l  p r o b l e m s  and  
t e c h n i c a l  and a d m i n i s t r a t i v e  p rob lems .  The p o l i t i c a l  
p r o b l e m  i s  t o  c o n v i n c e  t h e  C o n g r e s s  t o  appropriate what  is  
e s s e n t i a l l y  money t h a t  is n o t  d e s i g n e d  for a n y  s p e c i f i c  
p u r p o s e ,  b u t  r a t h e r  f o r  a program.  I t h i n k  t h e  e x e r c i s e  
t h a t  t h e  D e f e n s e  Depar tmen t  h a s  gone  t h r o u g h  d e m o n s t r a t e d  
t h e  e f f e c t i v e n e s s  of i t s  p rograms ,  which  can h e l p  o t h e r  
d e p a r t m e n t s  and a g e n c i e s  t h a t  want t o  engage  i n  a s imi la r  
a c t i v i t y .  

A s  t o  i ts  government-wide p o t e n t i a l ,  I would o n l y  be 
g u e s s i n g ;  b u t  1 am c o n v i n c e d  t h e r e  are  a g r e a t  many 
a c t i v i t i e s  i n  which  r e l a t i v e l y  small  amounts  of c a p i t a l  
i n v e s t m e n t  c a n  s u b s t a n t i a l l y  c u t  costs and  p e r h a p s  r e d u c e  
t h e  number o f  employees needed .  I u r g e  e a c h  of you i n  y o u r  
own d e p a r t m e n t  and agency  t o  t a k e  a l o o k  a t  t h a t  Defense 
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Department program and try to determine whether it does 
have potential application for your type of activities. I 
am suggesting this is worth a very hard look. 

Thank you very much. 

SUS UYEDA GREETING 
DR. CAMPBELL AT 
PLENARY SESSION 
MR. THOMAS MORRIS 
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FOREGROUND 
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I 

ADDRESS BY 
THOMAS D. MORRIS 
INSPECTOR GENERAL 
DEPARTMENT OF 
HEALTH, EDUCATION 
AND WELFARE 

I was p r i v i l e g e d  l a s t  week t o  a t t e n d  a spec ia l  h e a r i n g  
o f  t h e  S e n a t e  Budget  Committee, c h a i r e d  by S e n a t o r  Muskie 
of Maine,  t o  d i s c u s s  t h e  s u b j e c t  o f  f r a u d ,  a b u s e ,  and waste 
i n  t h e  F e d e r a l  p rog rams .  

Bo th  Chairman Muskie and t h e  m i n o r i t y  l e a d e r  of t h e  
C o m m i t t e e ,  S e n a t o r  Bel lmon,  e x p r e s s e d  i n t e r e s t  i n  w h e t h e r  
enough was b e i n g  done  t o  attempt t o  r e b u i l d  c o n f i d e n c e  i n  
F e d e r a l  management. 

W i t n e s s e s  a t  t h e  t ab le  were Comptroller G e n e r a l  E l m e r  
S t a a t s ,  Ben C i v i l e t t i  of J u s t i c e ,  and  myself .  E l m e r  l e d  
o f f  and I was f o r t u n a t e  t o  g e t  a t r a n s c r i p t  o v e r  t h e  week- 
e n d ,  and  h e  s a id :  

"My own f e e l i n g ,  M r .  Chai rman,  is t h a t  t h e  Exec- 
u t i v e  Branch  h a s  n o t  made v i s i b l e  enough t h e  
p o s i t i v e  e f f o r t s  t h a t  it h a s  made t o  d e a l  w i t h  
f r a u d  and a b u s e  p r o b l e m s  ... maybe it is b e c a u s e  
t h e  press f i n d s  it more a t t r a c t i v e  t o  t a l k  a b o u t  
t h e  p r o b l e m s ,  n o t  t h e  successes...I m e n t i o n  t h a t  
o n l y  t o  b r i n g  t o  t h e  a t t e n t i o n  of t h e  American 
people t h a t  it is n o t  a l l  on  t h e  bad s i d e .  
T h e r e  are a l o t  of good t h i n g s .  T h a t  may sound 
s t r a n g e  coming from m e ,  b u t  I r e a l l y  b e l i e v e  
it. . . I 1  
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I t h o u g h t  t h a t  was one o f  t h e  best s t a t e m e n t s  I have  
h e a r d  E l m e r  make. Chairman Muskie was most r e s p o n s i v e  t o  
t h e  s t a t e m e n t s .  I n  my o p i n i o n ,  it is h i g h  t i m e  t h a t  those 
o f  u s  i n  l e a d e r s h i p  ro l e s  b e g i n  t o  speak up.  

I n  1969,  when I l e f t  t h e  Government for a c o u p l e  o f  
y e a r s  t o  t r y  some o f  t h o s e  p r i v a t e  e n t e r p r i s e  p o s i t i o n s ,  
Roger Jones asked m e  t o  p r e p a r e  an a r t i c l e  for t h e  P u b l i c  
A d m i n i s t r a t i o n  Review on  t h e  a t t r a c t i o n s  o f  p u b l i c  ser- 
v i c e .  I wrote such  an a r t i c l e ,  which I r e r e a d  l a s t  week. 

F i r s t ,  I s a i d ,  t h e  g r e a t e s t  a t t r a c t i o n  is t h e  q u a l i t y  
of t h e  people and t h e i r  d a i l y  a t t i t u d e  t o w a r d s  t h e i r  work. 
T h i s  is t h e  most e n d u r i n g  a t t r a c t i o n  o f  p u b l i c  s e r v i c e  i n  
con t r a s t  t o  p r i v a t e  employment. Second,  I s t r e s s e d  t h e  
c h a r a c t e r i s t i c s  of o r d e r l y  p r o c e d u r e s  and r e s p e c t  f o r  
o r g a n i z a t i o n a l  s t r u c t u r e  and t r a d i t i o n .  T h i r d l y ,  I 
s t r e s s e d  t h e  f a c t  of s i z e  and scope a s  c o n s t i t u t i n g  a k e y  
c h a l l e n g e .  

I n  c o n c l u d i n g  t h a t  l i t t l e  t h i n k  piece,  I u rged  t h e  
C o m p t r o l l e r  G e n e r a l  t o  " s e e k  a l l  appropriate  ways of 
emphas iz ing  t h e  impor t ance  of p u b l i c  s e r v i c e . "  And I h e l d  
ou t  t h e  hope t h a t  E l m e r  S t a a t s ,  who h i m s e l f  is among t h e  
g r e a t  p u b l i c  s e r v a n t s  of o u r  t i m e ,  would come t o  r e c o g n i z e  
t h e  impor t ance  of t h i s  s u g g e s t i o n .  L a s t  week, I t h i n k  h e  
d i d .  

A t  t h e  same time, t h e r e  have  been t r e n d s  i n  t h e  past  
d e c a d e  i n  o u r  management o f  t h e  p u b l i c  sector which have  
made our jobs  f a r  more d i f f i c u l t  and which create a n  image 
of poor pe r fo rmance .  Some d a y s ,  i t  seems t o  m e ,  w e  have  
l o s t  o u r  r e s p e c t  for  t h e  o r d e r l i n e s s  and o r g a n i z a t i o n  t h a t  
I r e f e r r e d  t o  i n  1969. I n  some ways, w e  have  h e l p e d  create  
t h i s  image of poor  pe r fo rmance .  I t h i n k  t h i s  c o n f e r e n c e  is 
v e r y  t i m e l y ,  and t h a t  i t s  theme is v e r y  appropriate .  

I n  my view,  t h e  way f i n a n c i a l  managers  can  h e l p  
r e b u i l d  p u b l i c  c o n f i d e n c e  is embodied i n  t h e  phrase "Back 
t o  Basics." I b e l i e v e  w e  need t o  r e - f o c u s  our e f f o r t s  
a round  t h e  f u n d a m e n t a l s  t h a t  a l l  of u s  have l e a r n e d  o v e r  
t h e  y e a r s .  

Whi le  my l i s t  o f  bas ics  is n o t  e x h a u s t i v e  or n o v e l ,  
t h e r e  a re  a t  l e a s t  f i v e  b a s i c s  t h a t  I would o f f e r  f o r  
r e v i t a l i z a t i o n .  L e t  m e  t o u c h  on e a c h  o f  them b r i e f l y  and 
t h e n  m e n t i o n  a t  t h e  c o n c l u s i o n  someth ing  abou t  t h e  new 
Inspector G e n e r a l  f u n c t i o n  and how it might  c o n t r i b u t e  t o  
t h i s  r e v i t a l i z a t i o n .  
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Basic N o .  1 -- E n l i g h t e n e d  and  T ime ly  A u d i t s .  

I n  some ways,  w e  may h a v e  made t h e  most n o t a b l e  pro- 
g r e s s  i n  t h i s  area,  e spec ia l ly  s i n c e  E l m e r  S t aa t s  became 
Comptroller G e n e r a l  i n  1966.  Today, h e  estimates t h a t  h a l f  
o f  G A O ' s  e f f o r t s  a re  c o n c e r n e d  w i t h  "program r e s u l t s  
r e v i e w s . "  H e  is  l e a d i n g  t h e  way for  t h e  rest of u s .  

I n  t h e  n e x t  d e c a d e ,  I hope and pred ic t  t h a t  t h i s  type 
o f  a u d i t i n g  w i l l  become a key  p a r t  of t h e  work o f  t h e  a u d i t  
a g e n c i e s  t h r o u g h o u t  t h e  E x e c u t i v e  Branch ,  i n  a d d i t i o n  t o  
t h e i r  b r e a d - a n d - b u t t e r  work load  i n  f i n a n c i a l / i n t e g r i t y  a n d  
e c o n o m y / e f f i c i e n c y  a u d i t s .  

The area of a u d i t  i n  which most have  been  less s u c -  
c e s s f u l  is " t i m e l i n e s s . "  I b e l i e v e  it is s t i l l  t a k i n g  18 
t o  2 4  months  be tween t h e  s t a r t  t o  f i n a l  p u b l i c a t i o n  of a 
GAO report on  major, complex s u b j e c t s .  A l l  o f  u s  are 
p r o b a b l y  s t r u g g l i n g  w i t h  new t e c h n i q u e s  t o  s h o r t e n  t h e  
a u d i t  time. C u r r e n t l y ,  GAO is e x p e r i m e n t i n g  w i t h  t i g h t  
d e a d l i n e s  f o r  a g e n c y  comments. I n  o u r  case, t h i s  may mean 
t h a t  w e  c a n n o t ,  i n  some cases, p r o v i d e  comments, or t h a t  w e  
c a n  d o  so o n l y  by c r a s h  g r o u p  c o n f e r e n c e s ,  or by r i s k i n g  
ve rba l  communica t ions .  

I have  no s o l u t i o n s  b u t  I s u s p e c t  t h e  t r e n d  may force 
u s  i n  t h e  d i r e c t i o n  of l e s s  p e r f e c t i o n  i n  o u r  a u d i t s ,  l e s s  
d e v o t i o n  t o  what  P r o f e s s o r  Joe Pois ,  U n i v e r s i t y  o f  P i t t s -  
b u r g h ,  d e s c r i b e s  a s  t h e  " a u d i t o r ' s  q u e s t  for i n f a l l i b i l i t y . "  

On t h e  o t h e r  hand ,  I am i m p r e s s e d  a t  HEW w i t h  how well 
w e  a re  l e a r n i n g  t o  meet Secre ta r ia l  d e a d l i n e s  i n  a u d i t i n g  
c o m p l i a n c e  w i t h  v e r y  s e n s i t i v e  r e g u l a t i o n s  t h r o u g h  q u i c k  
a s s e s s m e n t s  of S t a t e  prac t ices  t o  r e v e a l  t r o u b l e  spots  
b e f o r e  t h e y  become too d e e p l y  e n t r e n c h e d .  W e  are d o i n g  
some v e r y  e x c e l l e n t  work of t h i s  t y p e  o n  t h e  a b o r t i o n  and  
s t e r i l i z a t i o n  r e g u l a t i o n s  under  t h e  d i r e c t i o n  of P h i l  
K r o p a t k i n .  

I am a l so  impressed w i t h  t h e  s k i l l s  I b e l i e v e  w e  a re  
d e v e l o p i n g  i n  t h e  p r e p a r a t i o n  of t e s t e d  a u d i t  g u i d e s  which  
c a n  be  a p p l i e d  by S t a t e  a u d i t o r s  and  CPAs .  For  example ,  w e  
a re  now r e q u i r i n g  a l l  of t h e  some 8 , 0 0 0  c o l l e g e s  and  
u n i v e r s i t i e s  t o  have  a n  i n d e p e n d e n t  a u d i t  e v e r y  t w o  y e a r s  
o f  t h e i r  s t u d e n t  f i n a n c i a l  a i d  p rograms .  T h i s  is t h r e e  t o  
f o u r  times more a u d i t i n g  t h a n  h a s  been  done i n  t h e  pas t ,  
b u t  i t  s h o u l d  p a y  d i v i d e n d s  i n  g i v i n g  u s  more c u r r e n t  
program management i n f o r m a t i o n .  
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I n  summary, o n  Basic N o .  1, I u r g e  t h a t  w e  c o n t i n u e  t o  
seek o u t  i n n o v a t i o n s  i n t o  how t o  make t h e  a u d i t  f u n c t i o n  
more p r o d u c t i v e  as  measured by t i m e l i n e s s  and broader scope 
f i n d i n g s .  

L e t  m e  t u r n  t o  Basic N o .  2 -- R e l e v a n t  Accoun t ing  
Reports and A n a l y s i s .  

I n  many ways,  I f e e l  t h i s  may be o u r  g r e a t e s t  f a i l u r e  
a s  f i n a n c i a l  managers .  I have  no more i n f o r m a t i o n  on  my 
e x p e n d i t u r e s  t o d a y ,  w i t h  $ 4 4  m i l l i o n  a s  a b u d g e t ,  t h a n  I 
had 4 0  y e a r s  ago  a t  t h e  Tennessee  V a l l e y  A u t h o r i t y ,  where  I 
h e l p e d  r u n  a smal l  O f f i c e  S e r v i c e s  Depar tment .  

I do n o t  r e c e i v e  t i m e l y  reports  of my e x p e n d i t u r e s  o r  
u s e f u l  a n a l y s e s  o f  my cost t r e n d s .  Such i n f o r m a t i o n  c a n  be 
o b t a i n e d  o n l y  by spec ia l ,  laborious e f f o r t .  A l s o  I wonder 
whe the r  t h e  GAO r e v i e w  and a p p r o v a l  of a c c o u n t i n g  s y s t e m s  
a re  c o n t r i b u t i n g  t o  improving  t h e  u t i l i t y  of a c c o u n t i n g  
d a t a  for  management--as t h e y  do i n  s u c c e s s f u l  p r i v a t e  
companies .  I q u e s t i o n  whe the r  w e  d o  n o t  have  t o  b r i n g  much 
more i n g e n u i t y , a n d  c r e a t i v i t y  t o  t h i s  l ess  g lamorous  p a r t  
o f  t h e  work o f  f i n a n c i a l  management. 

A t  t h e  r i s k  of a d v o c a t i n g  a p i e - in - the - sky  i d e a ,  I 
wonder i f  t h e  time may n o t  be  r i p e  f o r  l a u n c h i n g  a major 
n a t i o n a l  e f f o r t ,  s i m i l a r  t o  t h a t  o f  t h e  Commission on 
F e d e r a l  Procurement  t o  b r i n g  t o  b e a r  t h e  b e s t  management 
minds  from t h e  p r i v a t e  sector ,  academia ,  and t h e  p u b l i c  
sec tor ,  t o  hammer o u t  new c o n c e p t s  and ac t ion  p l a n s ,  and 
c o n c e i v e  o f  new a c c o u n t i n g  t oo l s ,  r e p o r t s ,  and a n a l y s e s  
t h a t  w i l l  r e a l l y  make a d i f f e r e n c e  i n  how e f f e c t i v e l y  w e  
manage p u b l i c  sector programs.  

t o  

T h i s  becomes i n c r e a s i n g l y  i m p o r t a n t  i n  HEW where w e  
are l i k e  t h e  home o f f i ce  of a l a r g e  c o n g l o m e r a t e ,  o v e r -  
s e e i n g  5 0 , 0 0 0  r e c i p i e n t s  who are a c c o u n t a b l e  t o  u s  for t h e  
proper and e f f i c i e n t  and e f f e c t i v e  a p p l i c a t i o n  of Federal 
f u n d s  . 

I would l i k e  t o  see t h e  AGA, t h e  A I C P A ,  t h e  N a t i o n a l  
Academy of P u b l i c  A d m i n i s t r a t i o n ,  and p e r h a p s  t h e  American 
Management A s s o c i a t i o n ,  form a c o n s o r t i u m  t o  a t t a c k  these 
o b j e c t i v e s  and b r e a t h e  new l i f e  i n t o  our l i fe less ,  o r  more 
o f t e n  n o n e x i s t e n t ,  management -or ien ted  a c c o u n t i n g  sys t ems .  

I was s t r u c k  y e s t e r d a y  i n  r e a d i n g  T h e  N e w  York T i m e s  
of  a n  i n t e r v i e w  w i t h  A r j a y  Mi l le r  of S t a n f o r d .  H e  is now 
r e t i r i n g  from h i s  t e a c h i n g  post .  H e  described how o n e  of 
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h i s  a m b i t i o n s  h a s  been t o  t r a i n  people for b o t h  t h e  p r i v a t e  
sector and  t h e  p u b l i c  sector. T h i s  is a n  idea which was 
n o t  a c c e p t a b l e  11 y e a r s  a g o  when J o h n  G a l b r a i t h  was w r i t i n g  
about "The A f f l u e n t  S o c i e t y .  " 

Today, w i t h  t h e  p a s s a g e  o f  P r o p o s i t i o n  1 3  i t  h a s  
g o t t e n  more a t t e n t i o n .  It seems t o  m e  t h a t  t h i s  is a v e r y  
p r o g r e s s i v e ,  f o r w a r d - l o o k i n g  poin t  o f  v iew,  and t h e  time 
h a s  come t o  s h a r e  p r i v a t e  and p u b l i c  sector s k i l l s  i n  
a t t a c k i n g  t h e s e  problems.  I t h i n k  I am s a y i n g ,  i n  a n o t h e r  
way, much o f  what  S c o t t y  Campbel l  s a i d  i n  h i s  t a l k .  

Basic N o .  3 -- S k i l l f u l  A r t i c u l a t i o n  o f  t h e  Budget .  

I n  many ways,  I t h i n k  w e  a r e  more s o p h i s t i c a t e d  h e r e  
t h a n  w e  are  almost i n  any  o t h e r  area o f  F e d e r a l  f i n a n c i a l  
management. T h e r e  h a s  been  a g r e a t  d e a l  o f  i n n o v a t i o n  and  
i m a g i n a t i o n  h e r e .  

The C o n g r e s s i o n a l  budge t  process and t h e  i n s i g h t f u l  
s t u d i e s  o f  t h e  C o n g r e s s i o n a l  Budget Off ice- -backed  u p  by  
t h e  serious work o f  t h e  House  and S e n a t e  Budget Committees, 
t h e  C o n g r e s s i o n a l  Resea rch  S e r v i c e ,  and t h e  GAO--have a l l  
added  i n  t h e  pas t  decade f a r  g r e a t e r  s u b s t a n c e  and s t a tu re  
t o  t h e  b u d g e t  process. Agency s t a f f s  and c o n t r o l l e r s  t e n d  
t o  be exper t s  i n  t h i s  p h a s e  o f  o u r  work. N e w  c o n c e p t s  o f  
program b u d g e t i n g  and  cost e f f e c t i v e n e s s  a n a l y s i s  have  made 
t h e  i r  c o n t r  i b u t  i o n  . 

My c o m p l a i n t  is t h a t  w e  spend  most of o u r  i n g e n u i t y  
and  i n i t i a t i v e  on t h i s  f r o n t - e n d  of t h e  process, w i t h  v e r y  
poor f o l l o w - t h r o u g h  i n  t h e  e x e c u t i o n  phase. I f ea r  t h a t  
t h a t  v e r y  f a c t  may c o n t r i b u t e  t o  a l a c k  o f  r e a l i s t i c  pre- 
s e n t a t i o n  o f  some budge t  mater ia l .  Hence, t h e  consortium, 
which I p roposed  a moment a g o  for a c c o u n t i n g  reforms, 
s h o u l d  c e r t a i n l y  examine t h e  i n t e r f a c e  and i n t e r a c t i o n  
between b u d g e t  p r e p a r a t i o n  and budge t  e x e c u t i o n .  

L e t  m e  come t o  my f o u r t h  p o i n t ,  Basic N o .  4 -- S e t t i n g  
Tough Performance T a r g e t s  and P r o d u c t i v i t y  Improvement 
O b j e c t i v e s .  

Here t h e  p i c t u r e  is s p o t t y .  Thanks t o  t h e  p e r s i s t e n c e  
o f  GAO and t h e  C i v i l  S e r v i c e  Commission, now t h e  O f f i c e  o f  
P e r s o n n e l  Management, t h e r e  is a n  ongo ing  e f f o r t  t o  gauge  
p r o d u c t i v i t y  t r e n d s  i n  a b o u t  t w o - t h i r d s  o f  t h e  F e d e r a l  
sector. 
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W h i l e  t h e s e  a r e  g r o s s  m e a s u r e s ,  I b e l i e v e  t h e y  a re  as 
good and  a s  u s e f u l  as  many of those i n  t h e  p r i v a t e  sector. 
T h e i r  bas i c  v a l u e  is n o t  f o r  day- to-day  management b u t  t o  
d i s c l o s e  long- t e rm t r e n d s  which  w a r r a n t  s t u d y  i n  o r d e r  t o  
s p r e a d  t h e  b e n e f i t s  o f  t h o s e  which  p r o d u c e  f a v o r a b l e  
r e s u l t s ,  and  t o  a v o i d  n e g a t i v e  t r e n d s .  

I n  many ways, HEW h a s  been  among t h e  r ea l  p i o n e e r s  i n  
p r o d u c t i v i t y  measurement  d u r i n g  t h e  p a s t  d e c a d e .  A major 
c o n t r i b u t i o n  t o  t h e  s t a t e - o f - t h e - a r t  is t h e  " Q u a l i t y  
C o n t r o l  Measurement  Sys t ems"  which  m e a s u r e  error ra tes  i n  
payments  i n  t h e  Soc ia l  S e c u r i t y ,  Welfare, and Med ica id  
p rograms .  

These  s y s t e m s  a r e  b a s e d  o n  s t a t i s t i c a l l y  v a l i d  samples 
u n d e r  which  t h e  payments  s e l e c t e d  a re  t h o r o u g h l y  i n v e s t i -  
ga ted  t o  assess t h e  e l i g i b i l i t y  of t h e  r e c i p i e n t  and 
w h e t h e r  t h e  payment  was i n  t h e  r i g h t  amount ,  too much, o r  
too l i t t l e .  T h i s  t y p e  o f  d a t a ,  w h i c h  h a s  been  d e v e l o p e d  i n  
t h e  welfare  p rogram o n  a s ix-month  c y c l e  for many years ,  
h a s  disclosed s i g n i f i c a n t  t r e n d s  by S t a t e  and  had made t h e  
management process f a r  s h a r p e r .  I t  h a s  b e e n  b e c a u s e  of t h e  
t y p e  o f  c o n t i n u i n g  measurement  t h a t  t h e  p e r c e n t a g e  of 
errors i n  t h a t  program h a s  been  c u t  by more t h a n  h a l f .  

Whi l e  t h i s  is a g i a n t  s tep ,  it is o n l y  o n e  o f  many 
s teps  needed  t o  d e f i n e  p e r f o r m a n c e  t a r g e t s  f o r  our  c o n t r a c -  
t o r s  and S t a t e  a d m i n i s t r a t o r s - - a s  w e l l  as f o r  t h o u s a n d s  of 
o t h e r  r e c i p i e n t s  o f  HEW f u n d s .  I m e n t i o n  t h i s  n o t  t o  
c r i t i c i z e  o u r  p e r f o r m a n c e ,  b u t  t o  i l l u s t r a t e  t h e  o p p o r t u n i -  
t i e s  which  I b e l i e v e  l i e  a h e a d .  

Pe r fo rmance  measurement  is, of c o u r s e ,  c l o s e l y  a l i g n e d  
t o  be t te r  a c c o u n t i n g  t o o l s - - s i n c e  o n e  of t h e  best m e a s u r e s  
i n  many s i t u a t i o n s  w i l l  be what  t h e  b u s i n e s s m a n  d e s c r i b e s  
as  " u n i t  cost ." Hence, t h e  c o n s o r t i u m  I d e s c r i b e d  e a r l i e r  
s h o u l d  l i k e w i s e  g i v e  a t t e n t i o n  t o  t h i s  v a s t  f i e l d  of man- 
agement  improvement .  

The h i s t o r y  o f  o u r  e f f o r t s  i n  t h e  measurement  area 
h a v e  been  c h a r a c t e r i z e d  by f i t s  and  s ta r t s  and  code  names. 
Our c u r r e n t  c o d e  name a t  HEW is known as "MITS," which  
s t a n d s  f o r  "Major Items T r a c k i n g  System."  I t  is a t e c h -  
n i q u e ,  p e r s o n a l l y  c o n c e i v e d  by S e c r e t a r i e s  C a l i f a n o  and  
Champion, which  r e q u i r e s  manage r s  t o  e s t a b l i s h  m e a s u r a b l e  
p e r f o r m a n c e  t a r g e t s  f o r  t h e  n e x t  18  months i n  selected 
areas  and  t o  h o l d  manage r s  a c c o u n t a b l e  for t h e i r  p r o g r e s s  
t o w a r d  t h e s e  t a rge ts .  
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I t  s u f f e r s ,  as most s u c h  systems do ,  from t h e  f a c t  
t h a t  it is n o t  c o m p r e h e n s i v e  and  d o e s  n o t  dea l  w i t h  some 
i m p o r t a n t  program o p e r a t i o n s  which  d o  n o t  l e n d  t h e m s e l v e s  
t o  t h i s  form o f  q u a n t i f i c a t i o n .  

