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UNITED STATES GENERAL ACCOUNtIN~ OFFiCE 

WASHINGTON, D.C. 205413 

DIVISION OF FINANCIAL. AND 
GENERAL. MANAGEMENT STUCI~ 

B-160759 

The Honorable 
'The Attorney General 

Dear Mro Attorney General: 

NC.JRS 

JUL 1 ?1977 

ACQU1SIT!O'N~ 
The Accounting and Auditing Act of 1950 ()l U.S-.r.-

66a) requires the head of each agency to establish and 
maintain systems of internal control, including appropriate 
internal audit, to provide effective control over and 
accountability for all funds, property, and other assets 
for which the agency is responsible. The act further con­
templates that the heads of agencies will assure themselves 
of the adequacy of the staffing and scope of internal audit 
arrangements in their agencies. 

The Justice Department has three audit organizations: 
(1) the Department's Internal Audit Staff, which has Depart­
ment-wide audit responsibility~ (2) the Office of Audit and 
Investigation of the Law Enforcement Assistance Administration 
(LEAA), which audits LEAA's-grants and contracts~ and (3) the 
Planning and Inspection Division of the Federal Bureau of 
Investigation (FBI), which audits the Bureau's operating and 
financial management activities. ' 

We concentrated our efforts on the operations of the 
Internal Audit Staff for fiscal years 1974 through 1976 
to determine the extent to which financial audits are made 
to insure that the Department is maintaining effective con­
trol over revenues, expenditures, assets, and liabilities. 
We were also concerned about whether the Department's 
financial reports to the Department of the Tr~asury 
contained accurate, reliable, and useful data. We did not 

'~. consider whether internal audi ts of economy and efficiency 
of, operations or effectiveness in achieving program objectives 
were being adequately performed. Appendix II lists the areas 
of audit concern included in the scope of bur review. 

Since we were concerned ,with internal audits' of financial 
ope,rations ,we did not review the operations of the Office 
of Audit and Investigation of LEAA because it conducts 
"external" audits of gratits and contracts. We also did 
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not;::::::ceview the audit operations of. the Planning and Inspec­
tion Division of the FBI because these operations, including 
coordination between the Department of Justice and FBI audit 
groups, are currently under review ~y the General Government 
Division of our Office. 

The Internal Audit Staff's primary emphasis during the 
period reviewed has been on audits of the Federal Prison Sys­
tem, which represents only about 14 percent of'the Department's 
fiscal year 1976 appropriation. The percentages of the" Depart­
ment's fiscal year 1976 appropriation for each of its activities 
and the number "of audit reports issued by ~he Internal Audit 
Staff on those activities during ~iscal ye~rs 1974-1976 were as 
follows: . 

Activity 

Law Enforcement Assist­
ance Administration 

Federal Bureau of 
Investigation 

Federal Prison System 

Legal Activities and 
General Administration 

Immigration and Naturali­
zation Service 

Drug Enforcement Adminis­
, tration 

Totals 

Fiscal year 
1976 appropri­
ation (note a) 

(millions) 

$ 810 

469 

.265 

208 

150 

a/$2,211 

Funding 
f:ercent 

37 

21 

14 

12 

9 

7 

100 

Number of 
audit 

, reports 

9 

2 

93 

32 

10 

14 

160. 

a/Includes Federal Prisop Industries, Inc., revenues of 
- $78 million. 

Only 11 o'f the 160 audit reports issued by the Internal 
Audit Staff pertained to LEAA and the FBI, which together 
receive 58 percent of Justice's funding, primarily because 
both have their own audit groups. In addition, until recently 
the Internal Audit Staff was restricted in its ~udits of FBI 
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operations. In October 1976, the FBI Director agreed to per­
mit audits by the Internal Audit Staff, which then scheduled 
several surveys of FBI operations for fiscal year 1977. 