L e t  m e  come t o  t h e  l a s t  of my b a s i c s ,  t h a t  is Basic 
N o .  5 -- I n n o v a t i v e  Approaches  t o  S y s t e m s  Improvement and  
t h e  Emerging R o l e  of the I n s p e c t o r  G e n e r a l .  

I n  t h i s  respect, as  a n  a d m i t t e d l y  b i a s e d  w i t n e s s ,  I 
t h i n k  w e  s h o u l d  g i v e  h i g h  marks t o  t h e  C o n g r e s s  for mandat-  
i n g  t h e  c r e a t i o n  of t h e  O f f i c e s  of I n s p e c t o r  G e n e r a l  ( O I G ) .  

A s  you know, t h e r e  are t o d a y  1 4  a g e n c i e s  which  by 
s t a t u t e  must  e s t a b l i s h  s u c h  a n  o f f i ce ,  r e p o r t i n g  t o  t h e  
S e c r e t a r y  and  t o  t h e  S e n a t e .  Those  o f f i c e s  c o n t a i n  a b o u t  
4 ,700 s t a f f  w i t h  a b u d g e t  of a b o u t  $128 m i l l i o n .  However, 
t h e y  d o  n o t  i n c l u d e  as  y e t  s e v e r a l  major a g e n c i e s ,  i n c l u d -  
i n g  t h e  Depar tment  of D e f e n s e  and  t h e  Depar tmen t  of t h e  
T r e a s u r y .  

The I n s p e c t o r  G e n e r a l  phenomenon was s e i z e d  upon by 
t h e  C o n g r e s s - - e s p e c i a l l y  t h e  Government O p e r a t i o n s  C o m m i t -  
tee--as a way t o  s u b s t a n t i a l l y  u p g r a d e  t h e  p e r f o r m a n c e  o f  
s t a f f s  r e s p o n s i b l e  for  a u d i t i n g  o n  t h e  o n e  hand ,  and  f o r  
i n v e s t i g a t i o n  of mismanagement and wrongdoing  on  t h e  o t h e r  
hand .  

F o r t u n a t e l y ,  t h e  a u t h o r s  of t h e  I G  s t a t u t e  i n c l u d e d  
t h e  c o n c e p t  of f o s t e r i n g  economy and  e f f i c i e n c y - - a n d  t h e  
d e v e l o p m e n t  of p r e v e n t i v e  t e c h i q u e s - - i n  t h e  c h a r t e r s  f o r  
t h e s e  o f f i c e s .  A s  a r e s u l t  o f  t h i s ,  t h e  I G  c o n c e p t  h a s  a 
p o t e n t i a l  fo r  i n n o v a t i o n ,  perhaps w e l l  beyond t h a t  e n v i -  
s i o n e d  by i t s  creators.  I n  o u r  case, t h e  c r e a t i o n  of t h e  
O I G  h a s  e n a b l e d  HEW t o  e x p l o i t  aud i t - agency-deve loped-  
compute r  a n a l y s i s  t e c h n i q u e s  more r a p i d l y  and  more 
e x t e n s i v e l y  t h a n  m i g h t  o t h e r w i s e  h a v e  been  t h e  case. 

For  example ,  t h e  A u d i t  Agency h a d  t e s t e d  i n  s e v e r a l  
S t a t e s  compute r  s c r e e n s  t o  e x p o s e  u n u s u a l  b i l l i n g  practices 
by doctors and  p h a r m a c i s t s  w e l l  b e f o r e  t h e  e s t a b l i s h m e n t  of 
o u r  Of f i ce .  A s  a r e s u l t ,  when t h e  O I G  was formed j u s t  t w o  
y e a r s  ago, w e  were a b l e  w i t h i n  t h r e e  months  t o  l a u n c h  a 
compute r  a n a l y s i s  of b i l l i n g s  by 275,000 d o c t o r s  and p h a r -  
macists i n  every S t a t e  fo r  c a l e n d a r  year  1976.  Over 250 
m i l l i o n  claims were processed d u r i n g  t h a t  90-day p e r i o d .  
W e  r a p i d l y  na r rowed  t h i s  l i s t  down t o  2,500 p r o v i d e r s  who 
appeared most w o r t h y  of i n t e n s i v e  r e v i e w ,  b a s e d  on  a goal 
o f  50 per S t a t e .  
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The idea was t o  do t h e  same a n a l y s i s  c o n c u r r e n t l y  i n  
each S ta t e  i n  order t o  o b t a i n  c o n c u r r e n t  n a t i o n a l  impact, 
a s  w e l l  a s  t o  o b t a i n  c o m p a r a t i v e  knowledge o f  how t h e  
S t a t e s  d i f f e r r e d  i n  t h e  e x t e n t  of f r a u d ' a n d  a b u s e  problems 
i n  these p a r t i c u l a r  a r e a s .  

T h i s  p ro jec t ,  which was known as  Project  I n t e g r i t y ,  
h a s  p roduced  a r i c h  l e a r n i n g  e x p e r i e n c e  which  I f e e l  w i l l  
e a s i l y  pay  for i t s e l f  many times o v e r  and f o r  y e a r s  t o  
come. A handbook of " l e s s o n s  l e a r n e d "  i n  51 j u r i s d i c t i o n s  
w i l l  s h o r t l y  be  p u b l i s h e d ,  a l o n g  w i t h  o u r  s econd  a n n u a l  
r epor t .  

The a u d i t o r s  have  c o n t i n u e d  t o  l e a d  t h e  way i n  o p e n i n g  
up  i n n o v a t i v e  new ideas  of f e r r e t i n g  o u t  problems i n  o t h e r  
h e a l t h  care a reas  s u c h  as  d e n t i s t s ,  l abora tor ies ,  and o ther  
p r a c t i t i o n e r s .  A s  l o n g  a s  w e  c o n t a i n  t h e  e f fo r t s  a t  a 
r e a s o n a b l e  l e v e l ,  s a y  1 5  t o  20 p e r c e n t  of a u d i t  s t a f f  t i m e .  
I b e l i e v e  t h i s  is a n  i n v e s t m e n t  which  o v e r  t h e  l o n g  h a u l  
w i l l  o p t i m i z e  t h e  a u d i t  c o n t r i b u t i o n .  

On t h e  i n v e s t i g a t i v e  s ide ,  t h e  f o r m a t i o n  of t h e  O I G  
h a s  c a u s e d  u s  t o  b e g i n  t o  form teams w i t h  o t h e r  F e d e r a l  
a g e n c i e s ,  e s p e c i a l l y  t h e  Depar tmen t  o f  J u s t i c e  a n d  P o s t a l  
I n s p e c t i o n  S e r v i c e ,  w i t h  S t a t e  a t t o r n e y s  g e n e r a l ,  and w i t h  
o t h e r  S t a t e  and  loca l  o r g a n i z a t i o n s .  

W e  are l i t e r a l l y  l e a r n i n g  how t o  h a r n e s s  a l l  o f  t h e  
p u b l i c  r e s o u r c e s  c o n c e r n e d  w i t h  w h i t e  c o l l a r  crime i n  a 
c o o r d i n a t e d  a t t a c k  upon t h e  a b u s e s  o c c u r r i n g  i n  t h e  pro- 
grams. T h i s  c o u l d  n o t  happen  w i t h  a small i n d e p e n d e n t  
i n v e s t i g a t i o n s  s t a f f  r e a c t i n g  t o  d a i l y  crises. I t  would 
lack t h e  o p p o r t u n i t y  t o  e n g a g e  i n  t h e  k i n d s  of n a t i o n w i d e  
p l a n n i n g  t h a t  is now emerg ing .  

J u s t  l a s t  F r i d a y ,  t h e  1 4  a g e n c i e s  t h a t  a r e  es tab-  
l i s h i n g  s t a t u t o r y  I n s p e c t o r s  G e n e r a l  met u n d e r  t h e  
c o - c h a i r m a n s h i p  of J u l e s  Sugarman o f  t h e  O f f i c e  of P e r s o n -  
n e l  Management, and Ben C i v i l e t t i ,  Deputy  A t t o r n e y  G e n e r a l .  
We s p e n t  f i v e  h o u r s  d i s c u s s i n g  t h e  p r o b l e m s  and e x p e r i e n c e s  
i n  t h e  Inspector G e n e r a l  f u n c t i o n  i n  f o u r  agencies--HUD, 
A g r i c u l t u r e ,  VA, and HEW. T h i s  is t h e  f i rs t  i n  a s e r i e s  of 
s u c h  workshops  t h a t  w i l l  be t a k i n g  place o v e r  t h e  n e x t  two 
months .  I hope w e  c a n  make t h i s  t y p e  of o r i e n t a t i o n  a v a i l -  
a b l e  t o  other a g e n c i e s  which  may h a v e  a n  i n t e r e s t .  

Whi l e  t h e  spec i f i c  problems d i s c u s s e d  v a r i e d  among 
these a g e n c i e s ,  I was impressed w i t h  t h e  f a c t  t h a t  a l l  of 
u s  r e c o g n i z e d  t h a t  t h e  m i s s i o n  of t h e  I n s p e c t o r  G e n e r a l  is 
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n o t  c o n f i n e d  t o  a u d i t  and c r i m i n a l  i n v e s t i g a t i o n s ,  and t h a t  
bas i c  systems improvement is a k e y  goa l  b a s e d  o n  c o n t i n u i n g  
e v a l u a t i o n  of t h e  f i n d i n g s  of a u d i t  and i n v e s t i g a t i o n s .  

The p a y o f f  is p r e v e n t i v e  m e a s u r e s  for  t h e  f u t u r e .  
Hence, w e  a r e  f a s h i o n i n g  new tools o f  management improve- 
ment by b l e n d i n g  t h e  e x p e r i e n c e  o f  s e v e r a l  management 
d i s c i p l i n e s .  The f i n a n c i a l  d i s c i p l i n e  is t h e  most dominan t  
i n  terms of s i z e .  I n  my o p i n i o n ,  it s h o u l d  be  i n  terms o f  
impact. 

I know t h a t  d u r i n g  t h e  a f t e r n o o n ,  you w i l l  be p u r s u i n g  
t h e  s u b j e c t  o f  t h e  I n s p e c t o r  G e n e r a l  i n  o n e  of your work- 
s h o p s ,  and o t h e r  s u b j e c t s  on which  I h a v e  t o u c h e d  fa r  too 
s u p e r f i c i a l l y .  

L e t  m e  j u s t  summarize by s a y i n g  t h e r e  are f i v e  b a s i c s  
t o  w h i c h  w e  need  t o  r e t u r n .  

Number o n e  is c o n d u c t i n g  e n l i g h t e n e d  and more t i m e l y  
a u d i t s .  

Number t w o  is f a s h i o n i n g  a c c o u n t i n g  tools  t h a t  w i l l  
assist manage r s  t o  assess t h e i r  o p e r a t i n g  p e r f o r m a n c e  i n  
r ea l  t i m e .  

Number t h r e e  is c o n t i n u i n g  s k i l l f u l  a r t i c u l a t i o n  of 
t h e  b u d g e t ,  b u t  w i t h  greater  d i s c i p l i n e  t o  make b u d g e t  
f o r m u l a t i o n  and  b u d g e t  e x e c u t i o n  a c l o s e d  loop. 

Number f o u r  is d e v e l o p i n g  t o u g h  p e r f o r m a n c e  t a r g e t s  
w i t h  r e a l i s t i c  m e a s u r e s  o f  p r o d u c t i v i t y ,  q u a l i t y  c o n t r o l ,  
and  cost  e f f e c t i v e n e s s .  

And Number f i v e  is i n n o v a t i v e  s y s t e m s  improvement 
t e c h n i q u e s  b u i l d i n g  on  t h e  m u l t i - d i s c i p l i n e  a p p r o a c h ,  o n e  
c u r r e n t  o p p o r t u n i t y  f o r  which is opened  up by t h e  f o r m a t i o n  
o f  t h e  I n s p e c t i o n  G e n e r a l  f u n c t i o n .  

I would l i k e  t o  u r g e  t h a t  a c o n s o r t i u m  of A s s o c i a t i o n  
o f  Government A c c o u n t a n t s ,  American I n s t i t u t e  of C e r t i f i e d  
P u b l i c  A c c o u n t a n t s ,  N a t i o n a l  A s s o c i a t i o n  of P r o f e s s i o n a l  
A d m i n i s t r a t o r s ,  and  American Management A s s o c i a t i o n  be 
b r o u g h t  t o g e t h e r  t o  form a major s t u d y  commission t o  
a d d r e s s  t h e s e  mat ters .  The JFMIP would be  t h e  log ica l  
n a t i o n a l  s p o n s o r  of s u c h  an  u n d e r t a k i n g .  

Thank you. 
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QUESTIONS AND ANSWERS 

QUESTION: Some time a g o ,  I b e l i e v e ,  o u t  o f  GAO t h e r e  
came a n  estimate t h a t  i n  o u r  t o t a l  o p e r a t i o n s  i n  t h e  
Federal  Government ,  t h e f t s  o r  loss r a n g e  from o n e  t o  t e n  
p e r c e n t .  D o  you h a v e  any  f e e l  for t h i s ,  w h e t h e r  or n o t  you 
c o u l d  s u p p o r t  t h i s  claim or v a l i d a t e  it i n  a n y  way? 

MR. MORRIS: The h o n e s t  answer  is, no. T h a t  q u e s t i o n  
was a d d r e s s e d  t o  M r .  S t a a t s  and  t o  e a c h  o f  u s  a t  t h e  
h e a r i n g  I m e n t i o n e d ,  and each of u s  a g r e e d  t h e r e  was no 
s c i e n t i f i c  or precise d a t a  on  which t o  b a s e  s u c h  a n  
es t imate .  Someone t o l d  me t h a t  t h e  o n e  t o  t e n  p e r c e n t  
number came o r i g i n a l l y  o u t  of t h e  J u s t i c e  Depar tment  from a 
r a t h e r  c a s u a l  s e t t i n g ,  two or  t h r e e  y e a r s  ago, and  h a s  
e x i s t e d  e v e r  s i n c e .  Having s a i d  t h a t ,  I do n o t  want  t o  
d e n i g r a t e  t h e  i n t e n t i o n .  

W e  i n  HEW took a n  i n v e n t o r y  of a l l  t h e  s t u d i e s  w e  
c o u l d  f i n d  from a l l  s o u r c e s  o f  waste a t  HEW. We came u p  
w i t h  s i x  t o  s e v e n  b i l l i o n  d o l l a r s .  T h a t  was on  t h e  o r d e r  
of f i v e  p e r c e n t  of a l l  o u t l a y s  a t t r i b u t a b l e  t o  f r a u d ,  
a b u s e ,  and waste. We est imate  t h a t  f r a u d  and  a b u s e  i n  a 
v e r y  narrow s e n s e  was, a t  best ,  o n e  p e r c e n t ,  or p e r h a p s  
less. T h a t  is t h e  best number w e  have  been  ab le  t o  come 
by. We know o f  no  s c i e n t i f i c  m e a s u r e s  anywhere.  

QUESTION: I n  par t  are you a r g u i n g ,  and p o s s i b l y  D r .  
Campbel l ,  for g o i n g  back  or a d o p t i n g  many of t h e  commercial 
a c c o u n t i n g  practices? 

MR. MORRIS: I would say  I am a r g u i n g  for  t h e  
a p p l i c a t i o n  o f  what  many s u c c e s s f u l  b u s i n e s s e s  h a v e  done  i n  
t h e  a c c o u n t i n g  f i e l d  o v e r  many, many y e a r s .  I t  is n o t  
g o i n g  back so much: i t  is b r i n g i n g  t o  bear t h o s e  a n a l y t i c a l  
t e c h n i q u e s .  Some p rac t i ca l  m e a s u r e s  are u n i t  costs, o u t p u t  
p e r f o r m a n c e ,  which  work well  i n  most b u s i n e s s e s ,  b u t  n o t  
w i d e l y  used  i n  t h e  F e d e r a l  sector. 

I h a v e  worked i n  D e f e n s e  and  HEW and w e  d o  n o t  g i v e  
time, a t t e n t i o n ,  and c r e a t i v i t y  t o  those k i n d s  of tech- 
n i q u e s ,  which  w e  would i n  a b u s i n e s s  e n t e r p r i s e .  I t h i n k  
w e  s h o u l d .  

QUESTION: Has HEW come up w i t h  a d e f i n i t i o n  of 
"waste" v e r s u s  "abuse"?  

MR. MORRIS: W e  h a v e  come up  w i t h  a d e f i n i t i o n . o f  
" f r a u d "  and "abuse" :  e v e r y t h i n g  e l se  is  "waste." F r a u d ,  i n  
o u r  v e r n a c u l a r ,  means t h a t  which  is a w i l l f u l  attempt on  
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t h e  p a r t  o f  t h e  pe rpe t r a to r  t o  a c h i e v e  p e r s o n a l  g a i n  a t  t h e  
e x p e n s e  of t h e  Government ,  t o  d e f r a u d  t h e  Government,  which  
is p r o s e c u t a b l e .  Abuse is v e r y  s i m i l a r ,  e x c e p t  it is n o t  
p r o s e c u t a b l e .  There  is no  law u n d e r  which you c o u l d  crimi- 
n a l l y  p r o s e c u t e  t h e  i n d i v i d u a l .  

L e t  m e  i l l u s t r a t e .  I n  t h e  medical f i e l d ,  among 
doctors,  w e  found  a number of doctors who p u t  i n  f a l se  
b i l l s  for  services  n o t  r e n d e r e d .  T h e r e  is a s t a t u t e  u n d e r  
which  w e  c a n  p r o s e c u t e .  Here i n  t h e  Distr ic t  of Columbia ,  
w e  found  a doctor who a u t o m a t i c a l l y  g a v e  every p a t i e n t  a n  
EKG. T h a t  is an  a b u s e .  I t  is n o t  m e d i c a l l y  n e c e s s a r y .  
You c a n  n o t  p r o s e c u t e  t h e  errors you see i n  welfare and  
o t h e r  programs c a u s e d  by human error,  and  many o ther  
problems t h a t  are waste. 

QUESTION: T h i s  is a r a t h e r  p r a g m a t i c  q u e s t i o n .  I n  
o u r  s i t u a t i o n  i n  o u r  a g e n c y  for l a c k  of b u d g e t ,  o u r  g r a n t -  
ees n e g o t i a t e  w i t h  local  C P A s  who s u b m i t  a u d i t  reports and 
t h e n ,  i n  e f fec t ,  r e v i e w  t h e  work of loca l  a c c o u n t a n t s .  
T h a t  poses some problems. 

A l t h o u g h  w e  c a n n o t  document  i n s t a n c e s  of c o l l u s i o n ,  w e  
s u s p e c t ,  p a r t i c u l a r l y  i n  small  communi t i e s  where there  is a 
need  and a n  i n t e r e s t  on  t h e  p a r t  of two local C P A s  t o  h a v e  
t h e  g r a n t e e s  e n g a g e  them, t h e y  w i l l  n o t  c a l l  t h e  s h o t s  too 
h a r s h l y .  We are  i n  t h a t  k i n d  of a s i t u a t i o n  where w e  are 
d e p e n d e n t  on  t h e  f i n d i n g s  of a local a c c o u n t a n t  and  w e  h a v e  
r e a s o n  t o  bel ieve it is n o t  a s  s t r i c t  as w e  would l i k e - a n d  
w e  are i n  a k i n d  of a b i n d  where w e  c a n n o t  s e n d  o u t  per- 
s o n n e l  t o  r e v i e w  or t h e  r e g i o n a l  o f f ice  t o  do o n - s i t e  
i n s p e c t i o n  for  200 or so of o u r  g r a n t e e s .  

Has HEW had a comparable e x p e r i e n c e  i n  t h e  I n s p e c t o r  
G e n e r a l  p rogram t o  dea l  w i t h  t h a t ?  

MR. MORRIS: M r .  S t e p n i c k ,  who is w i t h  u s  may wish  t o  
d i s c u s s  t h i s .  HEW is h i g h l y  d e p e n d e n t  on  o u t s i d e  a u d i t o r s ,  
bo th  f rom t h e  g r a n t e e s  and o u r  c o n t r a c t o r s ,  a s  i n  t h e  case 
of Medicare and  t h e  i n s u r a n c e  companies  who a re  r e s p o n s i b l e  
f o r  g e t t i n g  a u d i t s  done.  The  bes t  q u a l i t y  c o n t r o l  t h a t  w e  
know t o  a p p l y  is t o  d e v e l o p  and  t e s t  a n  a u d i t  g u i d e  which 
w i l l  be followed by o u t s i d e  a u d i t o r s .  W e  are d o i n g  t h a t  
and  h o l d i n g  s e m i n a r s  w i t h  t h e  i n t e r e s t e d  C P A s  a r o u n d  t h e  
c o u n t r y .  

S e c o n d l y ,  t he re  h a s  t o  be some k i n d  of a s a m p l i n g ,  a 
r e v i e w  of p r o d u c t  a g a i n s t  t h e  g u i d e  t o  be s u r e  t h e  a u d i t s  
were o b j e c t i v e  and a d e q u a t e .  T h e r e  is no  way w e  c o u l d  get  
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o u r  t o t a l  job done otherwise. W e  are dependen t  on t h e  
o u t s i d e  wor ld .  W e  have  s t a t e  a u d i t o r s  u s i n g  o u r  g u i d e s  and  
g e t t i n g  t h e  job done. F rank  G r e a t h o u s e  is one  of t h o s e .  

I t h i n k  it is a matter o f  good o v e r s i g h t ,  i n  t h e  f i r s t  
i n s t a n c e  p lus  t e s t e d  a u d i t  s t a n d a r d s  and g u i d e s  a s  t o  what 
s h o u l d  be done .  

QUESTION: I n  t r y i n g  t o  i n c r e a s e  p r o d u c t i v i t y  and 
a p p l y  p r i v a t e  sector t e c h n i q u e s  w i t h i n  t h e  p u b l i c  sector, 
are you aware o f  any  agency  e f f o r t s  t o  correlate  s a y  t h e  
s a l a r i e s  o f  f i n a n c i a l  managers  t o  cost s a v i n g s  a c c r u e d  by 
t h e i r  o f f i c e s ?  

MR. MORRIS: I t h i n k  D r .  Campbell  would s a y  t h a t  unde r  
t h e  new C i v i l  S e r v i c e  R e f o r m  and  t h e  bonuses  t h a t  a r e  
p l a n n e d ,  w e  a r e  b e g i n n i n g  t o  approach  t h e  time when t h a t  
c a n  be  done.  I welcome t h a t .  

From 20 y e a r s  i n  p r i v a t e  b u s i n e s s  and o v e r  20 y e a r s  i n  
t h e  F e d e r a l  Government,  I am f a m i l i a r  w i t h  t h e  u s e  of 
b o n u s e s  and i n c e n t i v e s .  W h i l e  t h e y  are a l w a y s  i m p o r t a n t  i n  
t h e  p r i v a t e  sector, p e o p l e  s t i l l  have  t o  pe r fo rm.  They 
have  t o  be d e d i c a t e d ,  w i t h  a s e n s e  of m i s s i o n .  The s i m -  
p l i s t i c  payment o f  b o n u s e s  and f i n a n c i a l  r e w a r d s  d o e s  n o t  
d o  t h a t  j o b  i n  a s u p e r i o r  way. 

I f  you p e r f o r m  w e l l  i n  b u s i n e s s ,  you e x p e c t  t o  pros- 
per.  You d o  n o t  set  o u t  t o  e a r n  t h a t  reward .  You s e t  o u t  
t o  d o  a good j o b  f o r  your  company. There  is a g r e a t  
s i m i l a r i t y  w i t h  t h e  p u b l i c  sector. 
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T h i s  is t h e  e i g h t h  c o n f e r e n c e  of t h i s  t y p e  and I am 
happy  t o  h a v e  been  ab le  t o  a t t e n d  a l l  o f  them. The t i t l e  
of y o u r  s e s s i o n  t h i s  morning ,  " R e b u i l d i n g  P u b l i c  C o n f i d e n c e  
i n  Government--the F i n a n c i a l  Manage r ' s  Role," is o n e  I h a v e  
had a p a r t i c u l a r  i n t e r e s t  i n .  I t  seems t o  m e  a t  no t i m e  i n  
t h e  r o u g h l y  4 0  y e a r s  t h a t  I h a v e  been  i n  Federal s e r v i c e  
h a v e  w e ,  i n d e e d ,  needed  t h i s  k i n d  o f  emphasis more. 

I t h i n k  p r o b a b l y  w e  would have  t o  l o o k  back t o  t h e  
d a y s  of t h e  g r e a t  D e p r e s s i o n  i n  t h e  ' 3 0 ' s  t o  see a p e r i o d  
when Amer icans  have  compla ined  so l o u d l y  or b e e n  so 
s k e p t i c a l  a b o u t  t h e  q u a l i t y  and c h a r a c t e r  of t h e  p e r f o r -  
mance of g o v e r n m e n t a l  i n s t i t u t i o n s  a t  a l l  l e v e l s ;  F e d e r a l ,  
S t a t e  and local.  