The Internal Audit Staff has been performing most of its 
audits in the areas involving the 42 percent of Justice's funds 
represented in appropriations for Legal Activities and General 
Administration, the Federal Pr ison System·, the Immigration and 
Naturalization Service, and the Drug Enfo~cemen~ Administration, 
on the premise that the other 58 percent is being covered by 
LEAA and FBI auditors. 

The Internal Audit Staff has provided extensive audit 
coverage of the Federal Prison System. Of the 160 reports 
issued during fiscal years 1974 through 1976, 93 reports 
were on either the Bureau of Prisons or the Federal Prison In­
dustries, which comprise the bulk of tne Federal prison 
System funding. 

These reviews included various aspects of cash, re­
ceivables, travel, property, liabilities, administrative 
control of funds, and financial reports, which are areas we 
consider to be among the most significant in our approval 
of accounting systems and our reviews of systems in operation. 
However, because the basic causes of the problems have not 
always been identified and reported to assist management in 
making timely and adequate corrective actions, the reviews 
appear to be disclos~ng the same or similar problems repeatedly. 

Considerably fewer reports were issued and substantially 
less internal financial audit coverage was provided during 
fiscal years 1974 through 1976 in Justice's other agencies-­
the Drug Enforcement Administration (14 reports), the Immigra­
tion and Naturalization Service (10 reports), and Legal 
Activities and General Ad~inistration (32 reports). Some 
coverage of internal financial matters was provided to the 
Drug Enforcement Administration through audits of its payroll 
practices and procedures, controls over weapons and radio 
communications equipment; and payments for the purchas~ 
of evidence and information. 

Financial audit work performed in the Immigration and 
Naturalization Service was limited to such areas as fees for 
services for special benefits to individuals, nonexpendable 
personal property and credentials, procurement and contracting 
activities," administratively uncontrollable overtime, and the 
Use of excess foreign currencies held by the United States 
Government. 
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Reports issued on Legal Activities'and General Adminis­
t~ation involved aaministratively uncontrollable overtime, 
payroll practices and procedures, imprest funds, reimburse­
ments for . legal services, and payments of jail bills submitted 
by non-Federal' facilities for housing Federal prisoners. 0 

Based on the limited number of reports issued on the 
Drug Enforcement Administration and the Immigration and 
Naturalization Service, it appears that additional internal 
financial audit coverage for these two areas is needed. 
Drug Enforcement Administration officials advised us they 
were planning to create their own internal audit group be­
cause they believed many of their operations, particularly 
their imprest cash funds, were not receiving sufficient 
~overage. The officials estimated the new audit group 
initially would be staffed with from four to seven people. 

The Director of the Internal Audit Staff said that 
considerable financial work had been performed by internal 
review groups within the Drug Enforcement Administration, a~d 
this had enabled him to provide less financial audit cover'age 
to the Administration's operations. We agree that the work 
of internal review groups should be relied on whenever possible 
to reduce the scope of a given audit. However, such reviews 
cannot be considered a substitute for internal audit coverage. 

The Director of the Internal Audit Staff stated that his 
office's concentration on Federal Prison System audits stemmed 
from the fact that for the first 4 years of· its existence 
(fiscal years 1970-73) his office had to depend almost entirely 
on reimbursemel1t from the groups it audited to fund its op­
erations. ~bout 65 percent of its reports were on the Federal 
Pr ison System, whic.h prov ided the largest share of the reim­
bursement during that period •. 

'rne Director also stated that this extensive alidi t 
coverage of the federal prison System has enabled GAO to 
reduce the scope of its annual audits of the Federal Prison 
Industries, Inc.' ~'Je agree that this internal audit coverage 
nas been of assistance to us; however, we do not believe 

~ that Federal Prison System audit cover~ge should be so ex­
tensive. as to preclude the Internal Audit Staff from providing 
adequate financial audit coverage to the other significant 
areas noted in this report. 