The m i s u s e  o f  Government f u n d s  is g e n e r a t e d  by a 
r e l a t i v e l y  f e w  employees  who h a v e  s e r i o u s l y  damaged t h e  
r e p u t a t i o n  of t h e  t h r e e  m i l l i o n  o t h e r  F e d e r a l  employees  who 
work c o n s c i e n t i o u s l y  d a y  i n  and  d a y  o u t ,  o b s e r v i n g  t h e  
h i g h e s t  s t a n d a r d s  of e t h i c s  i n  a l l  t h a t  t h e y  do. I t  is t h e  
o l d  case of a f e w  bad apples  c o l o r i n g  and d e s p o i l i n g  t h e  
larger  pa r t  o f  t h e  u n i v e r s e  i n  which t h e y  a re  located.  You 
and  I know t h a t  Government employees  a re  j u s t  as  c o n c e r n e d  
a b o u t  waste and  f r a u d  as t h e  g e n e r a l  p u b l i c  t h a t  w e  hear  
f rom so much t h e s e  d a y s .  
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About o n e - f o u r t h  of t h e  c a l l s  r e c e i v e d  on o u r  new 
Fraud  Hot L i n e  t e l e p h o n e  sys tem--which-we i n s t a l l e d  on  t h e  
1 8 t h  of Janua ry - -have  come f rom F e d e r a l  employees  who want  
t o  report a l l e g a t i o n s  o f  t h e f t ,  p r i v a t e  u s e  of Government 
p r o p e r t y ,  employee  working-hour  a b u s e s ,  b r i b e s  or k i c k -  
b a c k s ,  nonpe r fo rmance  o f  c o n t r a c t s ,  and  o t h e r  improper 
a c t i v i t i e s .  T h i s  is n o t  s u r p r i s i n g ,  s i n c e  Federal 
employees  a re  t a x p a y e r s  too,  who want t o  see t h e i r  t a x e s  
s p e n t  p r o p e r l y .  

We h a v e  h a s  some s e v e r a l  t h o u s a n d  c a l l s  and  t h e y  are 
s t i l l  coming i n  v e r y  r a p i d l y  and  t h e y  d o ,  t o  a d e g r e e ,  
p r o v i d e  a n  i n d i c a t o r  o f  p u b l i c  c o n c e r n  a b o u t  what t h e y  see 
and  what  t h e y  h e a r .  For  t h e  most p a r t ,  somewhat t o  o u r  
s u r p r i s e ,  i n d i v i d u a l s  a re  w i l l i n g  t o  p r o v i d e  t h e i r  names 
and  p r o v i d e  e v i d e n c e  i n  w r i t i n g  t o  s u p p o r t  t h e  a l l e g a t i o n s  
which  t h e y  h a v e  made. 

So I t h i n k  you c a n  s a y  t h i s  is n o t  j u s t  a sor t  of 
crackpot r e s p o n s e  w e  a r e  g e t t i n g .  We a re  g e t t i n g  matters 
of rea l  s u b s t a n c e  and I b e l i e v e  w e  w i l l  be  ab le  t o  t u r n  
o v e r  t h i s  k i n d  of i n f o r m a t i o n  t o  t h e  i n s p e c t o r s  i n  a way 
t h a t  w i l l  make t h e i r  j o b  easier .  

B a s i c a l l y ,  what w e  are t r y i n g  t o  d o  is n o t  o n l y  
p r o v i d e  t h e  a v e r a g e  c i t i z e n  w i t h  a c o n f i d e n t i a l  p o i n t  h e  or 
s h e  c a n  c a l l  and s u p p l y  t h i s  i n f o r m a t i o n  t h a t  is of some 
v a l u e ,  b u t  more i m p o r t a n t l y ,  from o u r  p o i n t  of v iew,  is t h e  
p a t t e r n  t h a t  we a re  f i n d i n g  now w i t h  respect t o  where these 
a l l e g a t i o n s  are coming f rom,  t h a t  is what  a g e n c i e s  and what 
k i n d  o f  p rograms .  T h i s  w i l l  e n a b l e  u s  t o  g o  i n t o  t h o s e  
a g e n c i e s  and  make a more d e t a i l e d  r e v i e w  o f  what  t h e  s o u r c e  
of t h e  problem is, b e c a u s e  o u r  o b j e c t i v e ,  a s  w i t h  t h e  
I n s p e c t o r s  G e n e r a l ,  is t o  be a b l e  t o  p r e v e n t  f r a u d  from 
h a p p e n i n g .  The problem is n o t  s o l v e d  i f  w e  m e r e l y  t r y  t o  
chase down t h e  mat ters  a f t e r  t h e  f r a u d  takes  place. 

With p u b l i c  c o n f i d e n c e  i n  Government a t  such  a l o w  
e b b ,  t h e  q u e s t i o n  for  t h i s  c o n f e r e n c e  is: What a re  w e  
g o i n g  t o  do  abou t  improv ing  it? I n  my v iew,  t h e  bes t  way 
t o  restore t h a t  c o n f i d e n c e  is t o  t r y  t o  do more t o  improve 
t h e  Government ’s  o p e r a t i o n s  and  t o  do more t o  t e l l  t h e  
p u b l i c  o f  our e f f o r t s  and t h e  r e s u l t s  of t h e s e  e f f o r t s .  

As I t e s t i f i e d  before S e n a t o r  Muskie i n  t h e  Budget  
C o m m i t t e e  l a s t  week,  I f r a n k l y  do n o t  t h i n k  t h a t , t h e  p u b l i c  
h a s  been  t o l d  enough a b o u t  what  is  g o i n g  on  t o d a y  t o  t r y  t o  
improve  t h e  o p e r a t i o n s  of t h e  Government.  What t h e  p u b l i c  
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is s e e i n g  and h e a r i n g  a re  cases l i k e  t h e  GSA problems, 
Med ica id  and  Medicare problems, b u t  t h e y  a re  n o t  r e a l l y  
h e a r i n g  a b o u t  what is b e i n g  done .  

I t h i n k  a l l  of u s  h a v e  a n  o b l i g a t i o n  t o  he lp  p u t  t h e  
problem i n  t h e  proper p e r s p e c t i v e .  The p u b l i c  n e e d s  t o  see 
t h a t  i ts t a x e s  are b e i n g  s p e n t  by a s t r o n g  and  e f f e c t i v e  
Government ,  a Government t h a t  t a k e s  i t s  s tewardship r e s p o n -  
s i b i l i t i e s  s e r i o u s l y ;  a Government whose f i n a n c i a l  manage r s  
operate  i n  e n v i r o n m e n t s  t h a t  p r o v i d e  for a c c o u n t a b i l i t y  of 
p u b l i c  f u n d s .  

W e  h a v e  g o n e  par t  way toward a c h i e v i n g  t h i s  goal i n  
r e c e n t  months  by t a k i n g  s e v e r a l  s i g n i f i c a n t  s teps .  The new 
C i v i l  S e r v i c e  Reform A c t ,  for example ,  g i v e s  F e d e r a l  man- 
agers new i n c e n t i v e s  t o  e l i m i n a t e  waste and  i n e f f i c i e n c y  
a n d  t o  b u i l d  new f o u n d a t i o n s  for  more e f fec t ive  Government.  
The e s t a b l i s h m e n t  of t h e  O f f i c e  of I n s p e c t o r s  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 ,  w i t h  new broader powers 
and  g r e a t e r  i n d e p e n d e n c e  t o  de tec t  and  p r e v e n t  f r a u d  and  
a b u s e  i n  Federal  programs, a l so  offers e v i d e n c e  t o  t h e  
p u b l i c  t h a t  i t s  Government is t a k i n g  a c t i o n  t o  make i t s e l f  
more r e s p o n s i v e  and  r e s p o n s i b l e .  

W e  c a n  c o n t i n u e  t o  provide t h a t  k i n d  of e v i d e n c e  
t h r o u g h  s t e p p i n g  up  o u r  e f for t s  t o  co l lec t  t h e  b i l l i o n s  of 
do l l a r s  i n  deb t s  owed t h e  Government and  o v e r p a y m e n t s  of 
b e n e f i t s ,  r oya l t i e s ,  goods, and  services. More n e e d s  t o  be 
d o n e  i n  following up on the $4.3 billion in collections and 
s a v i n g s  c o n t a i n e d  i n  t h e  u n r e s o l v e d  a u d i t  f i n d i n g s  reported 
by o u r  a u d i t o r s  and  by a u d i t o r s  t h r o u g h o u t  t h e  Government.  
W e  est imate t h a t  8 0  p e r c e n t  of t h i s  amount would be 
resolved i n  f a v o r  of t h e  Government.  

These  k i n d s  of improvements  w i l l  g i v e  immediate and  
dramatic e v i d e n c e  t o  t h e  p u b l i c  t h a t  w e  are s e r i o u s  i n  o u r  
e f f o r t s  t o  c o u n t e r a c t  t h e  f r a u d ,  waste, and  a b u s e  t h e  
p u b l i c  h a s  been  r e a d i n g  a b o u t .  

The f i n a n c i a l  manager  h a s  a key  role i n  t h e  long- t e rm 
improvement  i n  t h e  c o n f i d e n c e  of t h e  p u b l i c  i n  Government.  
I t  is t h e  f i n a n c i a l  manager  who c a n  improve p r o d u c t i v i t y  
t h r o u g h  better u t i l i z a t i o n  of t h e  F e d e r a l  work force. I t  
is t h e  f i n a n c i a l  manager  who c a n  e l i m i n a t e  t h e  i n c o n s i s t e n -  
c ies  and  d u p l i c a t i o n  i n  a u d i t s  of g r a n t  programs t h a t  sees 
some g r a n t  r e c i p i e n t s  of less i m p o r t a n c e  or low r i s k  b e i n g  
a u d i t e d  r e p e a t e d l y  w h i l e  o the r  are n o t  a u d i t e d  for many 
years ,  i f  a t  a l l .  
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I t  f a l l s  t o  o u r  f i n a n c i a l  managers  t o  be t h e  bulwark  
a g a i n s t  f r a u d ,  waste, and e r ror  by s t r e n g t h e n i n g  t h e i r  
management and a c c o u n t i n g  s y s t e m s  and t he i r  i n t e r n a l  
c o n t r o l s  t o  minimize  t h e  p o s s i b i l i t i e s  of waste of t a x -  
p a y e r s '  moneys. We l o o k  t o  them t o  r e v e r s e  t h e  s l i d e  of 
p u b l i c  c o n f i d e n c e  i n  Government,  and w e  look t o  c o n f e r e n c e s  
s u c h  as t o d a y ' s ,  t o  b r i n g  a b o u t  t h e  s h a r i n g  of ideas and 
t h e  l e a r n i n g  of l e s s o n s  t h a t  w i l l  e n a b l e  u s  t o  d e m o n s t r a t e  
t o  t h e  e n t i r e  n a t i o n  t h a t  w e  r e c o g n i z e  t h e  r e s p o n s i b i l i t i e s  
of t h e  p u b l i c  t r u s t  w e  h o l d ,  and t h a t  w e  c a n  and w i l l  ac t  
t o  improve t h e  o p e r a t i o n  of our Government. 

I would l i k e  t o  make r e f e r e n c e  t o  what John  White t o l d  
you here t h i s  morning ,  w i t h  respect t o  t h e  A d m i n i s t r a t i o n ' s  
new i n i t i a t i v e s  €or f i n a n c i a l  management i n  o b t a i n i n g  
a p p r o v a l  of a c c o u n t i n g  s y s t e m s ,  improving  i n t e r n a l  con- 
t rols ,  and s t r e n g t h e n i n g  a number of o t h e r  a reas .  A s  h e  
i n d i c a t e d ,  t h e s e  areas were chosen  i n  c o n s u l t a t i o n  w i t h  t h e  
GAO, which r e p r e s e n t  cases where o u r  aud i to r s  have  i d e n t i -  
f i e d  as  matters t h a t  need t o  be looked  i n t o .  

I am here t o d a y  t o  p l e d g e  o u r  whole s u p p o r t  t o  t h i s  
e f fo r t  and t o  s a y  w e  p lan  t o  do w h a t  w e  c a n  t o  see t h a t  
c h i s  i n i t i a t i v e  is s u c c e s s f u l ,  e v e n  i f  i t  means t h a t  w e  
have  t o  i s s u e  a n  a u d i t  report from t i m e  t o  t i m e .  

Thank you v e r y  much. 

JFMIP O F F I C I A L S  AND HONORED GUESTS AT THE LUNCHEON 
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I t  is a r e a l  d e l i g h t  f o r  m e  t o  be  w i t h  you a g a i n  t h i s  
year. I t  w a s  my p l e a s u r e  t o  b e  h e r e  l a s t  year.  The S e c r e -  
t a r y  d i d  p l a n  t o  be here t o d a y  b u t  h e  is a t  C a m p  David and 
I b r i n g  you g r e e t i n g  from him. 

Over 30 y e a r s  ago ,  t h e  need for a closer working  
r e l a t i o n s h i p  t o  improve f i n a n c i a l  management i n  Government 
prompted  t h e  e s t a b l i s h m e n t  of t h e  J o i n t  F i n a n c i a l  Manage- 
ment Improvement  Program. Many s i g n i f i c a n t  improvements  i n  
f i n a n c i a l  management h a v e  o c c u r r e d  i n  t h e  i n t e r v e n i n g  y e a r s  
a s  a r e s u l t  o f  c o o p e r a t i v e  e f f o r t s  by d e d i c a t e d  government  
employees. 

Our role t o d a y  is t o  b u i l d  on t h e  momentum of t h e  
pas t .  T h i s  Program w i l l  c o n t i n u e  t o  foster  j o i n t  e f f o r t s  
f o r  f u t u r e  improvements .  A s  f i n a n c i a l  manage r s ,  w e  are 
f a c e d  w i t h  a number of c h a l l e n g e s .  

The P r e s i d e n t  s u b m i t t e d  a l e a n  b u d g e t  and t h i s  po l i cy  
o f  r e s t r a i n t  is n o t  a c a s u a l  one .  W e  a r e  commit ted  t o  
r e s i s t i n g  p r e s s u r e s  f o r  i n c r e a s e d  s p e n d i n g .  Combating 
i n f l a t i o n  must  be o u r  top economic  and  b u d g e t a r y  p r i o r i t y .  
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We m u s t  s e e k  b e t t e r  and less c o s t l y  means t o  a c h i e v e  
o u r  n a t i o n a l  o b j e c t i v e s .  T h i s  is t h e  o n l y  way t o  e x e r c i s e  
Federal  l e a d e r s h i p  i n  t h e  f i g h t  a g a i n s t  i n f l a t i o n .  I n  
t o d a y ' s  c l imate ,  w e  c a n n o t  t o l e r a t e  waste, i n e f f i c i e n c y  and  
mismanagement. T h e r e f o r e ,  w e  m u s t  work t o g e t h e r  t o  e l i m i n -  
a t e  programs t h a t  a re  unworkable ,  improve programs t o  make 
them more e f f e c t i v e ,  and s t r e a m l i n e  Federal o p e r a t i o n s  t o  
make them more e f f i c i e n t .  

To  res tore  pub1 i c  c o n f i d e n c e  i n  Government,  w e  must 
v i g o r o u s l y  d e m o n s t r a t e  t h a t  our  a c t i o n s  are r e s p o n s i v e  t o  
p u b l i c  needs .  I b e l i e v e  t h a t  t h e  p r inc ipa l  ro le  o f  t h i s  
Program is t o  ac t  a s  a c a t a l y s t  f o r  change  and t o  m o t i v a t e  
f i n a n c i a l  managers ,  such  a s  y o u r s e l v e s ,  t o  propose improve- 
men t s  w i t h i n  your  a g e n c i e s .  

Only t h r o u g h  your  s u p p o r t  and c r e a t i v e  i n i t i a t i v e s  
w i l l  w e  be a b l e  t o  e n s u r e  t h a t  t h e  Government is working  
e f f i c i e n t l y  and e f f e c t i v e l y  for t h e  b e n e f i t  of a l l  people. 

My p r i m a r y  role t o d a y  is  t o  r e c o g n i z e  t w o  i n d i v i d u a l s  
who j o i n  a number o f  d i s t i n g u i s h e d  p r e v i o u s  award winne r s .  
One h a s  d e m o n s t r a t e d  o u t s t a n d i n g  l e a d e r s h i p  and accompl i sh -  
m e n t s  i n  i n t e r g o v e r n m e n t a l  c o o p e r a t i o n  and c o o r d i n a t i o n  o f  
a u d i t  e f f o r t s  f o r  f e d e r a l l y  a s s i s t e d  programs.  The o t h e r  
h a s  shown h i s  p r o f e s s i o n a l  e x c e l l e n c e  i n  improving  c a s h  
management i n  t h e  F e d e r a l  Government. 

I am honored  t o  i n t r o d u c e  them t o  you and t o  p r e s e n t  
them w i t h  t h e i r  awards .  

M r .  F rank  G r e a t h o u s e  is t h e  A s s i s t a n t  t o  t h e  Comp- 
t r o l l e r  of t h e  T r e a s u r y  of t h e  S t a t e  o f  Tennessee  and 
t h e  Director of t h e  D i v i s i o n  of S t a t e  and Munic ipa l  Aud i t .  
H e  h a s  worked l o n g  and h a r d  w i t h  b o t h  t h e  N a t i o n a l  
I n t e r g o v e r n m e n t a l  A u d i t  Forum and t h e  S o u t h e a s t e r n  
I n t e r g o v e r n m e n t a l  A u d i t  Forum t o  enhance  c o o r d i n a t i o n  o f  
a u d i t  e f f o r t s  among. F e d e r a l ,  S t a t e ,  and local  governments  
and  improve t h e  a u d i t i n g  o f  f e d e r a l l y  a s s i s t e d  programs.  

H e  a l so  h a s  s u c c e s s f u l l y  d i r e c t e d  a p ro jec t  t o  d e v e l o p  
a u n i f o r m  f i n a n c i a l  and compliance a u d i t  g u i d e  f o r  a u d i t i n g  
o r g a n i z a t i o n s  t h a t  r e c e i v e  m u l t i p l e  g r a n t s  f rom many agen- 
cies a t  v a r i o u s  l e v e l s  o f  government .  T h i s  g u i d e  w i l l  
p r o v i d e  a means t o  implement t h e  " s i n g l e  a u d i t "  c o n c e p t  for 
these o r g a n i z a t i o n s ,  t h e r e b y  e l i m i n a t i n g  t h e  need f o r  e a c h  
g r a n t  making agency  t o  p e r f o r m  a separa te  a u d i t  o f  i t s  own 
programs.  

- 40 - 



I n  a d d i t i o n ,  t h r o u g h  h i s  e f f o r t s ,  u n i f o r m  s ta tewide  
a c c o u n t i n g  m a n u a l s  were p r e p a r e d  f o r  m u n i c i p a l i t i e s  i n  
T e n n e s s e e ,  a n d  a u d i t  s t a n d a r d s  were d e v e l o p e d  for  a u d i t i n g  
m u n i c i p a l  g o v e r n m e n t s .  

The J o i n t  F i n a n c i a l  Management Improvement Program is 
p r i v i l e g e d  t o  h o n o r  M r .  G r e a t h o u s e  for h i s  c o n t i n u e d  
l e a d e r s h i p  i n  c o o r d i n a t i n g  i n t e r g o v e r n m e n t a l  a u d i t  e f for t s  
a n d  i m p r o v i n g  f i n a n c i a l  management i n  T e n n e s s e e .  I am v e r y  
p l e a s e d ,  on  b e h a l f  of a l l  t h e  P r i n c i p a l s ,  t o  p r e s e n t  him 
t h i s  award .  

PRESENTATION OF FINANCIAL MANAGEMENT IMPROVEMENT AWARD TO 
FRANK GREATHOUSE 

W i l l i a m  M.  Henderson  s e r v e d  a s  t h e  T r e a s u r y  r e p r e s e n t -  
a t i , v e  o n  t h e  P r e s i d e n t ' s  R e o r g a n i z a t i o n  P r o j e c t  t o  r e v i e w  
c a s h  management po l ic ies  and  practices t h r o u g h o u t  t h e  
F e d e r a l  Government .  H e  c o n d u c t e d  a n d  c o o r d i n a t e d  s o p h i s t i -  
c a t e d  f i n a n c i a l  a n a l y s e s  t o  r e d u c e  F e d e r a l  b o r r o w i n g  and  
r e l a t e d  i n t e r e s t  costs. H e  a l so  d e m o n s t r a t e d  o u t s t a n d i n g  
l e a d e r s h i p ,  t e c h n i c a l  e x p e r t i s e ,  and c r e a t i v e  s k i l l s  i n  
r e p r e s e n t i n g  t h e  project  t o  s e n i o r  Government o f f i c i a l s  a n d  
p r e p a r i n g  reports for t h e  P r e s i d e n t .  

M r .  Henderson  d e v e l o p e d  c r e a t i v e  a n d  p r a c t i c a l  ways t o  
s t r e n g t h e n  F e d e r a l  c a s h  management by a c c e l e r a t i n g  t h e  
c o l l e c t i o n  of d u t i e s  a n d  t h e  deposi t  of accompanying  
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r e c e i p t s ,  and by u t i l i z i n g  a n  e lec t ronic  t r a n s f e r  s y s t e m  
f o r  t r a n s m i t t i n g  l a r g e  e x c i s e  t a x  r e c e i p t s .  

H i s  most s i g n i f i c a n t  ach ievement  was t h e  deve lopment  
of a p l a n  t o  acce lera te  t h e  f l o w  of t a x  r e v e n u e s  by 
s e l e c t i v e l y  r e d u c i n g  tax  de fe r r a l  per iods,  i n c r e a s i n g  
payment f r e q u e n c i e s  and r a i s i n g  t h e  amount due  when 
per iodic  estimated payments  a re  due. 

H i s  p l a n  a l so  i n c l u d e d  a number of p r o p o s a l s  t o  ease 
t h e  d e p o s i t i o n  and paperwork requirements for small 
b u s i n e s s ,  i n  k e e p i n g  w i t h  a n o t h e r  i m p o r t a n t  P r e s i d e n t i a l  
g o a l  of r e d u c i n g  u n n e c e s s a r y  and i n f l a t i o n a r y  gove rnmen ta l  
r equ i r eme n t  s . 

H i s  p r o f e s s i o n a l  a d v i c e  and recommendat ions w i l l  s a v e  
t h e  government  m i l l i o n s  of d o l l a r s  a n n u a l l y .  These 
p r o p o s a l s  r e p r e s e n t  a major attempt by t h e  Government t o  
manage i t s  f i n a n c e s  be t te r  and t o  improve t h e  e q u i t y  and 
e f f e c t i v e n e s s  o f  our t a x  sys tem.  

M r .  Henderson c l e a r l y  d e s e r v e s  r e c o g n i t i o n  for h i s  
p r o f e s s i o n a l  a c h i e v e m e n t s  i n  improving  cash mangement 
w i t h i n  t h e  Federal  Government. 

I am pleased on beha l f  of a l l  t h e  P r i n c i p a l s ,  and 
p a r t i c u l a r l y  on beha l f  of h i s  f a m i l y  a t  T r e a s u r y ,  because 
w e  a re  v e r y  proud of B i l l  Henderson a t  T r e a s u r y ,  t o  p r e s e n t  
h i m  w i t h  t h i s  1978 F i n a n c i a l  Management Improvement Award. 

PRESENTATION OF F I N A N C I A L  MANAGEMENT IMPROVEMENT AWARD TO 
WILLIAM HENDERSON 
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PART I11 - AFTERNOON WORNSHOPS 

1. IMPROVING FINANCIAL MANAGVMENT SYSTEMS 
FOR BETTER ACCOUNTAB/ILITY c 

WORKSHOP LEADER: 
RICHARD MAYCOCK 
DEPUTY DIRECTOR 
FINANCIAL AND 
GENERAL MANAGEMENT 
STUDIES DIVISION 

GENERAL ACCOUNTING 
OFFICE 

BOB MEYER DISCUSSES GAO'S 
ACTIVITIES IN FRAUD AND 
ABUSE PROTECTION, WHILE KEN 
WINNE LISTENS DAVID GRIBBLE, OMB 

PICTURED FROM LEFT TO RIGHT 
ARE PANELISTS: DAVID DUKES, 
HEW; JOHN CREHAN, DOD; AND 
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PANELISTS : Robert Meyer 
A s s i s t a n t  Director 
F i n a n c i a l  and G e n e r a l  Management S t u d i e s  

G e n e r a l  Account ing  O f f i c e  
d D i v i s i o n  

Kenneth Winne 
Project  Director 
J o i n t  F i n a n c i a l  Management Improvement 

Program 

David G r i b b l e  
S p e c i a l  Adv i so r  on Account ing  Sys tems 
F i n a n c i a l  Management Branch 
O f f i c e  of Management and Budget 

John  Crehan 
Director f o r  Account ing  P o l i c y  
Department  of Defense  

David Dukes 
Deputy A s s i s t a n t  S e c r e t a r y ,  F i n a n c e  
Department  of H e a l t h ,  E d u c a t i o n  and Welfare 

The workshop p a n e l  d i s c u s s e d  t h e  need t o  improve 
f i n a n c i a l  management s y s t e m s  for  bet ter  a c c o u n t a b i l i t y .  
The f i v e  s p e a k e r s  a d d r e s s e d  t h e  i s s u e s  of p r o g r e s s  and 
problems i n  t h e  a p p r o v a l  of a c c o u n t i n g  s y s t e m s ,  deve lopment  
of c a s h  management s y s t e m s ,  and t h e  chang ing  role  of 
c e r t i f y i n g  o f f i ce r s .  