Audi t reports involvi:!§lg the Federal Pr ison System have 
been reduced to about 5£ percent of the total reports in t~e 
past 3 fiscal yea~s, and the Internal Audit Staff is gr,adually 

. Shifting into other areas of Departmental activity. The shift 
in emphas is to mor e aud its outside. the Feder al·pr ison System .;n 
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combined with the pending creation of an i.ternal audit group 
within the Drug Enforcement Admin-i-strationshduld help to ex­
tend adequate financial audit coverage to all entities within 
the Department of Justice •. However, we question ~hether 
having four separate audit groups within the Department 
would be a desirable means of achieving internal control. 

Our statements of basic principles and concepts, as 
set forth in our publication, "Internal Auditing in Federal 
Agencies," have suggested the establishment of a single in­
ternal audit prganization in each agency because this pro­
vides greater independence, a broader viewpoint on the 
interrelationship of organizations and functions within an 
agency, and more systematic evaluations of all agertcy programs, 
activities, and operations. 

There are instances in which the needs of management or 
the size and nature of a bureau's activities justify a 
separate audit staff of sufficient size to attract and 
retain qualified personnel and make possible the productive 
and flexible use of staff resources. In our opinion, 
however, one centralized audit organization is preferable 
to several organizations dispersed throughout a department 
or agency_ • 

RECOMMENDATION 

We recommend that you consider whether a new audit 
organization in the Drug Enforcement Administration-is 
needed, or whether, in the interest of preventing further 
fragmentation of the Department's audit capability, addi­
tional personnel should be provided to the Internal Audit 
Staff to inc;ease the Drug Enforcement Administration's 
audit coverage. 

As you know, section 236 of the Legislative Reorgq,niza­
tion Act of 1970 requires the head of a Federal agency'~o 
submit a written statement on actions t~ken on our recommen­
dations to the House Committee on Government Operations and 
the Senate Committee on Governmental Affairs not later than 
60 days' after the date of the report and to the House and . 

,Senate Committees on Appropriations with the agency's first 
request for appropriations made more than 60 days after t~e 
date of the report. We would appreciate receiving copies 
of the~e statement$. 

We are sending copies of this report to the Dir~ctor, 
Office of Manag~ment and Budgeti the Chairmen of the House 
Committee on Government Operations and th~ Senate Committee 
on Gov.ernmental Affairs I the Chairmen of the Bouse Coromi ttee 
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on Appropriations ahd tne Senate Sub60mmittee on State, 
Justice, Commerce ana Judiciary, Committee on Appropriations; 
the Cnairmen of the Bouse and Senate Committees ont~e 
Budget; the Chairmen ot the House and Senat~ Judiciary 
Legislative Committees; the Chairman of the House Appro­
priations Subcommittee on State, Justice, Commerce, and 
Judiciary; the Assist.ant Attorney General--Administrationi 
and the Director of Internal Audit Staff, Justice Department. 

We appreciate the courtesies and cooperation extended 
to our representatives during our review. We are lookin~ 
forward to receiving your comments concerning matters -
discussed in this report. 

Sincerely yours, 

D. L. Scantlebury 1l 

Director 
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APPENDIX I 

IN'I'ERNAL AUDI1' COVERAGE 

OF INT~RNAL FINANCIAL OPERATIONS 

CRITERIA iOR AUDIT COVERAGE OF 
INTERNAL FINANCIAL OPERA'rIONS 

APPENDIX I 

Our statements of basic principles and ooncepts re­
garding internal audits of financial operations provide 
that the internal auditor should examine financial trans­
actions to the extent necessary to determine whether: 

--The agency is maintaining effective control over 
revenues, expenditures, assets, and liabilities. 

--The agency is properly accounting for its resources, 
liabilities, and operations. 

--Th€ agency's financial reports contain accurate, 
reliable, and useful financial data and are fairly 

. presented. 

--The agency is complying witn the requiremen~s of 
applicable laws and regulations. 

Our statements provide that, in carrying out this work, 
the internal auditor should evaluate the adequacy of the 
agency's prescribed policies and procedures and the internal 
controls related to the agency's financial operations, 
including the accounting and financial reporting. In addition, 
our Policy and Procedures Manual for Guidance of Federal 
Agencies provides a basis for each agency to properly plan 
its internal audit operations to insure adequate coverage. 

Appendix II to this report identifies specific financial 
areas that should be reviewed, as applicable, by an agency's 
internal audit staff. 

CRITERIA FOR ORGANIZATIOQ 
Of' INTERNAL AUDrI' FUNCTION 

Our statements of basic principles and concepts, . 
as set forth in our publication, "Internal Auditing in 
Federal Agencies," have advocated the es~ablishment/~t a 
single. internal audit' organization in ezth agency. "Te~'ere 
are instances in which th~ needs of management or the size 
and nature Ot a bureau's activities are such as to justify 
a sepa~ate audit staff of sufficient size to attracit 
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and retain qualified personnel and make possible the pro­
ductive and flexible use of staff resources. Generally, 
however, one centralized audit organization is preferable 
to several audit organizations dispersed throughout a 
department or agency. 

A single audit organization 

--provides greater independence; 

-~fosters a broad viewpOint on the interrelationship 
of organizations and functions within an agency; and 

--places the inte~nal auditor in a better position 
to make syste~atic and independent evaluations of 
and reports' on all agency programs, activities, an~ 
operations. -

ORGANIZATION AND FUNDING 
OF ThE JUSTICE DEPARTMENT '~) 

The chief purposes of the Department of Justice are 
to provide means for the enforcement of the Federal laws, 
to furnish legal counsel in Federal cases, and to construe 
the laws under which other departments of the Government 

,',{ 

act. 'I'bese responsibili ties are executed by var ious offices, 
divisions, boards, and bureaus within the Department. Work 
is accomplished in its central office in Washington, D.C., 
and in regional offices. 

Fiscal year 1976 legislation authorized funding in ex­
cess of $2 billion. The classification of the authorized 
funding is shown in the table on the following page. 

INTERNAL AODIT 

Tnere are three audi t groups in the Department of Justice: 

1. The Department's Internal Audit Staff is responsibleO 
for audits of all organizations within the Department 
of Justice. ~ 

2. The Office of Audit and Investigation of LEAA audits 
"LEAA's grants/;nd contracts. 

. \ / 

3. The Planning and Inspection Division of the FBI 
audits the Bureau's operating and financial m~nagement 
activities. 

2 
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Our review was limited to the operations of the Internal 
Audit Staff. We did not review the operations of LEAA's Office 
of Audit and Investigation because its audits are "external" 
reviews of grants and contracts. We also did not review. 
the audit operations of the FBI's Planning and Inspection 
Division because these operations, including coordination be­
tween the Department of Justice and FBI audit groups, are 
currently under review by the General Government Division 
of our Office • 

CLASSH'ICA'l'ION OJ:' REPO}U'S !';';UE.D 

1'rior Fiscal year 'l'ota1s 
I.:las5 ification years 1974 1975 197b 3 years Accuoilulatea 

Law Enforcement Assistance 16 4 3 2 ::. 25 
Administration 

federal bureau of 1 1 2 2 
Investigation 

Legal Activities and 25 4 10 18 32 57 
General Adminiscra tion 

federal Prison system: 
i)ureau of prisons ?i 19 26 3 48 125 

federal Prison Indus- 40 11 15 19 45 85 
tr ies, Inc. 

Immigration and ~atural- ~ 5 2 3 10 19 
ization Service 

Drug Enforcement Atimin- 13 3 3 d 14 2l 
istration 

'1'0ta1s lBO 47 60 53 160 340 
= = 

3 
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APPENDIX I 

OPERATIONS OF 'EBE 
INTERNAL AUDIT STAFF 

APPENDIX I 

In March 1967, a central audit organization known as 
tne Office of Management Inspection and Audit was established 
under the Assistant Attorney General for Administration. 
However, the Department's requests for funds to staff the 
audit organization were not acted upon favorably by the 
Congress •. 