DAVID GRIBBLE d i s c u s s e d  O M B ' s  r e c e n t  i n i t i a t i v e s  i n  
t h e  f i n a n c i a l  management area.  I n  r e s p o n s e  t o  a number o f  
G e n e r a l  Accoun t ing  O f f i c e  reports t h a t  have  h i g h l i g h t e d  
s e v e r a l  o p e r a t i o n a l  p rob lems  i n  t h e  f i n a n c i a l  management 
a r eas ,  OMB h a s  r e c e n t l y  t a k e n  a s t r o n g  i n t e r e s t  and d e v e l -  
oped a number of i n i t i a t i v e s  t o  r e s o l v e  government-wide 
f i n a n c i a l  management problems. The problems t h a t  have  
surfaced a r e :  t h e  Depar tment  of D e f e n s e ' s  loss  of a c c o u n t -  
i n g  c o n t r o l  o v e r  rece ip ts  from f o r e i g n  m i l i t a r y  sales;  
e x c e s s  Federal f u n d s  i n  h a n d s  of g r a n t e e s ;  a g e n c i e s  n o t  
p r o m p t l y  and s y s t e m a t i c a l l y  f o l l o w i n g  up on a u d i t  f i n d i n g s ;  
d e f i c i e n c i e s  i n  agency  pract ices  r e g a r d i n g  c o l l e c t i o n  o f  
d e b t s ;  need  for g r e a t e r  improvement i n  cash management; 
v i o l a t i o n s  of t h e  A n t i d e f i c i e n c y  A c t ;  poor i n t e r n a l  c o n t r o l  
l e a d i n g  t o  f r a u d  and a b u s e  i n  a g e n c i e s ;  and t h e  l a c k  of GAO 
a p p r o v a l  fo r  4 0  p e r c e n t  of a l l  a c c o u n t i n g  s y s t e m s  i n  t h e  
Government. 

- 4 4  - 



OMB a c t i o n  directed toward r e s o l v i n g  t h e s e  p rob lems  
i n c l u d e :  

--A memorandum t o  t h e  h e a d s  of a g e n c i e s  e x p r e s s i n g  
c o n c e r n  a b o u t  deb t  c o l l e c t i o n  p r a c t i c e s .  Each 
agency  is t o  c o n d u c t  a r e v i e w  o f  i t s  s y s t e m s  and 
procedures, take remedial ac t ion  a s  may be n e c e s s a r y  
and report back  t o  OMB. 

number of u n r e s o l v e d  a u d i t  f i n d i n g s .  A r e v i s i o n  o f  
OMB C i r c u l a r  A-73 is  b e i n g  p r e p a r e d  t o  require more 
e f f e c t i v e  agency  a u d i t  f o l l o w u p s  and t o  improve t h e  , 
e f f e c t i v e n e s s  of a u d i t s .  

--OMB's s u r v e y  of a g e n c i e s  c o n c e r n i n g  t h e  excess f u n d s  
i n  t h e  hand of g r a n t e e s  and encouragement  t o  s p e e d  
up g r a n t  closeouts and t o  reduce t h e  amount o f  
o u t s t a n d i n g  c a s h  i n  t h e  hands  of g r a n t e e s .  

--The OMB Director 's  request  t h a t  a l l  major a g e n c i e s  
u p d a t e  t h e i r  f u n d s  c o n t r o l  r e g u l a t i o n s  and s u b m i t  
them for a p p r o v a l .  T h i s  is b e i n g  done  i n  t h e  hope 
o t  e l i m i n a t i n g  a n t i d e f i c i e n c y  v i o l a t i o n s .  

a c c o u n t i n g  s y s t e m s  approved  by GAO. OMB w i l l  be 
p l a y i n g  a v i t a l  r e c o n c i l i a t i o n  role i n  i d e n t i f y i n g  
and h e l p i n g  t o  overcome t h e  t y p e s  o f  common problems 
t h a t  have  caused GAO t o  w i t h h o l d  a p p r o v a l .  

- -Meet ings w i t h  a g e n c i e s  i n  an  e f f o r t  t o  r e d u c e  t h e  

--The desire o f  OMB and GAO t o  have  a l l  agency  

Accoun t ing  s y s t e m s  t h a t  have  met G A O ' s  a p p r o v a l  
c r i t e r i a  and have  a good ne twork  o f  c o n t r o l s  b u i l t  i n t o  
them a re  p a r t i c u l a r l y  r e l e v a n t  t o  improving  a c c o u n t a b i l i t y .  
I n  t h e  f u t u r e ,  people w i l l  be  h e l d  r e s p o n s i b l e  for t h e i r  
pe r fo rmance  r e g a r d i n g  budge t  p l a n s  and a s s i g n e d  responsi- 
b i l i t i e s .  Accoun t ing  s y s t e m s  w i t h  good ne tworks  of 
c o n t r o l s  provide a key  t o  r e s o l v i n g  a l o n g  l i s t  of pro- 
blems. 

OMB budge t  e x a m i n e r s  are p a y i n g  p a r t i c u l a r  a t t e n t i o n  
t o  t h e  f o l l o w i n g  i t e m s  when d e c i d i n g  w h e t h e r  agency  
a c c o u n t i n g  s y s t e m s  a d e q u a t e l y  s e r v e  t h e  operat ional  n e e d s  
of OMB i n  b u d g e t i n g  and a c c o u n t i n g :  

--Is t h e  agency  a c c o u n t i n g  s y s t e m  r e s p o n s i v e  t o  t h e  
n e e d s  of OMB, agency  management, program management, 
and t h e  C o n g r e s s i o n a l  budge t  s t a f f ?  

--Is agency  a c c o u n t i n g  d a t a  a v a i l a b l e  month ly  or more 
o f t e n  for each program and a c t i v i t y  t o  allow close 
moni . tor ing  o f  budge t  e x e c u t i o n  i n  b o t h  d o l l a r  meas- 
ures and pe r fo rmance  measures? 
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--Is a d e q u a t e ,  i n t e g r a t e d  program d a t a  a v a i l a b l e  t o  
al low good u n i t  cost a n a l y s i s ,  cost b e n e f i t  a n a l -  
y s i s ,  and p r i c i n g ?  

--Do month ly  a c c o u n t i n g  reports p r e c i s e l y  t r a c k  budget  
c a t e g o r i e s  on  a one-to-one b a s i s ,  and  p r o v i d e  i n f o r -  
m a t i o n  o n  other  bases u s e f u l  f o r  a n a l y s i s  and 
cont ro l?  A r e  t h e y  a c c u r a t e ,  t i m e l y  and d o  t h e y  
c o n t a i n  a n a l y s i s  t h a t  a re  u s e f u l ?  

ROBERT MEYER d i s c u s s e d  G A O ' s  a c t i v i t i e s  i n  t h e  area o f  
f r a u d  and abuse  p r e v e n t i o n .  The GAO e s t a b l i s h e d  a t a s k  
force t o  combat f r a u d  and abuse  i n  t h e  w i n t e r  o f  1978.  The 
t a s k  force is emphas iz ing  t h r e e  major f u n c t i o n s :  

--The h o t - l i n e  o p e r a t i o n ;  
--The v u l n e r a b i l i t y  assessment: and 
--The o v e r v i e w  a s s e s s m e n t .  

The  h o t - l i n e  o p e r a t i o n  i n v o l v e s  a t o l l  f ree  number 
t h a t  anyone c a n  c a l l  and r e p o r t  a l l e g e d  cases of f r a u d  and 
a b u s e  t o  GAO. The  a l l e g a t i o n  is immedia t e ly  rev iewed by a 
GAO a u d i t o r  a s  t o  w h e t h e r  o r  n o t  i t  s h o u l d  be  i n v e s t i g a t e d .  

The GAO h o t - l i n e  o p e r a t i o n  was o r i g i n a l l y  a r e g i o n a l  
o p e r a t i o n ,  b u t  s i n c e  J a n u a r y  1979  i t  h a s  been  n a t i o n w i d e .  
The  n a t i o n w i d e  number r e c e i v e d  o v e r  6 0 0  c a l l s  on  t h e  f i rs t  
d a y ;  w i t h  o v e r  5 , 0 0 0  c a l l s  logged  i n  so f a r .  S u b s t a n t i a l  
items t o  be i n v e s t i g a t e d  have  numbered a b o u t  3 ,000 .  Inves -  
t i g a t i o n s  are conduc ted  by e i t h e r  GAO i n v e s t i g a t o r s  or 
agency  i n v e s t i g a t o r s .  A l s o ,  po in t s  of c o n t a c t  have  been  
e s t a b l i s h e d  w i t h  t h e  i n d i v i d u a l  agency  I n s p e c t o r s  G e n e r a l  
O f f i c e ,  and items t o  be r ev iewed  are  t u r n e d  over t o  them. 
The  items a re  a l so  t u r n e d  o v e r  t o  t h e  GAO a u d i t  teams t o  
f o l l o w u p  on t h e  agency  i n v e s t i g a t i o n .  

The v u l n e r a b i l i t y  a s s e s s m e n t  of program e n t a i l s  
r e v i e w s  of d i f f e r e n t  a g e n c i e s ,  by teams of GAO i n v e s t i g a -  
tors ,  t o  d e t e r m i n e  how v u l n e r a b l e  t h e  a g e n c y ' s  programs are  
t o  f r a u d  and abuse .  

T h e  ove rv iew a s s e s s m e n t  is aimed a t  making a n  accurate  
e s t ima t ion  of t h e  e x t e n t  of f r a u d  and a b u s e  i n  Government 
programs.  A t  t h i s  p o i n t ,  f r a u d  is estimated t o  cost t h e  
Government from $10 t o  $25 b i l l i o n  do l la rs .  Many a g e n c i e s  
a re  l a b o r i n g  under  t h e  d e l u s i o n  t h a t  f r aud  and a b u s e  are 
n o t  a b i g  problem. 

GAO h a s  found t h a t  management i n f o r m a t i o n  s y s t e m s  d o  
n o t  l e n d  t h e m s e l v e s  t o  t h e  g a t h e r i n g  of s t a t i s t i c s  a b o u t  
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f r a u d  and  a b u s e ,  and  t h a t  most a c c o u n t i n g  systems d o  n o t  
h a v e  s u f f i c i e n t  n e t w o r k s  of c o n t r o l s  t o  s u f f i c i e n t l y  c h e c k  
o p e r a t i o n s .  Most a g e n c i e s  were passive about f r a u d  and 
were n o t  a t t e m p t i n g  t o  n o t e  and  correct weak p o i n t s  i n  
t h e i r  o p e r a t i o n s .  

I n  a d d i t i o n ,  GAO has found t h a t  t h e  c a p a b i l i t i e s  of 
a g e n c y  i n v e s t i g a t o r s  were q u e s t i o n a b l e .  For  example ,  70 
p e r c e n t  have  no e x p e r i e n c e  i n  f r a u d  i n v e s t i g a t i o n ,  and 8 0  
p e r c e n t  h a v e  no  f o r m a l  t r a i n i n g  i n  w h i t e  co l l a r  crime and 
f r a u d .  A l s o ,  many a g e n c i e s  appear t o  be r e l u c t a n t  t o  take 
a n  a c t i v e  l e a d e r s h i p  ro le  i n  p r e v e n t i n g  and  d e t e c t i n g  f r a u d  
and  a b u s e .  

KENNETH WINNE d i s c u s s e d  t h e  JFMIP S t u d y  Project 
r e g a r d i n g  t h e  c e r t i f i c a t i o n  process i n  Government.  Ce r t i -  
f y i n g  o f f i c e r s  i n  c i v i l i a n  a g e n c i e s  and d i s b u r s i n g  o f f i c e r s  
i n  t h e  Depar tmen t  of D e f e n s e  must  c e r t i f y  t o  t h e  l e g a l i t y ,  
p ropr ie ty ,  and c o r r e c t n e s s  of v o u c h e r s  b e f o r e  t h e  T r e a s u r y  
Depar tmen t  w i l l  make d i s b u r s e m e n t s .  These  o f f i c e r s  a r e  
s u b j e c t  t o  p e c u n i a r y  l i a b i l i t y  f o r  any  i l l e g a l ,  improper, 
or i n c o r r e c t  items t h a t  a re  d i s b u r s e d .  

D i s b u r s i n g  o f f i c e r s  were e s t a b l i s h e d  by  l e g i s l a t i o n  i n  
1789.  These i n d i v i d u a l s  m a i n t a i n e d  a " q u i l l  p e n  and  money 
chest" o p e r a t i o n  and  were a b l e  t o  a t t e s t  t o  t h e  l e g a l i t y ,  
p ropr ie ty ,  and  c o r r e c t n e s s  of paymen t s  for goods and  
s e r v i c e s  r e c e i v e d  by  f i rs t  hand k n o w l e d g e - - f r e q u e n t l y  by 
b e i n g  t h e r e  when t h e  goods were d e l i v e r e d .  T h i s  e n v i r o n -  
ment  worked w e l l  b e c a u s e  a r e s p o n s i b l e  i n d i v i d u a l  knew and 

m e n t s  were made i n  much t h i s  same manner u n t i l  t h e  1 9 3 0 ' s .  
I was i n  a p o s i t i o n  t o  e n s u r e  t h a t  paymen t s  were v a l i d .  Pay- 

I n  1933 ,  by E x e c u t i v e  O r d e r ,  c e r t i f y i n g  o f f i ce r s  were 
e s t a b l i s h e d  i n  c i v i l i a n  a g e n c i e s  and were made p e c u n i a r y  
l i a b l e  for  a n y  d e f i c i e n c i e s  a n d / o r  i r r e g u l a r i t i e s  i n  
payments .  A t  t h i s  time, t h e  Government was s t i l l  re la-  
t i v e l y  small. W h i l e  t h e  c e r t i f y i n g  o f f i c e r  may n o t  h a v e  
had  f i r s t  hand knowledge r e g a r d i n g  many of t h e  payments ,  he  
s t i l l  had  t h e  a b i l i t y  t o  v e r i f y  t h a t  v o u c h e r s  had b e e n  
drawn and  a u t h o r i z e d  c o r r e c t l y ,  and t h a t  r e c e i v i n g  reports  
were a p p r o v e d  by a u t h o r i z e d  i n d i v i d u a l s .  T h i s  showed t h a t  
t h e  goods  were p r o p e r l y  o r d e r e d  and t h a t  t h e y  were r e c e i v e d  
i n  good o r d e r .  

More r e c e n t  s y s t e m s  h a v e  been  a u t o m a t e d ,  and t h e  
volume of t r a n s a c t i o n s  r e l a t ed  t o  payments  h a s  i n c r e a s e d  
s u b s t a n t i a l l y .  T o d a y ' s  e n v i r o n m e n t  g e n e r a l l y  c o n s i s t s  of 
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huge  a u t o m a t e d  s y s t e m s  most of which are c e n t r a l  d a t a  base 
s y s t e m  w i t h  t e r m i n a l  i n p u t  from numerous remote l o c a t i o n s .  
A s  a r e s u l t ,  t h e  volume o f  t r a n s a c t i o n s  and t h e  r e m o t e n e s s  
of t h e  i n p u t  makes i t  p h y s i c a l l y  impossible for c e r t i f y i n g  
o f f i c e r s  t o  e i t h e r  c h e c k  e v e r y  payment or review t h e  s o u r c e  
documents .  

M i l l i o n s  o f  payments  t o t a l i n g  o v e r  $700 b i l l i o n  
d o l l a r s  per y e a r  a r e  c e r t i f i e d  t o d a y ,  and  o v e r  2 ,800 cer- 
t i f y i n g  o f f i c e r s - - o f  which  o n l y  500 are  a c t i v e - - c e r t i f y  t o  
t h e  l e g a l i t y ,  p r o p r i e t y ,  and c o r r e c t n e s s  of t h e s e  paymen t s  
b a s e d  on  l i s t i n g s  g e n e r a t e d  by  these a u t o m a t e d  s y s t e m s .  

I n  November 1977 ,  t h e  G e n e r a l  Accoun t ing  Off ice  i s s u e d  
a report ,  " N e w  Methods Needed f o r  Checking  Payments  Made by 
Computers"  t h a t  r e c o g n i z e d  t h a t  l a r g e ,  d e c e n t r a l i z e d  
s y s t e m s  were p r o c e s s i n g  most of t h e  Government payment 
t r a n s a c t i o n s  and  t h a t  it was no  l o n g e r  possible  for a cer- 
t i f y i n g  o f f i ce r  t o  t es t  or check a n  i n d i v i d u a l  payment ,  b u t  
r a t h e r  t h e  c e r t i f y i n g  o f f icer  had  t o  r e l y  upon t h e  s y s t e m s  
and  t h e i r  c o n t r o l s .  

Because  o f  t h e  o v e r a l l  c o n c e r n  a b o u t  a c c o u n t a b i l i t y  
and  i n  r e s p o n s e  t o  t h e  r ecommenda t ions  made i n  t h i s  report ,  
t h e  JFMIP is u n d e r t a k i n g  a s t u d y  on t h e  "Roles and Respon- 
s i b i l i t i e s  of C e r t i f y i n g  and  D i s b u r s i n g  Of f i ce r s . "  Through 
t h i s  s t u d y ,  JFMIP hopes t o  s e e k  ways t o  modern ize  t h e  
a d m i n i s t r a t i v e  p r o c e d u r e s  of t h e  c e r t i f i c a t i o n  process, t o  
d e v e l o p  r e a s o n a b l e  and e q u i t a b l e  s t a n d a r d s  of a c c o u n t -  
a b i l i t y ,  t o  d e v e l o p  some u n i f o r m  g u i d e l i n e s  t h a t  c a n  be 
used  by a l l  F e d e r a l  a g e n c i e s ,  and t o  d e v e l o p  be t te r  ways 
for  t h e  c e r t i f y i n g  o f f i ce r s  t o  f u l f i l l  t h e i r  l e g a l l y  
mandated  role.  

The JFMIP s t u d y  is l o o k i n g  a t  how t o  s t r e n g t h e n  t h e  
ro l e  o f  t h e  c e r t i f y i n g  o f f icer  t o  meet t h e  i n t e n t  of t h e  
l a w  i n  t h e  face of these problems which a re  o f t e n  re la ted 
t o  new t e c h n o l o g y  and a r e  beyond t h e  d i r e c t  c o n t r o l  o f  t h e  
c e r t i f y i n g  o f f i c e r .  The q u e s t i o n  of who is a c c o u n t a b l e  for  
t h e  l e g a l i t y ,  p r o p r i e t y ,  and  c o r r e c t n e s s  of s y s t e m s  has 
b e e n  r a i s e d ,  and  a l o o k  w i l l  be t a k e n  a t  t h e  t o t a l  system-- 
t h e  manual  a s  w e l l  a s  t h e  au tomated  p o r t i o n s .  

DAVID DUKES spoke on what t h e  Depar tmen t  of H e a l t h ,  
E d u c a t i o n  and  Welfare is d o i n g  t o  improve i t s  f i n a n c i a l  
a c c o u n t i n g  process. 
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The Department o f  H e a l t h ,  E d u c a t i o n  and Welfare h a s  
f i v e  c e n t r a l  f i n a n c i a l  s y s t e m s :  

--A c e n t r a l  p a y r o l l  sys t em,  i n t e g r a t e d  and computer- 
i z e d ,  w i t h  6 0  s e r v i c i n g  p e r s o n n e l  o f f i c e s  s c a t t e r e d  
t h r o u g h o u t  t h e  c o u n t r y .  

--A c e n t r a l i z e d  computer  a c c o u n t i n g  sys t em t h a t  pro- 
c e s s e d  t h e  a d m i n i s t r a t i v e  a c c o u n t i n g  a c t i v i t y  f o r  
programs l o c a t e d  i n  t h e  r e g i o n s - - u t i l i z i n g  t e le -  
communica t ions ,  o v e r n i g h t  b a t c h  p r o c e s s i n g ,  and  
month ly  summar iza t ions .  

b e i n g  r e c o r d e d  i n  t h e  a d m i n i s t r a t i v e  a c c o u n t i n g  
s y s t e m s ,  t h e  awards d a t a  a re  t e l ecommunica ted .  T h i s  
s y s t e m  s e r v e s  as a f i s c a l  i n t e r m e d i a r y  between t h e  
program and t h e  g r a n t  r e c i p i e n t s .  A f t e r  r e q u i r e d  
r e p o r t s  a r e  i n p u t t e d ,  c a s h  a d v a n c e s  are made t h r o u g h  
t h e  sys t em on a cash p o o l i n g  b a s i s .  E x p e n d i t u r e  
d a t a  a r e  t h e n  t r a n s m i t t e d  back t o  t h e  a d m i n i s t r a t i v e  
a c c o u n t i n g  sys t ems .  

--A cen t r a l  g r a n t e e / c o n t r a c t o r  r e g i s t r a t i o n  s y s t e m  
t h a t  is t h e  r e p o s i t o r y  fo r  s t a n d a r d i z e d  d a t a  t h a t  
i d e n t i f y  t h e  e n t i t i t i e s  w i t h  whom HEW d o e s  bus-  

--A c e n t r a l  s y s t e m  for c o l l e c t i n g  o b l i g a t i o n  d a t a  
i d e n t i f i e d  by g e o g r a p h i c  and c o n g r e s s i o n a l  d i s -  
t r i c t .  

--A c e n t r a l i z e d  g r a n t s  payment sys t em t o  which,  a f t e r  

6 i n e s s .  

These  f i v e  d i f f e r e n t  a c c o u n t i n g  s y s t e m s  were deve loped  
unde r  a c e n t r a l  HEW " u m b r e l l a "  of p r i n c i p l e s  and s t a n d a r d s  
t o  meet t h e  agency  needs .  However, some major problem 
areas w i t h  t h e  f i n a n c i a l  s y s t e m s  were i d e n t i f i e d  a s  
follows: 

--They a re  p r i m a r i l y  d e s i g n e d  fo r  " a f t e r  t h e  f a c t , "  
appropriation accounting and fail to meet basic cash 
management, day-to-day resource management, and 
f o r e c a s t i n g  r e q u i r e m e n t s .  

--The f i n a n c i a l  a c c o u n t i n g  s y s t e m s  a r e  outmoded and 
u s e  i n c o m p a t i b l e  computer  t e c h n o l o g i e s ,  t h u s  p r e -  
v e n t i n g  them from b e i n g  i n t e g r a t e d .  

- - S u b s t a n t i a l  numbers of g r a n t  awards  a r e  i s s u e d  w i t h  
errors ,  which l e a d s  t o  d iscrepancies  between HEW and 
g r a n t e e  records ( f r e q u e n t l y ,  t h e  g r a n t e e  records a r e  
correct b u t  t h e  g r a n t e e s  have t h e  burden  t o  r e c o n -  
c i l e  t o  HEW r e c o r d s  t h a t  a re  f r e q u e n t l y  incor rec t ) .  

g r a n t s  a r e  m a i n t a i n e d ,  c a u s i n g  c o n t i n u a l  p rob lems  
and wasted resources keep ing  s y s t e m s  o p e r a t i n g  and 
k e e p i n g  r e c o r d s  r e c o n c i l e d  and s y n c h r o n i z e d .  

- - D u p l i c a t i v e  s y s t e m s  f o r  r e c o r d i n g  i n f o r m a t i o n  o n  
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--The f i n a n c i a l  p r o c e s s e s  f a i l  t o  he lp  t o p  management 
t o  m o n i t o r  t h e  d e p a r t m e n t s  a c t i v i t i e s  on  a t i m e l y  
b a s i s .  

HEW is c u r r e n t l y  unde rgo ing  a s y s t e h s  d e s i g n  f o r  a new 
a d m i n i s t r a t i v e  a c c o u n t i n g  and g r a n t s  awards  sys t em.  The 
s y s t e m  is  b e i n g  d e s i g n e d  t o  p r o v i d e :  

--A computer  based s y s t e m  for management of g r a n t s ,  
a c c o u n t i n g  and payments ,  w i t h  i n t e g r a t e d  budge t  and 
a c c o u n t i n g  f u n c t i o n s :  

--A s t a n d a r d i z e d  b a s i c  set of a c c o u n t i n g  r e q u i r e m e n t s  
and d a t a  b a s e s  f o r  a l l  t h e  o p e r a t i n g  a g e n c i e s  unde r  
one  set o f  computer  s o f t w a r e  programs:  

--The u s e  o f  software t h a t  is c o m p a t i b l e  w i t h  m u l t i p l e  
ha rdware  c o n f i g u r a t i o n s ;  

- - E l i m i n a t i o n  of errors  i n  g r a n t s  r e c o r d i n g  b e f o r e  
r e l e a s i n g  t h e  d a t a  t o  t h e  g r a n t e e s :  

- - E l i m i n a t i o n  o f  d u p l i c a t e  computer r e c o r d - k e e p i n g  f o r  
g r a n t s  p a i d  t h r o u g h  t h e  c e n t r a l  g r a n t s  payments  
sys tem:  

- -Opera t ing  a g e n c i e s  a c c o u n t i n g  c o n t r o l  o v e r  t h e i r  own 
d a t a  bases: 

- - F l e x i b i l i t y  f o r  i n d i v i d u a l  a g e n c i e s  t o  add t h e i r  own 
s o f t w a r e  modules t o  those of t h e  s t a n d a r d  sys t em t o  
meet any  un ique  requirements: 

program budge t  and f i n a n c e  o f f i ces ;  

a c c o u n t i n g  d a t a  bases f o r  a n a l y s i s  and r e p o r t i n g ;  
and 

meet new r e q u i r e m e n t s  o f  management, t h e  Congres s  
and c e n t r a l  a g e n c i e s .  