The Internal Audit Staff Nas established. in Harch 1-,970. 
During fiscal years 1971 through 1973, between 75 and 82 per­
cent of the staff funding was provided on 'a reimbursable 
basis from Justice Department organizations that were audited. 
During that period, audits were made pri~arily in the Bureau 
of Prisons and Federal Prison Industries, which p~ovided the 
bulk of the Internal Aud1~ Staff1s funding ~hrough reimbursement. 

Comme~cing witn fiscal year 1974, the audit group 
received its own funding, and thus has had more flexibility in 
determining where to apply its resources. Audits of Federal 
prison Industries remain on a reimbursable basis, because it 
is a Government~chartered corporation and thus required to_ 
pay for its audits. 

The following schedule shows the authorized position~ 
of tne Internal Audit Staff ftom its inception through fiscal 

" year 1977 and its source of funds. ~ 

AUTHORIZED POSITIONS 

, Funding 
Fiscal year Direct Percent Reimbursable Percent Totals . 

1970 9 100 9 
1971 9 25 27 75 36 
1972 9 20 36 80 ,:;:, 45 
1973 9 18 41 82 50 
1974 5'3 87 8 13 61 
1975 41 82 -9 18 50 
1976 47 89 ,. 11 53 0 

1977 51 89 6 11 57 

The Assistant Attorney General for Administration is 
responsible £or conducting and directing the audit func~ion 
in and for the Department of Justice:,. This includes internal 
audits of all organizatiQual units', programs, and functions 9'f" 
the Department and aud~~~~f third-party redords a~d perform­
ance under grants and cdb1;racts awarded by all organizational 
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units, except LEAA. The Director of the Internal Audit Staff 
is responsible for execution of the above functions and repq+ts 
directly to the Assistant Attorney General for Administration, 
except that the results of internal audits of programs and func­
tions of the Office of Management and Finance are reported to the 
Deputy Attorney General. 

nU1ERNAL AODIT COVERAGE 

From the creation of the Internal Audit Staff in L,1arch 
1970 through September 1976, 340 reports were issued, of which 
160 were issued during fiscal years 1974-76, the period of our 
review. Of the 160 reports, 21 were basically financial reports, 
and the remaining 139 contained some elements of internal financ~al 
coverage. The composition of the reports by departmental 
audit entity was as follows~ 

SUi-ll-lA.tW Of' 
l:' ISCAL YEAR'l976Ai?P ROPRIA'I'I Ol~S 

LAw J::tH'Ol;{CENENT ASSISTANCE AD~lIlHSTRATION: 
Grants and contracts 
Salaries and expenses 

f£D£RAL 8UREAU Or' 1~1J ES'.I:IGA'UON: 
Sal~ries and expenses 

fEDERAL "l?~ISO~ SYSTEM: 
Salaries and expenses--Bureau ot Prisons 
Buil~ings and facilities 
&uPPQrt of u.s. prisoners 
~ede~al Prison Industries, Inc. 

LEGAL AC'l?lVIUES: 
Salaries and expenses--general legal activities 
Salaries and exoenses--Anti-Trust Division 
Salaries and expenses--U.5. attorneys and marshals 
.fees and expenses of witnesses 
Salaries and expenses--community relations service 

li'HlIGRA'rlON and L~A'l·Uf<.ALrz.A'l·ION SERVICE: 
Sala([es and expenses 

Dl;{LlG ENE'ORCi::rlENT ADl'lINIS'I'RA'I'ION: 
S~lar;;ies and expenses 

GENERAL A!LlHINI.-5'UA'l.'ION: 
sa1a1ies and expenses 

:1 
'l!otals 
i! 