--Immediate access t o  t h e  f i n a n c i a l  d a t a  t o  g r a n t s ,  

- -Depar tmenta l  s t a f f  access t o  o p e r a t i n g  agency  

--A dynamic sys t em capable of b e i n g  changed q u i c k l y  t o  

I m p l e m e n t a t i o n  of t h e  s y s t e m s  d e s i g n  w o u l d  require  
t h e  u s e  of remote o n - l i n e  CRT t e r m i n a l s .  The main i n t e n t  
o f  t h i s  sys t em is  t o  i n s u r e  t h a t  g r a n t s  are recorded 
a c c u r a t e l y  before t h e y  a r e  i s s u e d .  The new a d m i n i s t r a t i v e  
a c c o u n t i n g  and g r a n t s  awards s y s t e m  w i l l  c o n s i s t  of  f o u r  
p r i n c i p a l  subsys t ems :  

--A s t a n d a r d  au tomated  a c c o u n t i n g  sys t em:  
--A g r a n t s  award f i n a n c i a l  sys t em:  
--A c e n t r a l  g r a n t s  payment con t ro l  a n d  c a s h  management 

--A c e n t r a l  g r a n t s / c o n t r a c t o r  i d e n t i f i c a t i o n  sys tem.  
sys t em;  and 

The idea of t h e  s t a n d a r d  a c c o u n t i n g  s y s t e m  i s  t o  
f u n c t i o n a l l y  assist  t h e  a c c o u n t i n g  t e c h n i c i a n  w i t h  h i s  
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management of paperwork ,  so t h a t  e a c h  t e c h n i c i a n  w i l l  have  
a CRT t e r m i n a l  as  h i s  " f i l e  d rawer" .  The t e c h n i c i a n  w i l l  
i n p u t  d a t a  and r e c o r d  documents ,  and i f  an  o b l i g a t i o n  is 
n o t  r e c o r d e d  by t h e  s y s t e m ,  t h e  t e c h n i c i a n  w i l l  be in€ormed 
and  c a n  c a n c e l  t h e  i n p u t  or p u t  it i n t o  s u s p e n s e .  

HEW is  implement ing  t h e  s y s t e m s  d e s i g n  w i t h  a p i l o t  
project .  I t  h a s  t h e  s t a n d a r d  a c c o u n t i n g  and g r a n t s  award 
f i n a n c i a l  r e c o r d i n g  s y s t e m  unde r  deve lopment  i n  one o p e r a t -  
i n g  component,  w i t h  a s c h e d u l e d  implemen ta t ion  o f  October 
1979. 

J O H N  CREHAN d i s c u s s e d  some prob lems  and s u c c e s s e s  i n  
f i n a n c i a l  management w i t h i n  t h e  Department of Defense .  He 
a l s o  d i s c u s s e d  t h e  a c c o u n t i n g  s y s t e m s  a p p r o v a l  process by 
GAO . 

The J o i n t  Uniform M i l i t a r y  Pay System (JUMPS) e f f o r t  
a t  DOD p r o v i d e s  a b a s i c  se t  of p a y r o l l  rules and s t a n d a r d s  
for  u s e  by t h e  d i f f e r e n t  M i l i t a r y  S e r v i c e s .  DOD h a s  a l s o  
a t t e m p t e d  t o  implemen t  one  s i n g l e  c i v i l i a n  pay  s y s t e m ,  b u t  
a f t e r  a y e a r  t h i s  e f f o r t  was abandoned and t h e  S e r v i c e s  
were t o l d  t o  s t a n d a r d i z e  w i t h i n  t h e m s e l v e s .  The Army and  
A i r  Force e a c h  deve loped  i t s  own s t a n d a r d  sys tem.  The Navy 
d e v e l o p e d  separate s y s t e m s ,  r e d u c i n g  t h e  number of c i v i l i a n  
p a y r o l l  s y s t e m s  from 1 1 8  t o  9.  

DOD h a s  had a n  u p s u r g e  i n  cost a c c o u n t i n g  a c t i v i t i e s ,  
p r i m a r i l y  c o n c e r n i n g  t h r e e  a reas :  

--Housing a c t i v i t i e s  - t h a t  shows t h e  o v e r a l l  cost  o f  
m a i n t a i n i n g  t h e  v a r i o u s  c a t e g o r i e s  of h o u s i n g .  

--Medical a c t i v i t i e s  - a c h a r t  o f  a c c o u n t s  t h a t  pro- 
v i d e s  t h e  o v e r a l l  cost  of t h e  medical f u n c t i o n s  by 
v a r i o u s  o p e r a t i o n s .  

DOD h a s  had some problems w i t h  i t s  f o r e i g n  m i l i t a r y  
sa les  a rea ,  s i n c e  i t  o r i g i n a l l y  s t a r t e d  a s  a give-away 
program,  and t h e n  s w i t c h e d  to  a sa les  program. DOD h a s  
been  d e v e l o p i n g  a c c o u n t i n g  s y s t e m s  f o r  f o r e i g n  m i l i t a r y  
s a l e s  t o  overcome t h e  e x i s t i n g  problems.  

Of t h e  1 3 5  a c c o u n t i n g  s y s t e m s  s u b j e c t  t o  a p p r o v a l ,  
GAO h a s  approved  68 s y s t e m s  and is  r e v i e w i n g  27  a d d i t i o n a l  
s y s t e m s .  N i n e t e e n  s y s t e m s  are  c u r r e n t l y  b e i n g  d e v e l o p e d .  
DOD is  making a c o n c e r t e d  e f f o r t  t o  o b t a i n  a p p r o v a l  o f  a l l  
o f  i ts a c c o u n t i n g  s y s t e m s  by t h e  end of f i s c a l  y e a r  1980. 
However, t o  a c h i e v e  t h i s  g o a l ,  DOD m u s t  overcome some 
problems.  
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One problem is the accounting for  property acquired 
under procurement appropr ia t ions  and now used under mainte- 
nance appropr ia t ions .  Items t h a t  a r e  unde r  cont ro l  of 
s tock f u n d s  do not present  much of a problem, w i t h  
t r a n s f e r s  be ing  handled a s  ' s a l e s '  t o  maintenance 
appropr ia t ions .  However, items t h a t  a r e  bought under 
procurement appropr ia t ions  present  the biggest  problem. 
Many of the  major weapons systems have been excluded from 
property cont ro l  sys t ems  and f i n a n c i a l  accoun tab i l i t y  is 
not maintained ( f o r  example, t he re  is no record of t he  
d o l l a r  value of s h i p s ) .  

Other problems include the lack of deprec ia t ion  
accounting. GAO would l i k e  t o  see deprec ia t ion  accounting 
f o r  a l l  a c t i v i t i e s ,  b u t  the  Mi l i t a ry  Services  claim t h a t  
the  information gathered is meaningless. DOD p lans  t o  
record deprec ia t ion  on a se l ec t ed  b a s i s  unless  it proves t o  
be more c o s t l y  than across-the-board recording of deprecia- 
t ion. 

Another problem mentioned was t h a t  accrua l  accounting 
is not usual ly  provided i n  accounting fo r  c o s t s  reported 
from DOD con t r ac to r s .  Since d i s b u r s i n g  o f f i c e r s  a re  
f requent ly  not the  accounting o f f i c e r s ,  i t  is d i f f i c u l t  t o  
apply the  c o s t s  t o  the per iods i n  wh ich  they were 
incurred.  

r 
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. 
The p a n e l  d i s c u s s e d  i n c r e a s i n g  p u b l i c  c o n f i d e n c e  

t h r o u g h  i n n o v a t i o n s  i n  t h e  Federal budge t  process from t h e  
v a n t a g e  p o i n t s  o f  th ree  d i f f e r e n t  o r g a n i z a t i o n s - - t h e  
Congres s ,  t h e  E x e c u t i v e  O f f i c e  o f  t h e  P r e s i d e n t ,  and a n  
E x e c u t i v e  Branch d e p a r t m e n t .  

JAMES L. BLUM d i s c u s s e d  budge t  i n n o v a t i o n s  b r o u g h t  
a b o u t  t h r o u g h  t h e  e s t a b l i s h m e n t  o f  t h e  C o n g r e s s i o n a l  Budget  
O f f i c e .  The C o n g r e s s i o n a l  Budget and Impoundment C o n t r o l  
A c t  of 1974 was t h e  most s i g n i f i c a n t  i n n o v a t i o n  i n  F e d e r a l  
b u d g e t i n g  s i n c e  t h e  Budget and Account ing  A c t  o f  1921. 

--It e n a b l e s  t h e  Congres s  t o  v iew and a c t  upon t h e  
budge t  a s  a whole,  r a t h e r  t h a n  o n l y  i n  a p i e c e  meal 
f a s h i o n .  T h i s  p u t s  t h e  Congres s  o n  a n  equal  f o o t i n g  
w i t h  t h e  P r e s i d e n t  w i t h  respect t o  ove ra l l  budge t  
p r i o r i t i e s  and a l l o c a t i o n s .  

f i s c a l  policy--how F e d e r a l  s p e n d i n g  w i l l  a f f e c t  t h e  
economy. 

--It p r o v i d e s  t h e  Congres s  w i t h  needed f i s c a l  d i s c i -  
p l i n e s  w i t h  respect t o  t h e  t i m i n g  o f  b u d g e t a r y  
d e c i s i o n s ,  t h e  c o n s i s t e n c y  o f  an o v e r a l l  b u d g e t a r y  
p l a n  w i t h  i n d i v i d u a l  s p e n d i n g  and r e v e n u e  measures, 
and  t h e  c o o r d i n a t i o n  o f  a l l  C o n g r e s s i o n a l  committees 
t h a t  make i n p u t s  i n t o  t h e  b u d g e t a r y  d e c i s i o n  pro- 
cess. 

--It p r o v i d e s  t h e  Congres s  w i t h  i ts  own independen t  
s t a f f  w i t h  t h e  c a p a b i l i t y  f o r  making b u d g e t a r y  
es t imates  and p r o v i d i n g  a l t e r n a t i v e  c h o i c e s  for 
b u d g e t a r y  d e c i s i o n .  

--It e n a b l e s  t h e  Congres s  t o  d e b a t e  and a c t  upon 

The Budget A c t  e s t a b l i s h e d  a new process for t h e  
Congres s  t o  a d o p t  i t s  own b u d g e t a r y  p l a n  which c a n  be q u i t e  
d i f f e r e n t  from t h e  plan p roposed  by t h e  P r e s i d e n t .  The new 
process centers a round  t h e  a d o p t i o n  by t h e  Congres s  o f  two 
budge t  r e s o l u t i o n s .  The f i r s t  r e s o l u t i o n  t o  be p a s s e d  i n  
May s e t s  t a r g e t s  f o r  budge t  a g g r e g a t e s .  The second  r e s o l u -  
t i o n  t o  be p a s s e d  i n  September sets b i n d i n g  l i m i t s  on t h e  
Congres s .  The A c t  a l s o  e s t a b l i s h e d  a v i g o r o u s  t i m e  
s c h e d u l e  for a d o p t i n g  these t w o  r e s o l u t i o n s  a s  w e l l  a s  
o t h e r  budge t  ac t ions  and for t a k i n g  a c t i o n s  on a p p r o p r i a -  
t i o n  b i l l s  . 

The  Budget A c t  a l so  created three new C o n g r e s s i o n a l  
i n s t i t u t i o n s  t o  s e r v e  t h e  new process i n c l u d i n g  t w o  new 
s t a n d i n q  committees t o  p r e p a r e  and r e p o r t  recommended 
bu'dget r e s o l u t i o n s  t o  t h e i r  r e s p e c t i v e  Houses and t'o 
s a f e g u a r d  t h e  t a r g e t s  and  b i n d i n g  l i m i t s  se t  by t h e s e  
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resolutions. The Congressional Budget O f f i c e  was also 
e s t a b l i s h e d  a s  a p r o f e s s i o n a l  n o n p a r t i s a n  i n f o r m a t i o n  and  
a n a l y t i c a l  arm o f  t h e  Congres s  w i t h  a number o f  s p e c i f i c  
s t a t u t o r y  r e s p o n s i b i l i t i e s .  

The Congres s  is now working on t h e  f i f t h  a n n u a l  budge t  
u n d e r  t h e  new p r o c e s s .  U n l i k e  p r e v i o u s  a t tempts  t o  r e f o r m  
t h e  C o n g r e s s i o n a l  b u d g e t a r y  process, t h e  1974 A c t  is 
working  and  s u r v i v i n g .  However, t h e r e  have  been some 
prob lems  w i t h  t h e  new process, and s t i l l  o t h e r  a r e  emerging  
t h i s  y e a r .  For example ,  t h e  time s c h e d u l e  is v e r y  t i g h t ,  
e s p e c i a l l y  f o r  ac t ions  on a u t h o r i z a t i o n  and a p p r o p r i a t i o n  
b i l l s  and t h e r e  have  been  some e s t i m a t i n g  p rob lems ,  
p a r t i c u l a r l y  f o r  o u t l a y s .  I n  a d d i t i o n ,  t h e r e  is s u b s t a n -  
t i a l  pressure t h i s  y e a r  f o r  t h e  Congres s  t o  a d o p t  some 
mandatory  requirements t o  b a l a n c e  t h e  budge t  and/or  t o  
l i m i t  t h e  g rowth  i n  F e d e r a l  s p e n d i n g .  

Such r e q u i r e m e n t s ,  i f  e n a c t e d ,  would have  a serious 
e f f e c t  on t h e  C o n g r e s s i o n a l  budge t  process o f  s u b s t i t u t i n g  
a r b i t r a r y  l i m i t s  f o r  a p o l i t i c a l  d e c i s i o n  making p r o c e s s .  
I n  a d d i t i o n ,  such  a requirement would l i m i t  s h a r p l y  t h e  
power and f l e x i b i l i t y  t h e  Congres s  p r e s e n t l y  h a s  o v e r  t h e  
F e d e r a l  b u d g e t ,  and a l so  l i m i t  t h e  C o n g r e s s '  a b i l i t y  t o  
manage t h e  economy. These  requirements might  a l s o  cause 
e f f e c t i v e  c o n t r o l  o v e r  t h e  budge t  t o  be reduced by l e a d i n g  
t o  s u c h  a c t i o n s  a s  p u t t i n g  more a c t i v i t i e s  "o f f -budge t "  i n  
o r d e r  t o  a c h i e v e  b a l a n c e ,  o r  by i n c r e a s i n g  t h e  u s e  o f  " t a x  
e x p e n d i t u r e s "  t o  a c h i e v e  program g o a l s  p r e v i o u s l y  s o u g h t  
t h r o u g h  budge t  spend ing .  

The re  are however,  i n d i c a t i o n s  t h a t  t h e  9 6 t h  Congres s  
w i l l  a d o p t  some f u r t h e r  i n n o v a t i o n s  i n  t h e  b u d g e t i n g  pro- 
cess s u c h  as c o n s i d e r a t i o n  o f  v a r i o u s  s u n s e t  or s u n r i s e  
p r o p o s a l s  t o  i n c r e a s e  o v e r s i g h t  a c t i v i t i e s .  The Budget  
C o m m i t t e e s  are  moving t o  a m u l t i y e a r  framework f o r  making 
b u d g e t a r y  p l a n s .  The re  a l s o  is some in te res t  i n  t h e  
Banking and B u d g e t  Committees for strengthening Congres- 
s i o n a l  cont ro ls  o v e r  F e d e r a l  c red i t  a c t i v i t i e s .  

CAREY MODLIN d i s c u s s e d  t h e  budge t  process from t h e  
v i ew o f  t h e  E x e c u t i v e  O f f i c e  of t h e  P r e s i d e n t .  

Another  major landmark i n  t h e  budge t  process o c c u r r e d  
when P r e s i d e n t  Johnson  d e c i d e d  t h a t  t h e  c o n c e p t s  u sed  i n  
t h e  Federal  budge t  f o r  1969 w o u l d  be t h o s e  recommended by 
t h e  P r e s i d e n t ' s  Commission on  Budget Concep t s  i n  Oc tobe r  
1967.  The Commission was e s t a b l i s h e d  t o  b r i n g  o r d e r  i n t o  
what w a s  n e a r l y  a c h a o t i c  s i t u a t i o n  i n s o f a r  a s  budge t  
concepts were conce rned .  Prior t o  t h e  Commiss ion ' s  s t u d y ,  
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i n  a three s u c c e s s i v e  y e a r  p e r i o d ,  t h e  budge t  had been 
p r e s e n t e d  each y e a r  on  a d i f f e r e n t  c o n c e p t u a l  b a s i s ,  namely 
i n  a d m i n i s t r a t i v e  budge t  terms, c a s h  terms, and n a t i o n a l  
income a c c o u n t  terms. To combat c h a r g e s  of "budge t  gim- 
micke ry"  and c o n f u s i o n ,  t h e  Commission deve loped  a c l ea r ,  
c a r e f u l l y  r e a s o n e d  set of budge t  c o n c e p t s  and  recommended 
t h a t  t h e y  be a d o p t e d  i n  p r e s e n t a t i o n  of t h e  budge t .  Many 
of t h e  c o n c e p t s  were a d o p t e d  before t h e  1969 budge t .  I n  
g e n e r a l  t h e s e  c o n c e p t s  have  been  followed and have  assumed 
t h e  s t a t u s  now o f  b o r d e r i n g  on common law. 

The C o n g r e s s i o n a l  Budget and Impoundment C o n t r o l  A c t  
was second and a v e r y  major  f o r c e  i n  b u i l d i n g  p u b l i c  
c o n f i d e n c e  i n  t h e  Federal budge t  process. The A c t  accom- 
p l i s n e d  this by: 

- - E s t a b l i s h i n g  t h e  s y s t e m a t i c  r e v i e w  of t h e  budge t  by 
t h e  Congres s ;  

- - I n c r e a s i n g  g r e a t l y  t h e  q u a n t i t y  o f  i n f o r m a t i o n  on 
t h e  budge t  made a v a i l a b l e  t o  t h e  Congres s ,  and t h e  
p r e s s  and ,  t h r o u g h  t h e  p r e s s ,  t o  t h e  p u b l i c ;  and  

- - I n c r e a s i n g  t h e  u n d e r s t a n d i n g  o f  t h e  budge t  process 
and t h e  budget  i t se l f  by t h e  press and ,  t h r o u g h  t h e  
p r e s s ,  t o  t h e  p u b l i c .  

T o g e t h e r ,  t h e  Budget Commission and t h e  C o n g r e s s i o n a l  
Budget A c t  have  created a momentum t h a t  h a s  made it easier  
for  o t h e r  d e s i r a b l e  improvements.  Such  improvements 
i n c l u d e :  c o n s i d e r a b l e  increase  i n  t h e  i n f o r m a t i o n  on  
economic a s s u m p t i o n s  on which t h e  budget  is based ;  t h e  move 
t o  m u l t i y e a r  p l a n n i n g ;  r e c e n t  e f f o r t s  t o  d e v e l o p  and a d o p t  
c o n t r o l  o v e r  F e d e r a l  c r e d i t  a c t i v i t i e s ;  and c o n t i n u e d  
r e s e a r c h  for more e f f e c t i v e  b u d g e t a r y  techiques such  a s  
Management by O b j e c t i v e s  i n  t h e  p a s t  and p r e s e n t l y  Zero- 
Base Budge t ing .  T h i s  momentum h a s  a l so  l e d  t o  a v e r i t a b l e  
e x p l o s i o n  o f  i n f o r m a t i o n  a b o u t  t h e  budget .  

The  i n f o r m a t i o n  c o n c e r n i n g  economic a s s u m p t i o n s  h a s  
been  expanded and h a s  become more sophis t ica ted  o v e r  t h e  
y e a r s .  I n  t h e  1970 b u d g e t ,  OMB p u b l i s h e d  o n l y  three 
a s s u m p t i o n s  i n  e s t i m a t i n g  receipts :  g r o s s  n a t i o n a l  p r o d u c t ,  
p e r s o n a l  income, and c o r p o r a t i o n  p r o f i t s  before t a x e s .  The 
1980 budge t  c o n t a i n s  2 0  l i n e s  o f  a s s u m p t i o n s  and d e r i v a -  
t i v e s  ( e . g . ,  p e r c e n t a g e  c h a n g e s )  from t h o s e  a s s u m p t i o n s .  

A s  for m u l t i y e a r  p l a n n i n g ,  long-range  p r o j e c t i o n s  of 
t h e  budge t  were f i r s t  p u b l i s h e d ,  i n  a v e r y  a b b r e v i a ' t e d  
form, i n  t h e  1 9 7 1  budge t .  The  i n f o r m a t i o n  p u b l i s h e d  was 
m i n i m a l - - l i t t l e  more t h a n  t h e  budge t  a g g r e g a t e s  for t h e  
f i v e  y e a r s  i n  t h e  f u t u r e .  OMB h a s  now p r o g r e s s e d  w e l l  
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beyond t h a t  b e g i n n i n g  i n  t w o  r e s p e c t s .  F i r s t ,  c o n s i d e r a b l y  
more i n f o r m a t i o n  is p u b l i s h e d  i n  t h e  budge t  e .g . ,  l ong-  
r a n g e  estimates €or a g e n c i e s ,  f u n c t i o n s ,  and major programs 
w i t h i n  f u n c t i o n s .  Second,  and f a r  more i m p o r t a n t ,  a seri- 
o u s  e f f o r t  is b e i n g  made t o  i n s t i t u t e  a m u l t i y e a r  p l a n n i n g  
syst-em c o v e r i n g  a t h r e e - y e a r  p e r i o d .  

The mechanism t o  operate a m u l t i y e a r  p l a n n i n g  s y s t e m  
is a l r e a d y  i n  place. The 1980 budge t  h a s  t h r e e - y e a r  
p l a n n i n g  estimates,  and t h e  budge t  p r o c e s s  w i t h i n  t h e  
Execut ive  O f f i c e  o f  t h e  P r e s i d e n t  operates  w i t h i n  t h e  
c o n t e x t  o f  a t h r e e - y e a r  p l a n n i n g  period. I t  is, t h e r e f o r e ,  
p o s s i b l e  now f o r  e v e r y  P r e s i d e n t i a l  d e c i s i o n  a f f e c t i n g  t h e  
budge t  t o  be made w i t h  knowledge o f  t h e  e s t i m a t e d  e f f e c t  o f  
t h a t  d e c i s i o n  on  t h e  budge t  o u t l o o k  d u r i n g  t h e  t h r e e - y e a r  
p l a n n i n g  p e r i o d .  A l s o  t h e  Congres s  is moving i n  t h i s  
d i r e c t i o n ,  too, so it c a n  be  e x p e c t e d  t h a t  b u d g e t i n g  i n  t h e  
F e d e r a l  Government w i l l  move i n e x o r a b l y ,  i f  g r a d u a l l y ,  
t oward  a m u l t i y e a r  b a s i s .  

The A d m i n i s t r a t i o n  commit ted i t s e l f  i n  t h e  1980 budge t  
t o  i n s t i t u t e  a c o n t r o l  s y s t e m  for  c r e d i t  a c t i v i t i e s .  The 
s y s t e m  t h a t  is b e i n g  deve loped  would p r o v i d e  f o r  a n n u a l  
l i m i t a t i o n s  on g r o s s  d i r e c t  l o a n s  and g u a r a n t e e d  l o a n s  f o r  
i n d i v i d u a l  programs,'  and i n  t o t a l .  The i n d i v i d u a l  program 
l i m i t a t i o n s  would be proposed a s  a p p r o p r i a t i o n s  l a n g u a g e  t o  
b e  c o n s i d e r e d  by t h e  Congres s  i n  t h e  a p p r o p r i a t i o n s  p ro -  
cess. 

T h e r e  have  been s e v e r a l  e f f o r t s  over t h e  past  d e c a d e  
or so t o  improve F e d e r a l  b u d g e t i n g  t h r o u g h  t h e  use o f  more 
s o p h i s t i c a t e d  b u d g e t i n g  t e c h n i q u e s .  T h i s  is p r o b a b l y  
p a r t i c u l a r l y  t r u e  o f  ze ro -base  b u d g e t i n g  ( Z B B ) .  O t h e r  
i n n o v a t i o n s  were a t t e m p t e d  i n  e a r l i e r  y e a r s :  for example, 
programming, p l a n n i n g ,  and b u d g e t i n g  s y s t e m s  (PPBS), and 
management by o b j e c t i v e s  (MBO) b e i n g  t h e  b e s t  known of t h e  
pas t  decade. B o t h  PPBS and  MBO n e v e r  became permanent  
p a r t s  o f  t h e  budge t  process, though b o t h  PPBS and MBO l e f t  
u s e f u l  r e s i d u a l s .  

Whatever  i ts  s h o r t c o m i n g s ,  ZBB is t h e  budget  process 
i n s o f a r  a s  agency  budge t  requests t o  OMB are  conce rned .  
While  ZBB is p r o b a b l y  n o t  used a s  much as was i n t e n d e d  i n  
t h e  day-to-day management o f  a g e n c i e s ,  i t s  use f o r  r a n k i n g  
i n  OMB i n c r e a s e d  d u r i n g  t h e  pas t  y e a r .  The program r a n k i n g  
t h a t  is r e q u i r e d  i n  t h e  ZBB process is p a r t i c u l a r l y  impor- 
t a n t  t o  OMB i n  t h r e e  ways: 
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--In g i v i n g  budget  examiners  t h e  b e n e f i t  o f  knowledge 
o f  t h e  p r i o r i t i e s  a s s i g n e d  by agency heads  t o  t h e  
programs o f  t h e i r  a g e n c i e s ;  

--In p r o v i d i n g  a bas i s  f o r  making c r o s s - c u t t i n g  
a n a l y s e s  i n  s e l e c t e d  program areas (e .g . ,  t o x i c  
s u b s t a n c e s ) ;  and 

--In p r o v i d i n g  a bas i s  f o r  c ross -agency  r a n k i n g s  of 
programs t h a t  are ranked i n  a band around t h e  budget  
t o t a l s  f o r  t h e s e  a g e n c i e s .  