percent 

$ 758,636,000 
51,000,000 

37 809,638,000 

21 

14 

11 

9 

7 

100 

468,700,000 

186,200,000 
12,560,000 
31,1375,000 
78,154,000 

308,789,000 

60,220,000 
21, 5~57000 

142,300,000 
10,460,000 

3,940,000 

244,535,000 

.208,000,000 

l4!!,659,000 

21,U46,000 

~2,210,569,OOU 

No.te~ !~f~1uae~ reve.nues of c a~out $78 million generated by tne Feci,eral pr ison 
~noustr1es, Inc., a ~e~aral1y chartered cor?or3tio~ ~it~ no appropria­
tions in fiscal year 1976. 
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The primary reason that only 11 of 160 audit reports 
issued oy the Internal Audit Staff during fiscal years 1974 
through 1976 pertained to LE~A and the FBI, which together 
received 58 percent of Justice's funding, is that both have 
their own audi~ groups. In addition, until recently the 
Internal Audit 'Staff was restricted in its ~udits of FBI 
operations. In October 1976, the FBI Director agreed 
to permit such audits, and several surveys of FBI operations 
by the Internal Audit Staff have been scheduled for fis~al 
year 1977. 

, 
-As the schedule of reports issued shows, 93 of the 160 

reports were on various aspects of the Federal Prison 
System. The Prison System represents about 14 percent 
of Justice's funding. Total resources available to the Federal 
prison System during fiscal year 1976 approximatQd $309 million. 
This represented $23~ million of appropriated funds for the 0 

Bureau of Prisons and about $78 million of revenues produced 
by the Federal Prison Induitries, a federally Ghartered corp-
oration. . 

Our review of the basic audit programs and a sample of 
the reports issued and supporting workpapers showed that 
the Internal Audit Staff audited a wide range of financial 
areas during their reviews of the Bureau of Prisons and 
Federal Prison Industries, including some that we consider 
among. ~he most significant in our approval of accounting 
syst~;({s and our review of systems in operation. These areas 
include various aspects of cash, receivables, travel, pro­
perty, liabilities, administrative control of· funds, and 
reports. 

Considerably fewer reports were issued and less internal 
financial audit coverage was provided during fiscal years 
1974 through 1976uftn Justice I s other groups--the Drug Enforce­
ment Administrati6n, Immigration and Naturalization Service, 
and Legal Acth.~ities and General AdministratiorL 

-.. f 

The Internal Audit Staff issued 14 reports on various 
asp~cts of the Drug Enforcement Administration ope'l"ations. 

~ Reviews were made "of the payroll practices and procedures, 
the controls over weapons and radio communications equipment. 
and payments for the purchase of evidence and information •. 

Duripg fiscal years 1974-1976 the Internal Audit Staff 
issued 10 reports on various aspects of the. operations of 
the Immigration and Naturalization Service, such as. fees for 
services for spec~al benefits to individuals, nonex:pendable 
personal properti and credentials, procurement and contracting 
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,activities, policies and practices relating to the use of 
administratively uncontrollable overtime, and the use of 
excess foreign currencie~held by the united States Government. 

A few of the major problem areas reviewed by the 
Internal Audit Staff in its reviews of Legal Activities and ~ 
General Administration included the use of administratively 
uncontrollable overtime, payroll practices and procedures, 
imprest funds, re:~"~:::)ursements for legal services, and pay ..... 
ment of bills submitted by non-Federal facilities for 
housing Federal prisoners. 

Drug Enforcement Adminis.tration officials advised us 
they were planning to create their own internal audit group 
because they believed their operations, particularly their 
imprest cash funds, were not receiving sufficient audit 
coverage. The officials estimated the new audit group 
initially would be staffed wi<Lh from four to seven people. 

GREATER AUDIT. COVERAGE AND CONTROL 
OVER FI~ANICAL AK~AS IS NEEDED 

The financial areas reviewed in the Bureau of Prisons 
and Federal Prison Industries appear to be disclosing the 
same or similar problems on a repetitive basis. This may 
result from the fact that the basic causes of the problems 
noted' have not always been identified and reported to 
assist management in taking timely and adequate corrective 
actions. 