The l a t t e r  use p robab ly  had t h e  most noticeable impact 
on t h e  a g e n c i e s ,  because it l e d  t o  t h e  r educ t ion  of t h e  
budget  t o t a l  by about $500 m i l l i o n .  T h i s  resulted when 
programs t h a t  had been ranked w i t h i n  an a g e n c y ' s  t o t a l  were 
de le ted  when t h e i r  merit was compared w i t h  programs of  
o t h e r  a g e n c i e s  . 

The p r o g r e s s  o v e r  t h e  p a s t  1 0  y e a r s  i n  making t h e  
budget  and t h e  budget  p r o c e s s  i n s t r u m e n t s  f o r  i n c r e a s i n g  
p u b l i c  t r u s t  i n  government h a s  been v e r y  great. Substan-  
t i a l l y  more i n f o r m a t i o n  is p u b l i s h e d  i n  the budget :  there 
is i n c r e a s e d  a t t e n t i o n  t o  adherence  t o  budget concep t s :  t h e  
Congres s iona l  budget  process is h e a l t h y  and s t r o n g ,  and 
budget  r e s t r a i n t - - w h i c h  is what t h e  g e n e r a l  p u b l i c  is most 
interested in - - i s  a wide ly  accepted p o l i c y .  The Federal 
Budget process is p robab ly  a t  t h e  s t a g e  now where t h e  
g r e a t e s t  need is t o  s o l i d i f y  t h e  g a i n s  t h a t  have been made, 
r a t h e r  t h a n  c o m p l i c a t e  t h e  budget  process beyond t h e  
Governments a b i l i t y  t o  keep it f u n c t i o n i n g  e f f e c t i v e l y .  

WALTER R. BOEHNER d i s c u s s e d  t h e  impact o f  budget  
i n n o v a t i o n s  on t h e  Execu t ive  Branch depa r tmen t s  and 
a g e n c i e s .  A summary of  h i s  remarks follow. 

The Congres s iona l  Budget and Impoundment Con t ro l  A c t ,  
m u l t i y e a r  p l a n n i n g  p r o c e s s  and zero-base budget ing  (ZBB)  
were d i s c u s s e d  from four  d i f f e r e n t  p e r s p e c t i v e s :  

--The impact of these i n n o v a t i o n s  i n  t h e  way of growth 
of i n f o r m a t i o n  f low go ing  t o  OMB and t h e  Congress;  

--The e f fec t  on in t e rgove rnmen ta l  r e l a t ions  and 
i n f o r m a t i o n  f low t o  t h e  S ta tes  and l o c a l i t i e s ;  

--The problem w i t h  r e g a r d  t o  t h e  ba l anc ing  r e s t r a i n t s  
t h a t  are  i m p l i c i t  i n  what t h e  Execut ive  a g e n c i e s  are  
do ing  as compared t o  demands: and 

--The effect on  t h e  Execu t ive  agencies i n  d e a l i n g  w i t h  
Congres s iona l  committees. 

A GAO Report  s t a t ed  t h a t ,  i n  t h e  f irst  y e a r  a f t e r  t h e  
implementa t ion  of t h e  Budget  A c t ,  there  was $41 b i l l i o n  
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w o r t h  of impoundment reported. By 1 9 7 7  t h i s  was reduced t o  
$11 b i l l i o n  and  t h e  l a s t  report from t h e  P r e s i d e n t  i n  
J a n u a r y  1979  t o  t h e  C o n g r e s s  q u o t e d  a $1.7 b i l l i o n  amount.  
From t h i s ,  one  can o b s e r v e  t h a t  there  is now a g r e a t e r  
c a l m n e s s  be tween t h e  C o n g r e s s  and t h e  E x e c u t i v e  Branch w i t h  
respect t o  t h e  r e c o g n i t i o n  of what t h e  E x e c u t i v e  a g e n c i e s  
are t r y i n g  t o  do. 

R e c e n t  b u d g e t i n g  i n n o v a t i o n s  s u c h  a s  z e r o - b a s e  
b u d g e t i n g  and m u l t i y e a r  p l a n n i n g  a r e  p r o d u c i n g  g r e a t e r  
i n f o r m a t i o n  flow t o  b o t h  OMB and  t h e  C o n g r e s s .  And a t  t h e  
same time t h i s  p r o d u c e s  a c o n t i n u o u s  d i a l o g u e  among people, 
and  t h i s  d i a l o g u e  f i l t e r s  w h a t e v e r  it is t h a t  t h e  appro- 
p r i a t i o n  committees f i n a l l y  allow. 

The C o n g r e s s i o n a l  Budget  A c t  h a s  i n c r e a s e d  t h e  i n f o r -  
m a t i o n  flow t o  S ta t e  and  local  g o v e r n m e n t s  and  t h e  need  for  
a l e r t n e s s  on  t h e i r  pa r t  i n  t h e  p r o g r e s s  of t h e  budge t  
t h r o u g h  t h e  C o n g r e s s .  For  example ,  e l i g i b l e  g r a n t  recip- 
i e n t s  have  t o  become fami l i a r  q u i c k l y  w i t h  t h e  P r e s i d e n t ’ s  
b u d g e t  so t h e y  c a n  make t h e i r  v i e w s  known t o  t h e  C o n g r e s s  
i n  h o p e s  of ( a )  favorably i n f l u e n c i n g  t h e  b u d g e t  r e s o l u -  
t i o n s ,  ( b )  c o n v i n c i n g  t h e  C o n g r e s s  t o  o v e r t u r n  r e s c i s s i o n s  
and  de fe r r a l s  a f f e c t i n g  t h e s e  g r a n t s  and  ( c )  t r a c k i n g  
a u t h o r i z i n g  l e g i s l a t i o n  ( c o n t e n t s  a n d  a m o u n t s )  s i n c e  
a u t h o r i z i n g  committees h a v e  a n  i n p u t  i n t o  t h e  b u d g e t  
r e s o l u t i o n s .  

M u l t i y e a r  p l a n n i n g  r e q u i r e s  more f r e q u e n t  i n f o r m a t i o n  
e x c h a n g e  be tween a g e n c i e s  and  S t a t e  and  local  g r a n t  
r e c i p i e n t s .  I n  a d d i t i o n ,  Federal m a t c h i n g  r e q u i r e m e n t s  
i n t r o d u c e s  p a r t i c u l a r  problems for  S ta t e  and  local g o v e r n -  
m e n t s  t o  p r o v i d e  f u t u r e - y e a r  estimates of t h e i r  f i n a n c i n g  
capab il i t y  . 
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The p a n e l  d i c u s s e d  r e c e n t  e f f o r t s  t h a t  have  been  
d i r e c t e d  toward i n t e r g o v e r n m e n t a l  c o o p e r a t i o n  i n  s e e k i n g  of 
m u t u a l ,  b e n e f i c i a l ,  and acceptable means and methods for 
F e d e r a l ,  S t a t e  and local g o v e r n m e n t s  t o  meet soc ia l  and  
ecomonic  g o a l s .  

J O H N  LORDAN d i s c u s s e d  t h e  F e d e r a l  Governmen t ' s  r e c e n t  
i n t e r g o v e r n m e n t a l  i n i t i a t i v e s .  

D u r i n g  t h e  l a s t  few weeks t h e  P r e s i d e n t  h a s  met w i t h  
governors, mayors, and c o u n t y  officials t o  d i s c u s s  t h e i r  
role i n  t h e  number o n e  economic  i s s u e  f a c i n g  t h e  coun t ry - -  
i n f l a t i o n .  The P r e s i d e n t  t a l k e d  t o  them a b o u t  what h i s  
goa ls  were and  t h e  way he  t h o u g h t  t h e y  c o u l d  ass is t .  T h i s  
type of a c t i o n  s y m b o l i z e s  a p a r t n e r s h i p  r e l a t i o n s h i p  where 
t h e  N a t i o n a l  Government from time t o  t i m e  seeks a d v i c e  and  
s u p p o r t  i n  s o l v i n g  common problems. 

The P r e s i d e n t ' s  C o u n c i l  on  Wage and  Pr ice  G u i d e l i n e s  
is  a good example  of t h i s .  The wage and  p r i c i n g  ac t ions  of 
S ta te  and  local  g o v e r n m e n t s  are  e s s e n t i a l  e l e m e n t s  i n  ho ld-  
i n g  down t h e  costs and  taxes  b e i n g  b o r n e  by t h e  people of 
t h e  c o u n t r y .  A second  e f f o r t  is i n  t h e  S t a t e  p rocuremen t  
programs--to t r y  t o  have  S t a t e  and l o c a l  g o v e r n m e n t s  follow 
t h e  F e d e r a l  practice of d e a l i n g  o n l y  w i t h  f i r m s  t h a t  a re  
o b s e r v i n g  wage and price g u i d e l i n e s .  

The P r e s i d e n t  has pledged t h a t  t h e  A d m i n i s t r a t i o n  
would c o n t i n u e  i ts  e f f o r t s  t o  r e d u c e  r e d  tape and  re la ted 
costs t h a t  t h e  Federal Government imposes on t h e  S t a t e  and 
loca l  gove-rnments.  Sometime back  t h e  A d m i n i s t r a t i o n  
l a u n c h e d  s e v e r a l  i n i t a t i v e s  t o  s i m p l i f y  t h e  g r a n t s - i n - a i d  
process. I n  l a t e  1977 OMB wrote t o  a g e n c i e s  p o i n t i n g  o u t  
t h a t  t h e  F e d e r a l  Government o f t e n  co l l ec t s  d u p l i c a t i v e  
i n f o r m a t i o n  from S t a t e s  and  r e q u i r e s  t h e  s u b m i s s i o n  of a n  
i n o r d i n a t e  number of copies of g r a n t  a p p l i c a t i o n s  and 
f i n a n c i a l  reports. OMB d i rec t ed  t h a t  s t a n d a r d  a d m i n i s t r a -  
t i v e  p r o c e d u r e s  i n  v a r i o u s  OMB c i r c u l a r s  and T r e a s u r y  
r e g u l a t i o n s  be u n i f o r m l y  o b s e r v e d  by t h e  F e d e r a l  a g e n c i e s .  
Federal a g e n c i e s  h a v e  come a l o n g  way t o w a r d s  complying .  
w i t h  t h o s e  s t a n d a r d  and  u n i f o r m  procedures, b u t  there are  
many o t h e r  areas  t h a t  s h o u l d  be  made more un i fo rm.  The 
F e d e r a l  Government n e e d s  t o  t a k e  a l o o k  a t  s u c h  t h i n g s  a s  
r e q u i r e m e n t s  for e n v i r o n m e n t a l  impact s t u d i e s  and pape rwork  
b u r d e n  o f  a f f i rma t ive  a c t i o n  and e q u a l  employment p rograms .  
T h e r e  are a lso numerous o t h e r  areas t h a t  are common among 
many F e d e r a l  a g e n c i e s  for  which  r e q u i r e m e n t s  s h o u l d  be 
s t a n d a r d i z e d .  
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Another  area t h a t  t h e  P r e s i d e n t  pointed o u t  r e q u i r e d  
a t t e n t i o n  a t  t h e  S t a t e  l e v e l  is  t h e  i m p o s i t i o n  o f  
a d d i t i o n a l  r e q u i r e m e n t s  by S t a t e s  on  c i t y  and c o u n t y  
gove rnmen t s  i n  p a s s - t h r o u g h  programs.  These S t a t e  require- 
men t s  have  d i m i n i s h e d  t h e  F e d e r a l  e f f o r t s  t o  s t a n d a r d i z e  
and s i m p l i f y  g r a n t  a d m i n i s t r a t i o n .  The n e x t  g e n e r a t i o n  o f  
improvements  t o  be made i n  t h i s  area w i l l  p r o b a b l y  come 
when g o v e r n o r s  and S t a t e  l e g i s l a t u r e s  u r g e  t h e i r  d e p a r t -  
men t s  and a g e n c i e s  t o  t r y  t o  s t a n d a r d i z e  t h e i r  practices 
when d e a l i n g  w i t h  local governments .  

A s i m i l a r  t y p e  o f  a t t e n t i o n  is needed i n  t h e  applica- 
t i o n  o f  cost p r i n c i p l e s .  F e d e r a l  cost  p r i n c i p l e s ,  which 
are v e r y  w i d e l y  o b s e r v e d  i n  t h e  F e d e r a l  p rog rams ,  a re  
f r e q u e n t l y  i g n o r e d  i n  S t a t e  p a s s - t h r o u g h  programs.  I n  
o t h e r  i n s t a n c e s ,  a r b i t r a r y  r e s t r i c t i o n s  or d i f f e r e n t  se t s  
o f  p r i n c i p l e s  a re  imposed by S t a t e s  when g r a n t s  are p a s s e d  
t h r o u g h  t o  t h e  local governments .  

One i n i t i a t i v e  t o  l i g h t e n  t h e  burden  of F e d e r a l  a u d i t  
r e q u i r e m e n t s  f o r  S t a t e  and local  governments  h a s  been t h e  
e s t a b l i s h m e n t  o f  c o g n i z a n t  a u d i t  agency  a r r a n g e m e n t s .  T h i s  
h a s  been p a r t i c u l a r l y  so i n  d e a l i n g  w i t h  u n i v e r s i t i e s ,  by 
e s t a b l i s h i n g  a s i n g l e  F e d e r a l  agency  t o  d e a l  w i t h  e a c h  
u n i v e r s i t y  as a whole. T h a t  is, t h e y  a u d i t  t h e  u n i v e r -  
s i t y ' s  cost ,  n e g o t i a t e  a un i fo rm i n d i r e c t  cost  r a t e  w i t h  
t h e  u n i v e r s i t y ,  and s e t t l e  d i s p u t e s .  

OMB h a s  a l so  moved i n  t h a t  d i r e c t i o n  w i t h  S t a t e  and 
l o c a l  gove rnmen t s ,  as  f a r  as t h e  a u d i t  and n e g o t i a t i o n  o f  
i n d i r e c t  costs a re  conce rned .  OMB C i r c u l a r  74-4 s a y s  t h a t ,  
i n  d e a l i n g  w i t h  S t a t e  and loca l  gove rnmen t s ,  one  agency  is 
r e s p o n s i b l e  f o r  e s t a b l i s h i n g  and a u d i t i n g  i n d i r e c t  cost 
ra tes  and t h a t  o t h e r  a g e n c i e s  are t o  accept t h o s e  ra tes .  

The Federal Government now n e e d s  t o  f o c u s  o n  t h e  u s e  
of c o g n i z a n t  a u d i t  agency  c o n c e p t  on a u d i t  of f e d e r a l l y  
a s s i s t e d  programs t o  S t a t e  and  l oca l  governments .  T h i s  
w i l l  require  t h e  u s e  o f  " s i n g l e  a u d i t  approach"--a  term 
t h a t  h a s  been  f r e q u e n t l y  used  l a t e l y .  The re  a r e  many 
c i r c u m s t a n c e s  where t h e  s i n g l e  a u d i t  app roach  d o e s  n o t  mean , 

o n e  a u d i t .  I t  migh t  be  more t h a n  one .  However, t h e  idea 
of a s i n g l e  a u d i t  is t h a t  it would be a comprehens ive  one ,  
a " t o t a l  a u d i t "  o f  a n  o r g a n i z a t i o n  as  a whole,  r a t h e r  t h a n  
t h e  g r a n t - b y - g r a n t  a p p r o a c h  a s  f r e q u e n t l y  s e e n .  

The g r a n t - b y - g r a n t  a p p r o a c h  l e a d s  t o  some programs 
b e i n g  a u d i t e d  f r e q u e n t l y  w h i l e  o t h e r s  are n o t  b e i n g  a u d i t e d  
a t  a l l .  So whe the r  t h e  a u d i t i n g  is done  by t h e  F e d e r a l ,  
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Sta t e ,  or local a u d i t o r s ,  t h e  concept would b e  t o  l o o k  a t  
t h e  o r g a n i z a t i o n  as  a w h o l e ,  t e s t i n g  t o  a n  appropriate  
d e g r e e ,  i n d i v i d u a l  g r a n t  t r a n s a c t i o n s  a l o n g  w i t h  t h a t  of 
o t h e r  t r a n s a c t i o n s .  

E f f o r t s  t o  accomplish t h i s  a t  t h i s  p o i n t  h a v e  been  
c e n t e r e d  i n  a p r o p o s e d  a t t a c h m e n t  t o  OMB C i r c u l a r  A-102. 
T h a t  C i r c u l a r  d e a l s  w i t h  t h e  s t a n d a r d  a d m i n i s t r a t i v e  
r e q u i r e m e n t s  of g r a n t s  t o  State  a n d  loca l  g o v e r n m e n t s .  
The Director o f  OMB, i n  December 1 9 7 8 ,  p r o p o s e d  a new 
A t t a c h m e n t  P t o  t h e  C i r c u l a r  which  would c a l l  f o r  a " t o t a l  
a u d i t "  of a g r a n t  r e c i p i e n t  and  would i n c o r p o r a t e  by refer- 
e n c e  a n  a u d i t  g u i d e  d e v e l o p e d  by t h e  G e n e r a l  A c c o u n t i n g  
O f f i c e  i n  c o o p e r a t i o n  w i t h  t h e  N a t i o n a l  I n t e r g o v e r n m e n t a l  
A u d i t  Forum. OMB h a s  r e c e i v e d  comments o n  t h a t  g u i d e .  The 
n e x t  s t ep  is t o  p u b l i s h  t h e  r e v i s e d  v e r s i o n  i n  The F e d e r a l  
Regis ter  t o  d r a w  a w i d e r  r a n g e  of comments. 

The s i n g l e  a u d i t  c o n c e p t  is of c o n c e r n  t o  some F e d e r a l  
a g e n c i e s ,  s i n c e  t h e y  n e e d  a n  a u d i t  t o  close o u t  e a c h  g r a n t .  
To some e x t e n t  t h e  F e d e r a l  Government w a n t s  t o  move away 
from t h i s  c l o s e - o u t  process i n  f a v o r  o f  h a v i n g  a g e n c i e s  
accept t h e  a u d i t  of a n  o r g a n i z a t i o n  a s  a w h o l e  of which  
t h e i r  g r a n t  is a p a r t .  The c o n c l u s i o n s  o f  t h e  A u d i t  
Improvement  Project  u n d e r  t h e  a u s p i c e s  of JFMIP i n  close 
c o n s u l t a t i o n  w i t h  s e v e r a l  i n t e r g o v e r n m e n t a l  g r o u p s  were 
somewhat t h e  same. T h a t  is, there is a need  t o  s h a r p e n  t h e  
f o c u s  o f  t h e  a u d i t  r e l a t i o n s h i p s  and  a n e e d  t o  h a v e  s i n g l e  
Federal a g e n c i e s  r e s p o n s i b l e  for a u d i t  o f  g r a n t s  t o  a g i v e n  
g r a n t e e .  

RAYMOND LONG d i s c u s s e d  how t h e  States  are g e t t i n g  
i n v o l v e d  i n  t h e  F e d e r a l  b u d g e t  process. 

T h r e e  years  ago t h e  A s s o c i a t i o n  of S t a t e  Budget  
Off icers  d r e w  u p  a l i s t  of 1 0 0  items which  became t h e  
A s s o c i a t i o n ' s  p a c k a g e  of what  t h e y  wanted  t o  see changed  i n  
t h e  F e d e r a l / S t a t e  r e l a t i o n s h i p  a n d  t h e  a d m i n i s t r a t i o n  of 
F e d e r a l  programs. I n c l u d e d  i n  t h a t  p a c k a g e  were items t h a t  
p r o p o s e d  some s h i f t i n g  or r e o r g a n i z a t i o n  i n  t h e  F e d e r a l  
b u d g e t  i n  t h r e e  areas: po l icy ,  p r o g r a m s ,  and  process. 

The A s s o c i a t i o n  p r o p o s e d  a t  t h e  po l icy  l e v e l  t h a t  
S ta tes  b e  g i v e n  g r e a t e r  f l e x i b i l i t y  and  f r e e d o m  i n  a d m i n i s -  
t e r i n g  F e d e r a l  f u n d s .  They wanted  t h e  a b i l i t y  t o  a p p o i n t  
s u p e r v i s o r s  t o  a c c o u n t  for  t h o s e  people a t  t h e  S t a t e  l e v e l  
who h a v e  a n n u a l  r e s p o n s i b i l i t i e s  f o r  F e d e r a l  p r o g r a m s  w h e r e  
t h e  State has a major s t a k e  in t h e  success or f a i l u r e  of a 
program. 
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I n  t h e  area o f  p rograms ,  t h e  A s s o c i a t i o n  was ab le  t o  
i n t r o d u c e  a major new c o n c e p t  t h a t  r e v e r s e d  t h e  o n e  way 
f l o w  of S t a t e  mon ies  t o  t h e  F e d e r a l  c o f f e r  and g o t  r e v e n u e  
s h a r i n g .  I t  was n o t  s u r e  w h e t h e r  t h i s  would c o n t i n u e  or 
n o t .  

The A s s o c i a t i o n  was a l so  v e r y  c o n c e r n e d  t h a t  t h e  
Federal  b u d g e t  process d i d  n o t  a l low s u f f i c i e n t  time for  
advanced  program p l a n n i n g  and a p p r o v a l .  To combat t h i s ,  
t h e  A s s o c i a t i o n  h a s  p roposed  more a d v a n c e  f u n d i n g  and g r a n t  
c o n s o l i d a t i o n .  The re  h a s  been  some s u c c e s s  i n  r e c e i v i n g  
advanced  f u n d i n g  and i n  t h e  area of g r a n t  c o n s o l i d a t i o n .  

The A s s o c i a t i o n ,  however ,  r e m a i n s  q u i t e  c o n c e r n e d  
a b o u t  t h e  f o r m u l a s  used  by t h e  Federal Government t o  
d e t e r m i n e  t h e  l e v e l  and t a r g e t i n g  o f  f u n d i n g .  The 
A s s o c i a t i o n  h a s  made s e v e r a l  s u g g e s t i o n s  t o  make F e d e r a l  
f u n d i n g  l e v e l s  and t a r g e t s  more c o m p a t i b l e  w i t h  S t a t e  and 
loca l  gove rnmen t  r e q u i r e m e n t s .  A t  t h e  same t i m e  it h a s  
been  d i r e c t l y  i n v o l v e d  i n  e f f o r t s  t o  improve S t a t e  and 
l o c a l  gove rnmen t  a d m i n i s t r a t i o n .  C u r r e n t l y  4 8  of t h e  50 
S t a t e s  r e q u i r e  F e d e r a l  f u n d  estimates i n  t h e i r  b u d g e t s .  
And t h e r e  a r e  now 4 1  S t a t e s  a p p r o p r i a t i n g  F e d e r a l  f u n d s .  
Budget  a l l o t m e n t  c o n t r o l s  a re  b e i n g  a p p l i e d  t o  S t a t e  f u n d s  
a s  w e l l  a s  F e d e r a l  f u n d s  i n  almost h a l f  of t h e  States .  

T h e r e  is a n  i n t e r e s t i n g  s i t u a t i o n  a t  t h e  S t a t e  l e v e l  
when u n e x p e c t e d  F e d e r a l  f u n d s  are r e c e i v e d .  C u r r e n t l y  36 
S t a t e s  r e q u i r e  some k i n d  of l e g i s l a t i v e  or a d m i n i s t r a t i v e  
a p p r o v a l  b e f o r e  there  c a n  be a n y  c o n t i n u a t i o n  or e x t e n s i o n  
i n  s p e n d i n g  of t h o s e  f u n d s .  

T h e r e  is also p r e s s u r e  i n  e v e r y  S ta te  t o  r e d u c e  S t a t e  
e x p e n d i t u r e s .  T h i s  movement is t h e  r e s u l t  o f  a push  t o  set  
some k i n d  of b u d g e t a r y  l i m i t  on  t h e  s i z e  of government .  
But  t h e  s p e n d i n g  l i m i t a t i o n s  h a v e  a n  i n t e r e s t i n g  impact o n  
l o c a l  money. I n  a t  l e a s t  th ree  S ta tes ,  Federa l  f u n d s  h a v e  
been  c u t  back  b e c a u s e  o f  l a c k  of m a t c h i n g  f u n d s .  A l s o ,  i n  
some cases,  small  c a t e g o r i c a l  g r a n t s  h a v e  been  c u t  f i r s t  by 
S t a t e s  t o  k e e p  t h e  b i g  p rograms  f u l l y  funded .  

Mr. Long e x p l a i n e d  t h a t  h e  has  o b s e r v e d  t h a t  t h e r e  
h a v e  been  f o u r  ways for program manager s  t o  d e a l  w i t h  
r e d u c e d  S t a t e  f u n d i n g :  

--A v e r y  common a p p r o a c h  has been  t o  l o o k  t o  t h e  

--A n o t  h i g h l y  recommended a p p r o a c h  h a s  been  t o  s p r e a d  
F e d e r a l  Government;  

e x i s t i n g  f u n d s  more t h i n l y ;  
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--A more viable alternative has been to automate, 
streamline, and change organizations to improve 
efficiency and effectiveness; and 

--The least popular alternative or approach has been 
to stop some programs. 

Another problem for intergovernmental relations is the 
tendency in Washington to look at Federal money as sacred 
money and, at the State level, a tendency to look on State 
money as sacred money. However, the Federal and State 
governments are all looking at the same resources that are 
coming from the same sources--the taxpayer. Accordingly, 
all tax revenues should be spent with the utmost care with 
efficiency and effectiveness in mind. 

LEN GREESS was the last panelist to speak. He dis- 
cussed the intergovernmental audit torums and their 
backgrounds. He felt they were a good medium and method- 
ology to perhaps extend to other functional areas such as 
budgeting. The concept of intergovernmental forums has 
proven very successful. It started about six or seven 
years ago by a group of State auditors in the southeast who 
were concerned about conditions and got together to talk to 
the Comptroller General of the United States. Out of this 
has grown a network of 10 regional forums and the National 
For um . 

One major improvement as a result of these forums has 
been in communications. People know who they are dealing 
with. Perhaps the forums have not been highly successful 
in solving technical problems. But they are not any better 
or worse than the AICPA or other professional groups in 
this regard. It has been effective, however, in overcoming 
some of the defensiveness, lack of recognition, and con- 
cerns about professional competency among intergovernmental 
auditors. Also as a by-product, it has brought together 
the State a u d i t o r s  and is having a slower but similar 
impact on local auditors. 

The National Intergovernmental Audit Forum, joined by 
the State auditors, initiated the quality review process. 
While the process has been called quality review, that is 
not its generic term. The process is more of a terminology 
used by CPAs, hospitals, and universities in accreditation 
or peer review. The process is enabling Federal and State 
auditors to overcome a lack of confidence in each other. 

The quality review process is now well along the way 
and has picked up support despite t h e  fact that there are 
considerable risk and anxiety in some quarters. The 
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current p r o c e s s  w i l l  p robab ly  r e s u l t  i n  t h e  e s t a b l i s h m e n t  
of a peer r ev iew o r g a n i z a t i o n .  T h a t  o r g a n i z a t i o n ,  working 
w i t h i n  t h e  framework of mutua l ly  a c c e p t a b l e  s t a n d a r d s ,  be 
t h e y  AICPA,  I I A ,  or t h e  Compt ro l l e r  Gene ra l ,  w i l l  unde r t ake  
t h e  rev iew o f  government a u d i t  o r g a n i z a t i o n s  t o  determine 
i f  t h e y  are c a p a b l e  of per forming  a u d i t s  and r e p o r t i n g  i n  
acco rdance  w i t h  t h e  s t a n d a r d s .  Once s u c h  a r ev iew t a k e s  
p l a c e  and a r e p o r t  w r i t t e n ,  or i f  a c c r e d i t a t i o n  is g r a n t e d ,  
a c o n t i n u i n g  d i a l o g u e  on who is competent would n o t  be 
necessa ry .  

T h i s  p a r t i c u l a r  p e e r  r ev iew a c c r e d i t a t i o n  p r o c e s s  
would  f a c i l i t a t e  a t o t a l  i n t e r g o v e r n m e n t a l  network of a u d i t  
o r g a n i z a t i o n s  t h a t  could  s e r v e  one another and h o p e f u l l y  
add some e f f i c i e n c y  t o  t h e  end  p r o d u c t  a s  w e l l  as t o  assure  
people t h a t  there  is q u a l i t y .  

The JMFIP Audit  Improvement Report  was a lso noted  as 
t h e  l a s t  o f  a long  series of r e p o r t s  on what can  be done t o  
improve i n t e r g o v e r n m e n t a l  c o o p e r a t i o n  i n  t h e  a u d i t  f i e l d .  
The JFMIP e f for t  d e s e r v e s  t h e  s u p p o r t  of other a u d i t  and 
program p e o p l e  a t  a l l  l e v e l s .  A d e d i c a t e d  e f f o r t  is needed 
t o  assure t h a t  t h e  a u d i t  community does n o t  g e t  bogged down 
i n  t h e  r e d  t a p e  and problems of b r i n g i n g  some of  t h e  
r e p o r t ' s  recommendations i n t o  be ing .  The  s e l e c t i o n  of t h e  
t a s k  f o r c e  t o  assist OMB is c r i t i c a l  t o  t h e  implementat ion 
of t h e  JFMIP recommendations.  The t a s k  force w i l l  need a 
s t r o n g  leader t o  keep t h e  p r o j e c t  on t r a c k  and t o  keep  it 
from be ing  unduly s t r u n g  o u t .  
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4. IMPLEMENTATION OF THE INSPECTOR GENERAL ACT 

WORKSHOP LEADER: 
ALLAN L. REYNOLDS 
INSPECTOR GENERAL 
VETERANS ADMINISTRATION 

PANELISTS 

M. RICHARD 

S. SADLER 

S. GREENSTONE 

R. NYGAARD 

E. STEPNICK 
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PANELISTS : Seymour G r e e n s t o n e  
Depu ty  A s s i s t a n t  Director ,for E v a l u a t i o n  
O f f i c e  of Management and  Budget  

R i c h a r d  Nygaard 
F raud  Task F o r c e  
G e n e r a l  Accoun t ing  Off  ice 

Mark M. R i c h a r d  
Deputy  A s s i s t a n t  A t t o r n e y  G e n e r a l  for P o l i c y  

Depar tmen t  o f  J u s t i c e  
and Management 

S t e v e  S a d l e r  
F raud  Task  Force 
G e n e r a l  Accoun t ing  O f f i c e  

Edward S t e p n i c k  
A s s i s t a n t  I n s p e c t o r  G e n e r a l  f o r  A u d i t i n g  
Depar tment  o f  H e a l t h ,  E d u c a t i o n  and W e l f a r e  

The p a n e l  d i s c u s s e d  t h e  I n s p e c t o r  G e n e r a l  A c t  and t h e  
p e r s p e c t i v e  and  role  of t h e  O f f i c e  of Management and  Budget  
and  t h e  Depar tmen t  of J u s t i c e  i n  imp lemen t ing  it. The 
p a n e l  a l s o  d i s c u s s e d  t h e  a u d i t o r s  ro le  i n  f r a u d  p r e v e n t i o n  
and  d e t e c t i o n .  

ALLAN L. REYNOLDS b r i e f l y  summarized t h e  I n s p e c t o r  
General A c t  and who is a f f e c t e d  by i t .  

F o u r t e e n  a g e n c i e s  w i l l  have  I n s p e c t o r s  G e n e r a l .  The 
Depar tment  of H e a l t h ,  E d u c a t i o n  and  W e l f a r e  and t h e  Depart- 
ment of Energy a l r e a d y  h a v e  I n s p e c t o r s  G e n e r a l .  The 
I n s p e c t o r  G e n e r a l  A c t  of 1978 e s t a b l i s h e d  IG's i n  1 2  agen-  
cies: t h e  Depar tment  o f  A g r i c u l t u r e ,  Depar tment  of 
Commerce, Depar tment  of Hous ing  and  Urban Development ,  
Depa r tmen t  of t h e  I n t e r i o r ,  Depar tment  of Labor, Depar tment  
o f  T r a n s p o r t a t i o n ,  Community S e r v i c e s  A d m i n i s t r a t i o n ,  
E n v i r o n m e n t a l  P r o t e c t i o n  Agency, G e n e r a l  S e r v i c e s  Admini- 
s t r a t i o n ,  N a t i o n a l  A e r o n a u t i c s  and  Space A d m i n i s t r a t i o n ,  
Small B u s i n e s s  A d m i n i s t r a t i o n ,  and t h e  V e t e r a n s  A d m i n i s t r a -  
t i o n .  

S i n c e  t h e  p a s s a g e  of t h e  A c t ,  t h e  P r e s i d e n t  h a s  
d i r e c t e d  t h a t  s i g n i f i c a n t  f e a t u r e s  of t h e  I n s p e c t o r  G e n e r a l  
A c t  be e x t e n d e d  t o  a l l  o ther  a g e n c i e s  of t h e  Federal 
Government .  I n  a d d i t i o n ,  t h e  Depar tment  of Defense  is  
subject t o  t h e  r e p o r t i n g  r e q u i r e m e n t s  f o r  a period of two 
t o  three y e a r s  o n  a t r i a l  b a s i s  a s  w e l l  a s  c e r t a i n  o r g a n i -  
z a t i o n a l  and o t h e r  r e q u i r e m e n t s  of t h e  A c t .  
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The A c t  creates i n d e p e n d e n t ,  o b j e c t i v e  u n i t s  t o  
c o n d u c t  and s u p e r v i s e  a u d i t s  and i n v e s t i g a t i o n s .  T h e  
I n s p e c t o r  General  is r e s p o n s i b l e  for  p r o v i d i n g  l e a d e r s h i p ,  
c o o r d i n a t i o n ,  and p o l i c y  recommendation, as  w e l l  a s  promot-  
i n g  economy and e f f i c i e n c y ,  and p r e v e n t i n g  and d e t e c t i n g  
f r a u d  and abuse. Also t h e  I n s p e c t o r  G e n e r a l  is t o  keep  t h e  
agency  head  and t h e  Congres s  c u r r e n t l y  informed.  

The I n s p e c t o r  G e n e r a l  A c t  a d d s  a number o f  i n d e p e n d e n t  
f e a t u r e s .  The d e g r e e  of impact o n  an  i n d i v i d u a l  agency  
d e p e n d s  o n  t h e  s i t u a t i o n  a s  it  e x i s t e d  p r io r  t o  t h e  A c t .  
C e r t a i n l y ,  one key  f e a t u r e  is, t h e  I n s p e c t o r  G e n e r a l  is 
a p p o i n t e d  by t h e  P r e s i d e n t  and is s u b j e c t  t o  C o n g r e s s i o n a l  
a p p r o v a l  i n  t h e  1 4  a g e n c i e s ,  T h e  removal  of a n  Inspector 
G e n e r a l  i s  subjec t  t o  r e v i e w  by t h e  Congress .  The I n s p e c -  
tor General  reports t o  t h e  agency  head or h i s  d e p u t y .  
Semiannual  r e p o r t s  a r e  t o  be made t o  t h e  agency  head  and t o  
t h e  Congres s .  The  agency  head may append h i s  comments,  b u t  
he  may n o t  change  t h e  r e p o r t .  The s e m i a n n u a l  r e p o r t s  w i l l  
become p u b l i c  documents  no  l a t e r  t h a n  60  d a y s  a f t e r  t h e y  
a r e  d e l i v e r e d  t o  t h e  Congres s .  

The I n s p e c t o r  G e n e r a l  may issue f l a s h  reports,  t h a t  
d e s c r i b e  p a r t i c u l a r l y  s e r ious  and f l a g r a n t  p rob lems  t o  t h e  
agency  head a n d ,  w h i c h  i n  t u r n  are t r a n s m i t t e d  t o  t h e  
Congress .  The f l a s h  r e p o r t s  c a n n o t  be changed by t h e  
agency  h e a d ,  b u t  comments may be appended.  T h e r e  is a l so  a 
p r o v i s i o n  t o  r e f e r  t h e  r e s u l t s  o f  i n v e s t i g a t i o n s  d i r e c t l y  
t o  t h e  Depar tment  of Jus t i ce .  

The a c t  c o n t a i n s  a s t r o n g  statement o f  r e c o r d  access 
and subpoena  powers .  The I n s p e c t o r  G e n e r a l  h a s  been  
p r o v i d e d  a u t h o r i t y  t o  decide w h a t  a u d i t  s i t e s  and i n v e s t i -  
g a t i o n s  t o  u n d e r t a k e .  The  I n s p e c t o r  G e n e r a l  h a s  a l so  been  
g i v e n  appo in tmen t  a u t h o r i t y ,  c o n t r a c t i n g  a u t h o r i t y ,  r i g h t  
t o  a d e q u a t e  s p a c e ,  and v a r i o u s  o t h e r  f e a t u r e s  d e s i g n e d  t o  
p r o v i d e  enhancement  o f  h i s  or h e r  independence .  

O t h e r  f e a t u r e s  of t h e  A c t  make t h e  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 l e  for r e v i e w i n g  l e g i s l a t i o n  and r e g u l a t i o n s  f o r  
t h e  p u r p o s e  of a d v i s i n g  o n  any  problems i n  t h e  a r e a  o f  
f r a u d ,  waste, and p o t e n t i a l  f o r  mismanagement. The A c t  
a l s o  c o n t a i n s  v e r y  s t r o n g  w h i s t l e  blower c o n d i t i o n s  t h a t  g o  
beyond s u c h  p r o v i s i o n s  of t h e  C i v i l  S e r v i c e  Reform i n  t h a t  
t h e  I n s p e c t o r  General i s  e n j o i n e d  from d i s c l o s i n g  t h e  name 
of h i s  or  h e r  source e x c e p t  where  it is a b s o l u t e l y  neces- 
sary t o  c a r r y  o u t  t h e  i n v e s t i g a t i o n .  
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The O f f i c e  of Management and Budget and t h e  Department  
of J u s t i c e  have been g i v e n  r e s p o n s i b i l i t y  by t h e  P r e s i d e n t  
t o  p r o v i d e  g u i d a n c e  and o v e r s i g h t  i n  t h e  imp lemen ta t ion  o f  
t h e  act  by t h e  a f f e c t e d  a g e n c i e s .  

SEYMOUR GREENSTONE d i s c u s s e d  O M B ’ s  p e r s p e c t i v e  and 
role i n  implement ing  t h e  I n s p e c t o r  G e n e r a l  A c t .  

The Director of t h e  OMB is r e s p o n s i b l e  f o r  s e e i n g  t h a t  
t h e  p r o c e s s  of s e t t i n g  up t h e  I n s p e c t o r  G e n e r a l  is  e f f e c -  
t i v e l y  c a r r i e d  ou t .  I n  a d e t a i l e d  memorandum t o  t h e  
a g e n c i e s  OMB r e q u e s t e d  t h a t  t h e  1 2  a g e n c i e s  show what k i n d  
of c h a r t e r  is t o  be i s s u e d  f o r  t h e  I n s p e c t o r  G e n e r a l ,  how 
e a c h  agency  is g o i n g  t o  p r o c e e d  w i t h  t h e i r  a u d i t  and 
i n v e s t i g a t i v e  programs,  and what k i n d  o f  resources are 
g o i n g  t o  be d e v o t e d  t o  t h e s e  f u n c t i o n s .  I n  a d d i t i o n ,  OMB 
a s k e d  t h a t  e a c h  agency  p e r f o r m  a v u l n e r a b i l i t y  assessment; 
t h a t  is  r e p o r t  a r eas  t h a t  are p o t e n t i a l l y  v u l n e r a b l e  or 
weak i n  t h e  agency  and how t h e  agency  w i l l  r e s o l v e  t h i s  
problem. 

The  r e s u l t  of those e x e r c i s e s  have  been v a l u a b l e .  OMB 
b e l i e v e s  t h a t  t h e  d i s c i p l i n e  o f  h a v i n g  a n  agency  assess 
i t s e l f  and t h e n  a d d r e s s  p o t e n t i a l  problems i n  a s y s t e m a t i c  
way t o  s t r e n g t h e n  t h o s e  a r e a s ,  can  make a major cont r ibu-  
t i o n  t o  g e t t i n g  a good s t a r t  i n  a program l i k e  t h i s .  OMB 
is now a n a l y z i n g  agency  s u b m i s s i o n s  and d e t e r m i n i n g  where 
t h e r e  may be a m e a n i n g f u l  and common c o n c e r n  from a l l  of 
t h e  e f f o r t s .  Questions on what k i n d  o f  g u i d a n c e  s h o u l d  be 
g i v e n  t o  t h e s e  a g e n c i e s  are b e i n g  c o n s i d e r e d .  

Beyond t h a t ,  OMB is s t u d y i n g  what k i n d  o f  admin- 
i s t r a t i v e  mechanism is  needed t o  c rea te  a c o n t i n u i n g  
r e l a t i o n s h i p  between t h e  I n s p e c t o r s  G e n e r a l ,  t h e  O f f i c e  o f  
Management and Budget ,  t h e  Department  of J u s t i c e ,  and t h e  
G e n e r a l  Account ing  O f f i c e .  

OMB expects t h a t  other a g e n c i e s ,  w i t h o u t  s t a t u t o r y  
I n s p e c t o r s  G e n e r a l ,  t o  o r g a n i z e  t h e i r  a u d i t  and i n v e s t i g a -  
t i v e  c a p a b i l i t i e s  e f f i c i e n t l y  and e f f e c t i v e l y .  OMB a l so  
e x p e c t s  o t h e r  a g e n c i e s  t o  d o  t h e  same t y p e  o f  v u l n e r a b i l i k y  
a s s e s s m e n t s ,  so t h a t  agency  h e a d s  w i l l  have  time to  act  
r a t h e r  t h a n  react. 

OMB is i n t e r e s t e d  i n  t h e  p r e v e n t i o n  of waste, f r a u d ,  
and  error  t h r o u g h  be t te r  management, and t h e  I G  l e g i s l a t i o n  
and t h e  e x t e n s i o n  of it t o  t h e  rest’hf t h e  E x e c u t i v e  Branch 
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p r o v i d e s  a g o l d e n  o p p o r t u n i t y  t o  d o  some' specif ic  t h i n g s  i n  
t h i s  area.  T h e r e  a r e ,  however ,  some p r o b l e m s  b e i n g  nego- 
t i a t e d  be tween OMB and C o n g r e s s i o n a l  committee s t a f f s  
r e g a r d i n g  who s h o u l d  be  r e s p o n s i b l e  f o r  management improve-  
ment  a c t i v i t i e s .  

' I f  i n d i v i d u a l  I G s  become v e r y  a m b i t i o u s ,  and wanted t o  
g e t  i n t o  t h i n g s  l i k e  program e f f e c t i v e n e s s ,  t h e y  would 
p e r h a p s  s t a r t  t o  d e p a r t  f rom what OMB v i e w s  as  t h e  o r i g i n a l  
i n t e n t  o f  t h e  l e g i s l a t i o n ,  and  t h e  s p i r i t  of t h e  A c t  t h a t  
t h e  P r e s i d e n t  s i g n e d .  The economy and e f f i c i e n c y  a reas  are 
i n  t h e  m i d d l e .  T h a t  is where  program e v a l u a t o r s  move 
toward  t h a t  c e n t e r  and t h e  I n s p e c t o r s  G e n e r a l  move toward  
t h a t  c e n t e r  and  meet. A t  t h a t  t i m e  OMB hopes t o  p l a y  a 
c o o r d i n a t i o n  role w i t h  Jus t i ce ,  t h e  O f f i c e  o f  P e r s o n n e l  
Management and o t h e r  c e n t r a l  s t a f f  a g e n c i e s  i n  d e v e l o p i n g  
some o p e r a t i n g  po l ic ies  t o  k e e p  s u c h  g r o u p s  f rom c o l l i d i n g  
w i t h  e a c h  other and  f i g h t i n g  o v e r  t u r f s .  

Fo r  f i s c a l  y e a r  1980 ,  t h e  1 4  I n s p e c t o r  G e n e r a l  agen-  
c i e s  h a v e  f i r m  p l a n s  t o  d e v o t e  5 , 0 0 0  p o s i t i o n s  and  $200  
m i l l i o n  t o  what OMB i d e n t i f i e d  as  I n s p e c t o r  G e n e r a l  a c t i v i -  
t ies .  

MARK RICHARD d i s c u s s e d  t h e  Depar tmen t  o f  J u s t i c e ' s  
p e r s p e c t i v e  and  p r o p o s e d  g u i d a n c e  f o r  i m p l e m e n t a t i o n  of t h e  
I n s p e c t o r  G e n e r a l  A c t .  Over  t h e  p a s t  s e v e r a l  years ,  t h e  
Jus t ice  Depar tmen t  has  c o n c l u d e d  t h a t  e x c l u s i v e  r e l i a n c e  o n  
c r i m i n a l  p r o s e c u t i o n  i n  t h e  area o f  f r a u d  and a b u s e  i n  
F e d e r a l  programs is e s s e n t i a l l y  c o u n t e r - p r o d u c t i v e  and  
u n r e a l i s t i c ,  and  f o r  t h a t  r e a s o n  t h e  Depar tmen t  was one  o f  
t h e  e a r l y  s u p p o r t e r s  o f  t h e  I G  c o n c e p t .  

Based on  t h e  I G  A c t ,  more c r i m i n a l  cases i n  t h e  area 
of program f r a u d  and  a b u s e  would be r e f e r r e d  t o  t h e  J u s t i c e  
Depar tmen t .  However, b e c a u s e  o f  t h e  D e p a r t m e n t ' s  c u r r e n t  
w o r k l o a d ,  some a l t e r n a t i v e  p rograms  m u s t  be  d e v e l o p e d  i f  
t h e  Government is g o i n g  t o  e f f e c t i v e l y  d e a l  w i t h  t h i s  area. 

The Depar tment  o f  J u s t i c e  recommends t h a t  p r i m a r y  
e m p h a s i s  be p l a c e d  on  p r e v e n t i o n  where t h e  b i g g e s t ,  
a l t h o u g h  p r o b a b l y  t h e  l e a s t  d r a m a t i c ,  impact c o u l d  b e  
a c h i e v e d .  Such an  a p p r o a c h ,  w i t h  minimal  a d d i t i o n a l  
r e s o u r c e s ,  would r e q u i r e  t h a t  t h e  problems o f  f r a u d  and  
a b u s e  be c o n s i d e r e d  i n  t h e  d r a f t i n g  o f  l e g i s l a t i o n . .  Fre- 
q u e n t l y  t h e r e  a re  problems i n  t h e  r e g u l a t i o n s  a s  t h e y  o f t e n  
h a v e  loopholes t h a t  e s s e n t i a l l y  p r e c l u d e  s u c c e s s f u l  crimi- 
n a l  p r o s e c u t i o n .  I n  a d d i t i o n ,  t h e r e  a r e  p r o b l e m s  o f  
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a g e n c i e s  c o n d o n i n g ,  f o r  w h a t e v e r  r e a s o n ,  c o u r s e s  of c o n d u c t  
o u t s i d e  o f  e s t a b l i s h e d  l e g i s l a t i o n  and r e g u l a t i o n s  which 
p r e c l u d e  s u c c e s s f u l  p r o s e c u t i o n .  

Under t h e  I G  A c t ,  a s t r u c t u r e  t o  a d d r e s s  t h e s e  types 
of problems i n  a comprehens ive  and m e a n i n g f u l  f a s h i o n  has  
been  e s t a b l i s h e d .  I n  c o o p e r a t i o n  w i t h  OMB, t h e  J u s t i c e  
Depar tmen t  is e s t a b l i s h i n g  a c o o r d i n a t i n g  body of I G s  t o  
a d d r e s s  t h e  i s s u e s  o f  l e g i s l a t i o n ,  r e g u l a t i o n s  and compli- 
a n c e  which c u t  across a g e n c y  l i n e s .  I t  is e n v i s i o n e d  t h a t  
t h i s  working  g r o u p ,  w i l l  c o n s i s t  o f  r e p r e s e n t a t i v e s  from 
t h e  Depar tmen t  of J u s t i c e ,  OMB, F B I ,  and a l l  t h e  s t a t u t o r y  
I G s ,  a s  w e l l  a s  Depar tment  of Defense .  T h e r e  is t h e  
p o t e n t i a l  for e x p a n d i n g  t h i s  body t o  c o v e r  n o n s t a t u t o r y  
a g e n c i e s  as  w e l l  a s  c o n c e i v a b l y  b r i n g i n g  i n  S t a t e  and  l o c a l  
r e p r e s e n t a t i v e s  i n  t h e  f u t u r e .  

The  Depar tmen t  of Just ice  d o e s  n o t  see t h e  I n s p e c t o r  
G e n e r a l  O f f i c e  t a k i n g  o v e r  r e s p o n s i b i l i t i e s  o f  t h e  FBI.  
I n s t e a d  t h e  I G  would e s s e n t i a l l y  f o c u s  on  p r e v e n t i o n  and 
e a r l y  d e t e c t i o n .  A t  w h i c h  p o i n t ,  t h e  FBI and  t h e  Jus t i ce  
Depar tmen t  w o u l d  be b r o u g h t  i n t o  t h e  process t o  f a s h i o n  t h e  
i n v e s t i g a t i v e  and p r o s e c u t i n g  team o n  a case by case b a s i s .  

Some of t h e  probJem areas  t h a t  t h e  working  g r o u p  w i l l  
s t u d y  are:  

--The need  for  some comprehens ive ,  m e a n i n g f u l ,  and 
r e l i a b l e  da t a  for  t r a c k i n g  cases t h r o u g h  t h e  e n t i r e  
c i v i l  and c r i m i n a l  j u s t i c e  sys t em.  

--The l a c k  of communica t ion  be tween t h e  i n v e s t i g a t i v e  
and  a u d i t  p e r s o n n e l .  

--The need  for some m e a n i n g f u l  f e e d b a c k  a t  r e g u l a r  
i n t e r v a l s  o f  t i m e .  

T h e  J u s t i c e  Depar tmen t  i s  a t t e m p t i n g  t o  a s s i g n  
c r i m i n a l  d i v i s i o n  a t t o r n e y s  a s  l i a i s o n  r e s o u r c e s  t o  
spec i f ic  a g e n c i e s .  And there  w i l l  also be  some J u s t i c e  
r e p r e s e n t a t i v e s  t o  d e a l  d i r e c t l y  w i t h  o t h e r  a g e n c i e s  and  be  
f a m i l i a r  w i t h  t h e  agency  o r g a n i z a t i o n  and p e r s o n n e l .  

RICHARD NYGAARD d i s c u s s e d  t h e  a u d i t o r s '  r o l e  i n  
p r e v e n t i o n  of f r a u d .  