One recurring problem we noted involved the failure 
of the Bureau of Prisons to record obligations on a timely 
basis to insure that it did not exceed its funds limitations. 
Data contained in the supporting workpapers of selected 
Bureau of Prisons audit reports we reviewed indicated 
that in some instances obligations were not recorded speci­
fically to avoid the disclosure of an overobligation. 

We believe ·tnat in all instances where irregular i ties 
nave been found the auditors should disclose the problem 
and determine the causes of it. In the case of ~verobliga­
tions, audit work should be undertaken to determine whether 
the Department is complying with the provisions of section 
1311 of the SUP01em~ntal Appropriation Act of 1955, which 
defines valid obligations and establishes requirements for 
reporting, certifying, and restricting expenditures. 

':Chis is particularly 
of section 4240.50 of th~ 
ments Manual fo~ Guidance 

important in view of the provision 
Treasury Department'sFisca~ Require­
of Departments and Agencies~ This . (~ 
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section in essence requires that an a.gency's ~nnual status of \ 
funds report be certif~ed, tnat the amounts shown in the 'f'epo.rtl \j'" 

are correct, and that all known transactions complying wi.th the 
criteria of section 1311 have been obligated and are so repo,rted. 
Compliance with the Anti-Deficiency Act, which restricts the rate 
of expenditure' of appropr,iations to the per iod for which they 
are appropriated, should also be determined periodically. 0 

Another area for consideration is the need to evaluate 
the Financia.l Hanagement Systems from the highest level of ".1 

management downward to tne lowest level of operations. Our 
Office has approved 7 of the Department's accounting and 
financial systems; howe~er, to date these systems, except 
for payrollj have not been reviewed to assure that they 
have been implemented and operate as approved. However .in 
October 1976 internal audits of tne Bureau of Prisons and 
LEAA's system were started. 

Many of th~ other areas which deserve consideration in 
conducting future audits of financial operations are listed 
in appendix II. Although it may not be feasible for tne 
Director to provide audit coverage in each of the areas, 
in view of operational audit requirements and present st:affing 
levels, the appendix provides a framework for future con­
sideration of audits of financial operations. 

CdMMENTS OF DIRECTOR, 
IN'I'ERNAL AUDl'l' S'l'AFF, 
AND OUR EVALUATION 

The Di{\?'ctor of the Internal Audit Staff said that consider­
able financial work had been performed by inte.rnal review groups 
with~n the Drug Epforcement Administration, and this 'had enabled 
him to provide less financ~al audit coverage to the Drug En­
forcement Administration's operations. We agree that'the work 
of internal review groups shOUld be relied on whenever pos-
sible to reduce the scope ,of a given.audit. However, such 
reviews cannot be considered a subgtitute for internal audit 

i;i coverage. 
"I 

The r:>:i.rectar of the Internal Audit Sta,ff stated that his 
off ice's concen tra tion on Feder al Pr ison Sys.tem audits ste.mmed 
from the fact th\atfor .the first 4 years of its existence 

') 

(fiscal years 1970-73) his office had to depend almost entirely 
on reimbursement from t'he groups. it audited' to fund its opera-.' 
tions. About 65. percent of its report.s we're on the Federal .Pr i­
son System, whicnprovided the largest' share of the ,reimbursement 
durinif th~t peribd. 
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The Director also'stated that this extensive audit coverage 
of the Federal Prison System has enabled GAO to reduce the scope 
of its annual audits of the federal prison Industries, Inc~ We 
agree that this internal audit coverage has been of assistance 
to us; however, we do not believe that Federal Prison System 
audit coverage sho~ld be so extensive as to preclude the 
Internal Audit Staff from providing adequate financial audit 
coverage to the other significant areas noted in this report. 

, CONCLUSION' 

Audit reports involving the Federal prison System have 
been reduced to about 58 percent of the total reports in the 
past 3 fiscal years, and the Internal Audit Staff is gradually 
shifting into other areas of Departmental activity. 