An i m p o r t a n t  p o i n t  is t h a t  s t r o n g e r  i n t e r n a l  a u d i t ,  
i n s p e c t i o n ,  and  c r i m i n a l  i n v e s t i g a t i o n  a l o n e  a re  n o t  
s u f f i c i e n t  t o  s o l v e  t o d a y ' s  p rob lems .  A s y s t e m a t i c  
approach t o  f r a u d  p r e v e n t i o n  r e q u i r e s  e v a l u a t i o n  of t h e  
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adequacy  of management 's  i n t e r n a l  c o n t r o l  sys t ems .  The 
a u d i t o r  can  n o t  act  a l o n e  i n  h i s  f r a u d  p r e v e n t i o n  e f f o r t s .  
The a u d i t o r  s h o u l d  r e c o g n i z e  t h a t  h e  or s h e  m u s t :  

--Have t h e  h i g h e s t  l e v e l  of c o o p e r a t i o n  of management, 
- -Provide  f o r  close c o o r d i n a t i o n  between i n v e s t i g a t o r s  

and t h o s e  r e s p o n s i b l e  f o r  program d e s i g n  and execu-  
t i o n .  

._ 

I n  t h e  pas t ,  a u d i t o r s  have  n o t  been o v e r l y  conce rned  
w i t h  f r a u d  d e t e c t i o n ,  a l t h o u g h  t r a d i t i o n a l  a u d i t  emphasis 
on  i n t e r n a l  c o n t r o l s - - r o o t e d  i n  a c c o u n t i n g  systems--has  
been  g e n e r a l l y  t h o u g h t  by t h e  p r o f e s s i o n  t o  b e  a s u f f i c i e n t  
d e t e r r e n t .  A u d i t o r s  f e l t  a l so  t h a t  i n t e r n a l  c o n t r o l s  a r e  
p r imar i ly  t h e  r e s p o n s i b i l i t y  of management. 

A c c o r d i n g l y ,  a u d i t o r s  have  t ended  t o  d i s c l a i m  re spon-  
s i b i l i t y  f o r  f r a u d  d e t e c t i o n ,  c h o o s i n g  i n s t e a d  t o  emphas ize  
t h e i r  role i n  examin ing  t h e  adequacy  of i n t e r n a l  c o n t r o l s .  
D e t e c t i o n  of f r a u d  was l e f t  t o  o t h e r s .  

S e v e r a l  s i g n i f i c a n t  e v e n t s  have  t a k e n  place r e c e n t l y  
t o  d e m o n s t r a t e  t h a t  a new emphas i s  is needed i n  f r a u d  
d e t e c t i o n .  They are: 

--The GSA s c a n d a l  w i t h  a l l  i ts  r a m i f i c a t i o n s ,  
--Pronouncements by J u s t i c e  of t h e  magn i tude  o f  p o t e n -  

t i a l  f r a u d  i n  F e d e r a l  p rograms,  up t o  p e r h a p s  $ 2 5  
b i l l i o n  a n n u a l l y ,  

--GAO's report  t h a t  agency  management h a s  n o t  t a k e n  
a c t i o n  o n  a u d i t o r s  recommendat ions  ( m o s t l y  c e n t e r i n g  
o n  i n t e r n a l  c o n t r o l  d e f i c i e n c i e s )  t o  t h e  t u n e  o f  
$4.3 b i l l i o n - m o s t  o f  which is c o l l e c t i b l e ,  

--The I G  b i l l  which d i r e c t l y  and i n d i r e c t l y  ( d e p e n d i n g  
on  y o u r  p e r s p e c t i v e )  g i v e s  r e c o g n i t i o n  t o  t h e  f a i l -  
u r e  o f  management a u d i t o r s ,  i n v e s t i g a t o r s  and o t h e r s  
t o  make t h e  c o n t r o l  s y s t e m s  work. 

T h e r e  is now a need t o  re-examine t r a d i t i o n a l  a u d i t  
p e r s p e c t i v e s .  To d o  t h i s ,  t he re  is a need f o r  i n f o r m a t i o n  
and  knowledge t o  s t u d y  why t h i n g s  have  gone  wrong--if 
i n d e e d  t h e y  have--in t h e  t r a d i t i o n a l  v i e w s  and c o n c e p t s  of 
management and i n t e r n a l  c o n t r o l s  as e f f e c t i v e  d e t e r r e n t s  t o  
f r a u d .  For example, t h e  l a c k  of c o n c e r n  for t h e  mechan ics  
o f  f r a u d  d e t e c t i o n  have  r e s u l t e d  i n  a f a i l u r e  t o  d e v e l o p  a 
body of knowledge of t h e  k i n d s  of f r a u d  most l i k e l y  t o  
occur or o c c u r r i n g  i n  Federa l  programs.  Thus ,  t h e r e  is a 
l a c k  of basic  knowledge n e c c e s s a r y  t o  e f f e c t i v e l y  p l a n  f o r  
t h e  e v e r  d e c r e a s i n g  resources. 
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The G e n e r a l  Account ing  Of f i ce  h a s  e s t ab l i shed  a t a s k  
f o r c e  f o r  t h e  p r e v e n t i o n  of f r a u d .  The major emphasis of 
t h e  t a s k  f o r c e  is two-fold: (1) to  e v a l u a t e  t h e  adequacy  o f  
management c o n t r o l  s y s t e m s  i n  Federal a g e n c i e s  t h a t  are 
n e c e s s a r y  for  t h e  p r e v e n t i o n  of f r a u d  and (2) t o  assess t h e  
adeguacy  of f o l l o w u p  and c o r r e c t i v e  a c t i o n s  t a k e n  on  
a u d i t o r s  and i n v e s t i g a t o r s  recommendat ions.  The t a s k  force 
h a s  three major e l e m e n t s :  

- -Hot- l ine o p e r a t i o n ;  
--Overview a s s e s s m e n t s :  and  
- - V u l n e r a b i l i t y  a s s e s s m e n t s .  

S i n c e  t h e r e  is a need t o  know what k i n d s  o f  f r a u d  are 
o c c u r r i n g ,  t h e  o v e r v i e w  a s s e s s m e n t  e f f o r t  h a s  f o c u s e d  on 2 1  
major d e p a r t m e n t s  and a g e n c i e s .  Drawing on known manage- 
ment and s y s t e m s  problems, GAO i n t e n d s  t o  i d e n t i f y  c e r t a i n  
cases o f  f r a u d  and trace them back i n t o  t h e  a g e n c y ' s  
management and f i n a n c i a l  sys t ems .  The p r i m a r y  ob jec t ive  is 
t o  d e t e r m i n e  what and why management and i n t e r n a l  c o n t r o l  
s y s t e m s  allowed f r a u d  t o  o c c u r .  GAO e x p e c t s  t o  be able  t o  
g e t  a bet ter  f e e l  fo r  t h e  (1) k i n d s  o f  f r a u d  t h a t  are 
o c c u r r i n g  and i ts  cost ,  ( 2 )  resources needed t o  combat it, 
( 3 )  whethe r  t r e n d s  i n d i c a t e  t h a t  weaknesses  a l l o w i n g  f r a u d  
t o  occur show up i n  t h e  d e l i v e r y  s y s t e m s ,  e n a b l i n g  l e g i s l a -  
t i o n ,  or t h e  management s y s t e m s  c o n t r o l s ,  and ( 4 )  how 
a g e n c i e s  h a n d l e  cases and t h e  a c t i o n s  needed t o  p r e v e n t  
f r a u d  from o c c u r r i n g  i n c l u d i n g  what t h e y  are d o i n g  t o  
de t ec t  it. One i m p o r t a n t  aspect o f  GAO's o v e r v i e w  e f f o r t  
would be t o  l o o k  a t  t h e  t r a d i t i o n a l  c o n c e p t s  of i n t e r n a l  
c o n t r o l s  t o  d e t e r m i n e  w h e t h e r ,  i n  l i g h t  o f  t h e  a p p a r e n t  
l a r g e  amount of f r a u d  o c c u r r i n g ,  these c o n c e p t s  need 
r e v i s i o n  or s t r e n g t h e n i n g ,  and whe the r  new c o n t r o l s  need t o  
be e s t ab l i shed .  

A u d i t o r s  m u s t  r e c o g n i z e  t h a t  f r a u d  p r e v e n t i o n  b e g i n s  
w i t h  r e c o g n i t i o n  of t h e i r  special  competence as  manage- 
m e n t ' s  p r i m a r y  i n t e r n a l  c o n t r o l  mechanism. The re  is a need 
t o  open  o r  r e o p e n  t h e  c h a n n e l s  of communicat ion w i t h  top  
and l i n e  management and t o  d e m o n s t r a t e  t h a t  t h e  a u d i t  
f u n c t i o n  is e s s e n t i a l  t o  t h e i r  w e l l  b e i n g .  Some of t h e  
basic  s t e p s  a u d i t o r s  need t o  take i n c l u d e :  

--Improve t h e  t r a i n i n g  of s t a f f s  and  where n e c e s s a r y  
b r i n g i n g  them i n t o  l i n e  w i t h  c u r r e n t  p r o f e s s i o n a l  
c a p a b i l i t i e s  and r e q u i r e m e n t s ;  

- -Coordina te  a u d i t  e f fo r t s  w i t h  i n v e s t i g a t o r s ,  
a n a l y s t s ,  managers ,  and each o t h e r ;  
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--Become more involved earlier in the development of 
new programs and systems, advising those responsible 
for the design of the necessity of and location of 
adequate controls; and 

apprehensions over audits. 
--Develop ways to overcome traditional fears and 

The traditional views of accountability is'changing as 
the legal community has begun to research this area. 
Emerging views of accountability now include the very real 
possibility of sanctions against managers and auditors in 
the public sector. Strict liability (for their acts or 
lack of action) may well become an appropriate standards 
for determining governmental responsibility for fraud or 
abuse resulting from certain actions or lack of actions on 
the part of Government officials. 

STEVE SADLER discussed GAO's efforts that will study 
vulnerability of agencies and their programs to fraud and 
abuse. Vulnerability assessment is aimed at preparing a 
risk profile of agency operations. It determines whether 
agencies selected for audit by the task force have adequate 
internal accounting as well as operational or management 
controls to prevent or discourage future fraud, abuse, and 
error. 

Internal accounting con t ro l  is defined as the plan of 
organization, procedures and records that are concerned 
with the safeguarding of assets and the reliability of 
financial records. It should provide reasonable assurance 
that: 

--Transactions are executed in accordance with 
management's general or specific authorization; 

--Transactions are recorded as necessary to permit 
preparation of financial statements in conformity 
with generally accepted accounting principles or any 
other criteria applicable to such statements, and to 
maintain accountability for assets; 

--Access to assets is permitted only in accordance 
with management's authorization: and 

--The recorded accountability for assets is compared 
with the existing assets at reasonable intervals and 
appropriate action is taken with respect to any 
differences. 

There is a clear cut distinction between internal 
accounting and operational or managements controls. Oper- 
ational control is distinguished from internal accounting 
control primarily by its purpose to control organizational 
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o p e r a t i o n s ,  and g e n e r a l l y ,  t h e s e  c o n t r o l s  are used by 
o p e r a t i n g  r a t h e r  t h a n  f i n a n c i a l  or a c c o u n t i n g  d e p a r t m e n t s .  
I n  some cases, however ,  o p e r a t i o n a l  c o n t r o l  and i n t e r n a l  
a c c o u n t i n g  c o n t r o l  a r e  n o t  m u t u a l l y  e x c l u s i v e .  

GAO p l a n s  t o  u s e  a t h r e e - p r o n g e d  a p p r o a c h  t o  d e t e r m i n e  
t h e  v u l n e r a b i l i t y  of a g e n c i e s  a u d i t e d .  T h i s  w i l l  c o n s i s t  
of a n  a s s e s s m e n t  of t h e  e f f e c t i v e n e s s  of agency  i n t e r n a l  
a u d i t o r s ,  computer s y s t e m s  c o n t r o l s ,  and manual  c o n t r o l s .  

GAO e x p e c t s  t h e  v u l n e r a b i l i t y  a s s e s s m e n t  p ro jec t  t o  
a c c o m p l i s h  t h e  f o l l o w i n g :  

--Recovery o f  Federal  losses r e s u l t i n g  from i n t e n -  
t i o n a l  m i s u s e  of Federal assets ;  

--Development of a r i s k  p ro f i l e  on  a g e n c i e s  a u d i t e d  
which w i l l  i d e n t i f y  i n t e r n a l  a c c o u n t i n g  or opera- 
t i o n s  c o n t r o l  weaknesses ;  and  

--Development of a s t a n d a r d  a u d i t  package  f o r  e v a l u a t -  
i n g  i n t e r n a l  a c c o u n t i n g  and o p e r a t i o n a l  c o n t r o l s .  

EDWARD STEPNICK d i s c u s s e d  t h e  a u d i t o r ' s  role  i n  f r a u d  
d e t e c t i o n .  A l though  t h e  e x p e c t a t i o n s  are c lear  unde r  t h e  
I n s p e c t o r  G e n e r a l  c o n c e p t  t h a t  a u d i t o r s  s h o u l d  p l a y  a n  
i m p o r t a n t  role  i n  t h e  f r a u d  and abuse a rea ,  there  is l i t t l e  
i n  p r o f e s s i o n a l  pronouncements  o r  p a s t  a u d i t  h i s t o r y  t o  
i n d i c a t e  t h a t  a u d i t o r s  c l e a r l y  know what t h e i r  role and 
r e s p o n s i b i l i t i e s  are for t h e  d e t e c t i o n  of f r a u d .  

I n  G A O ' s  Government A u d i t  Standards--The Y e l l o w  Book, 
t h e  word " f r a u d "  i s  used  o n l y  o n c e  i n  t h e  54-page document .  
A l s o ,  t h e  I n s t i t u t e  o f  I n t e r n a l  A u d i t o r s  came o u t  l a s t  y e a r  
w i t h  i t s  " S t a n d a r d s  for t h e  P r o f e s s i o n a l  Pract ice  of 
I n t e r n a l  A u d i t i n g , "  and t h e  word "wrongdoing" is i n  t h e r e  
tw ice - - in  t h e  c o n t e x t  t h a t  t h e  a u d i t o r  s h o u l d  be ' ' a l e r t "  t o  
t h e  p o s s i b i l i t y  of i n t e n t i o n a l  wrongdoing.  W i t h  respect t o  
any  r e s p o n s i b i l i t y  for r e a l l y  l o o k i n g  for f r a u d ,  b o t h  s e t s  
of s t a n d a r d s  a re  s i l e n t .  

I n d e p e n d e n t  a u d i t o r s  i n  t h e  commercial sector--prac- 
t i c i n g  CPAs--have a l w a y s  acknowledged some r e s p o n s i b i l i t y  
t o  c o n s i d e r  t h e  e x i s t e n c e  o f  f r a u d  i n  c o n d u c t i n g  a n  a u d i t .  
However, t h e  n a t u r e  and e x t e n t  of t h a t  r e s p o n s i b i l i t y  have  
been  u n c l e a r ,  and court d e c i s i o n s ,  a c t i o n s  by r e g u l a t o r y  
bodies,  and user s u r v e y s  i n d i c a t e  d i s s a t i s f a c t i o n  w i t h  t h e  
r e s p o n s i b i l i t y  f o r  f r a u d  d e t e c t i o n  acknowledged by q u d i -  
tors. I t  seems t h a t  t o d a y ' s  i n d e p e n d e n t  a u d i t o r  i s  
e x t r e m e l y  c o n c e r n e d  w i t h  t h e  p o s s i b l e  e x i s t e n c e  o f  f raud--  
b u t  n o t  b e c a u s e  it i s  f r a u d  a s  s u c h ,  o n l y  because t h e r e  
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c o u l d  be  a r e s u l t i n g  m a t e r i a l  misstatement  i n  t h e  f i n a n c i a l  
s t a t e m e n t s  on which t h e  a u d i t o r  i s  r e n d e r i n g  a n  o p i n i o n .  

C o n s i d e r i n g  t h a t  most Government a u d i t o r s  were edu- 
c a t e d  or t r a i n e d  based on commercial a u d i t i n g  prac t ices ,  i t  
is n o t  s u r p r i s i n g  t h a t  f r a u d  d e t e c t i o n  d u r i n g  a u d i t s  h a s  
been  s u b o r d i n a t e d - p a r t i c u l a r l y  when t h e  a u d i t o r s  have  been  
encouraged  t o  g o  i n t o  c h a l l e n g i n g  new a r e a s  o f  a u d i t  
i n q u i r y - - t h e  economy, e f f i c i e n c y ,  and e f f e c t i v e n e s s  o f  
program o p e r a t i o n s - - a n d  u s u a l l y  w i t h o u t  s u f f i c i e n t  a u d i t  
s t a f f  t o  dea l  a d e q u a t e l y  w i t h  even  s t r a i g h t l i n e  f i n a n c i a l  
a c c o u n t a b i l i t y .  

On t h e  p o s i t i v e  s i d e ,  it can be s a i d  t h a t  c o n v e n t i o n a l  
a u d i t s  r e l a t e  s p e c i f i c a l l y  t o  f r a u d  and a b u s e  i n  f o u r  
aspec ts  : 

--A s y s t e m  o f  r e g u l a r l y  per formed a u d i t s  d e t e r s  f r a u d  
and program a b u s e  by s u b j e c t i n g  would-be o f f e n d e r s  
t o  p o s s i b l e  d i s c o v e r y :  

sometimes d o  d e t e c t  i m p r o p r i e t i e s  and other  
p r a c t i c e s  which are deemed t o  be  f r a u d u l e n t ;  

- - A u d i t s  r esu l t  i n  b e t t e r  i n t e r n a l  c o n t r o l s  and  
a d m i n i s t r a t i v e  p r o c e d u r e s  which may e i t h e r  p r e v e n t  
f r a u d  or make it more d i f f i c u l t  t o  g o  u n d e t e c t e d ;  
and  

o f f i c i a l s  i n  t h e i r  cr iminal  f r a u d  i n v e s t i g a t i o n s .  

--Even though it is n o t  t h e i r  major purpose, a u d i t s  

- -Audi t s  assist  i n v e s t i g a t o r s  and law e n f o r c e m e n t  

A u d i t o r s  can  d o  more on f r a u d  d e t e c t i o n .  A u d i t o r s  
m u s t  b e g i n  t o  worry  more about  how i n d i v i d u a l s ,  a c t i n g  
a l o n e  or i n  c o l l u s i o n ,  would behave i f  t h e i r  purpose was t o  
a b u s e  or d e f r a u d  a program,  o r g a n i z a t i o n ,  o r  sys t em.  The 
a u d i t o r  m u s t  p l a y  t h e  role o f  t h e  p e o p l e  who may be a b u s i n g  
t h e  s y s t e m  o r  commi t t ing  a f r a u d - - w i t h  t h e  t o u g h  a t t i t u d e  
of not o n l y  c h e c k i n g  t h e  books ,  b u t  a l s o  o f  c o n s i d e r i n g  
what t h e  records s h o u l d  show and what  can go wrong if 
c o n t r o l s ,  s y s t e m s ,  or management a re  v u l n e r a b l e .  

V u l n e r a b i l i t y  assessments a n d  f r a u d  d e t e c t i o n  go hand 
i n  hand.  The American I n s t i t u t e  of C P A s  h a s  a subcommittee 
on  methods,  p e r p e t r a t i o n ,  and d e t e c t i o n  of f r a u d  w h i c h  
r e c e n t l y  compi led  a p r e l i m i n a r y  l ist  o f  1 6  "warning  
s i g n a l s "  of t h e  p o s s i b l e  e x i s t e n c e  of f r a u d .  W h i l e  many 
seem u n r e l a t e d  t o  t h e  p u b l i c  sector ,  o ther  warning .  s i g n a l s  
a r e  f r e q u e n t l y  e n c o u n t e r e d  by Government aud i to r s :  
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- - D i f f i c u l t y  i n  o b t a i n i n g  a u d i t  e v i d e n c e  w i t h  respect 
t o  u n u s u a l  or u n e x p l a i n e d  e n t r i e s ,  i n c o m p l e t e  o r  
m i s s i n g  d o c u m e n t a t i o n ,  and a l t e r a t i o n s  i n  documenta- 
t i o n  or a c c o u n t s ;  

- -Evas ive  or u n r e a s o n a b l e  r e s p o n s e s  of management t o  
a u d i t  i n q u i r i e s ;  

- -Unusual ly  l a r g e  payments  i n  r e l a t i o n  t o  s e r v i c e s  
p r o v i d e d  by l a w y e r s ,  c o n s u l t a n t s ,  a g e n t s ,  and  
employees ;  and  

- -Uncor rec t ed ,  known mater ia l  w e a k n e s s e s  i n  i n t e r n a l  
c o n t r o l  s u c h  a s  access t o  computer  equ ipmen t  or 
e l e c t r o n i c  d a t a  e n t r y  d e v i c e s .  

Whi le  n o t  e v e r y  a u d i t  c a n  b e  " f r a u d - o r i e n t e d "  t o  t h e  
same d e g r e e ,  e v e r y  i n t e r n a l  a u d i t  o r g a n i z a t i o n  i n  Govern- 
ment must  d e v i s e  t e c h n i q u e s  f o r  (1) a s s e s s i n g  t h e  r e l a t i v e  
r i s k s  of i t s  a g e n c y ' s  p rog rams  t o  f r a u d  and a b u s e  and ( 2 )  
s e a r c h i n g  f o r  f r a u d  and a b u s e  i n  t h e  most v u l n e r a b l e  areas. 
A u d i t o r s  must  work w i t h  o thers  i n  e x t e n d i n g  t h e  "state-of- 
t h e - a r t "  o f  f r a u d  d e t e c t i o n .  They must  r e c o g n i z e  t h a t ,  as  
a r e s u l t  o f  t a k i n g  on  t h i s  new " p r o d u c t  l i n e , "  t h e  v a l u e  o f  
t h e  t o t a l  a u d i t  e f f o r t  w i l l  be s i g n i f i c a n t l y  enhanced .  

Dur ing  f i s c a l  y e a r  1 9 7 8 ,  t h e  HEW A u d i t  Agency u t i l i z e d  
o v e r  200  s t a f f  yea r s - - abou t  o n e - f o u r t h  of i ts  t o t a l  d i r ec t  
a u d i t  e f f o r t - - o n  d e v e l o p i n g  and a p p l y i n g  s p e c i a l i z e d  tech- 
n i q u e s  for f r a u d  and a b u s e  i n  t h e  h e a l t h  care and  p u b l i c  
a s s i s t a n c e  p r o g r a m s ,  and i n  a s s i s t i n g  i n v e s t i g a t o r s  and 
prosecutors d e v e l o p  c r i m i n a l  cases. The largest  of t h e s e  
e f f o r t s - - P r o j e c t  I n t e g r i t y  i n  t h e  m e d i c a i d  program and 
Project  Match i n  p u b l i c  a s s i s t a n c e - - w e r e  c o n d u c t e d  a s  
spec ia l  projects  separate  from normal  a u d i t s .  The 
c o m p u t e r - s c r e e n i n g  t e c h n i q u e s  t h a t  were used  t o  search for  
f r a u d  h a d ,  however ,  been  d e v e l o p e d  and t e s t e d  d u r i n g  
ea r l i e r  r e g u l a r  a u d i t  a s s i g n m e n t s .  

When o n e  c o n s i d e r s  t h e  b i l l i o n s  o f  F e d e r a l  d o l l a r s  and 
t h e  m i l l i o n s  o f  people and  o r g a n i z a t i o n s  who r e c e i v e  them, 
it is an  i n e s c a p a b l e  c o n c l u s i o n  t h a t  computer  a s s i s t e d  
t e c h n i q u e s  must  be a major p a r t  o f  any  p o s i t i v e  s e a r c h  f o r  
wide-scale f r a u d  and a b u s e .  Any a u d i t  o r g a n i z a t i o n  p l a y i n g  
a n  a c t i v e  role  i n  t h e  s e a r c h  must  possess o r  have  access t o  
compute r  s k i l l s .  A l s o  a u d i t o r s  must  a c q u i r e  s u f f i c i e n t  
compute r  s k i l l s  so t h a t  t h e y  a t  l eas t  know how t o  a u t o -  
m a t i c a l l y  t a p  i n t o  e x i s t i n g  computer  a u d i t  p rog rams  t h a t  
were d e v i s e d  for  g e n e r a l  t e s t i n g  p u r p o s e s .  

An I n s p e c t o r  G e n e r a l  e n v i r o n m e n t  w i l l  s i g n i f i c a n t l y  
i n f l u e n c e  t h e  a u d i t o r ' s  a t t i t u d e ,  p r i o r i t i e s ,  and  method- 
o l o g y .  His c o n t r i b u t i o n  t o  a n t i f r a u d  a c t i v i t i e s  w i l l  no 
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longer be secondary - -o r  s i m p l y  a by-product  of normal  
a u d i t s - - b u t  r a t h e r  become a major a c t i v e  p r o d u c t  t o  
r e s p e c t f u l l y  l i n e  up a l o n g  s ide  other work. And w h i l e  
e v e r y  i n d i v i d u a l  a u d i t o r  c a n n o t  a t  t h i s  time t a k e  o n  t h e  
r e s p o n s i b i l i t y  t o  d e t e c t  f r a u d  i n  e v e r y  a u d i t  a s s i g n m e n t ,  
t h e  a u d i t  o r g a n i z a t i o n  as  a whole  must accept t h e  r e s p o n -  
s i b i l i t y  to  d e v i s e  and a p p l y  t h e  t e c h n i q u e s  t h a t  e v e n t u a l l y  
w i l l  h e l p  h i m  do  SO. 
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