The shift in emphasis by the Internal Audit Service to 
more audits outside the Federal Prison System combined with 
the pending creation of an internal audit group within the 
Drug Enforcement Administration should help to extend ade-

oquate financial audit coverage to all entities within the 
Department of Justice. However, we question whether having 
four separate audit groups within the Department is a 
desirable means of a~hieving internal control. 

while there are instances where the needs of management 
or the size and nature of a bureau's activities are such 
as to justify a separate audit staff of sufficient size to 
attract and retain qualified personnel and make possible the 
productive and flexible use of staff re~ources, our position 
has been that one centralized audit organization is preferable 
to several audit organizations dispersed throughout a department 
or agency. 

RECOHL>1ENDATIOl'1 

We recommend that you consider whether a new audi~ organi­
zation in the Drug Enforcement Administration is need~d, or 
whether, in the interest of preventing further fragmentation 
of the Department's audit capability, additional personnel 
should be,\;provid,ad to the Internal Audit Staff to increase 
the Drug Enf~orcement Administration IS aud it cover.age. 
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APPENDIX II APPENDIX II 

SUHHARY OF HAJOR AREAS 

OF FINANCIAL INTEREST FOR REVIEW AND 

EVALUATION BY AGENCY INTERNAL AUDIT ORGANIZATIONS 

Cash 

General 

Internal control procedures 
Adequacy of records and procedures 
Cash accounts identified by appropriation and/or fund 
Periodic or surprise cash counts 
Re.conciliation of cash with the Treasury Department 

fund balances 
Compliance with laws and regulations 
Reports 

Collections 

Physical control 
Cash recorded immediately after receipt 
Timely deposit of cash receipts 
Excessive funds on hand 
Cash in transit--cutoff dates 

Disbursements 

Preaudit prior to approval for disbursement 
Disbursement recorded promptly in records 
Disbursement in transit at time of cutoff 

Imprest Funds 

Other 

Compliance with fund restrictions 
. Advances· 
Reimoursements--service provided 
Adequacy of invested capital 

Investments 

Receivables 

Internal control procedures 
Compliance with laws ~nd· regulations" 
Receivables identified by appropriation and/or" fund 

10 
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APPENDIX II APPENDIX II 

:ror avel 

Receivables (cont.) 

Classification of receivables: 
Interagency/fund 
External 

price established on documentation for: 
Actual cost 
Estimated cost 

Accounts reviewed, delinquent accounts identified 
Provisions for doubtful accounts 
Control--adjustments and writeoffs 
Collection and liquidation of receivables 

Advances 

Internal control procedures 
Administrative control over travel 
Compliance with travel. regulations 
Control over Government travel regulations 
Timely settlement of employees I travel advances 
Authorized expenses 

Contractors 

Liquidation--services provided/returned 

Grantees 

Liquidation--services provided/returned 

Property 

Internal control procedures 
policy, procedures, and record keeping 
Integrated property and financial records 
Account classification: 

Furniture/fixtures 
Equipment 
Plant and equipment 
On assignment--to others' 
On assignment--from others 
Supplies and materials 
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APPENDIX II APPENDIX II 

Property (cont.) 

Property valuation established on documentation for: 
cost 
Estimated 
Salvage 

Compliance wita laws and regulations 
Physical con~rol: 

Acquisition 
Removal 
utilization of property 
Excess property 
Identification 

Timely recording in the property/financial records 
Control over loss/writeoffs 
Reconciliation of physic,al inventor ies with, property 

records/financial records 
Depreciation/obsolescence 
Evaluation of maintenance costs and economic value 

Liabilities 

Internal control procedures 
Account classification: 

Accounts payable 
Contract provisions 
Accruals 
Intergovernmental/fund 
Advance payments 
Contingencies 
Unfunded 
Long-term d.ebts 

Timely recording of liabilities 
Accounts identified by appropriation/fund 
Liquidation of liabilities 
Support/pricing of liabilities 

Admipistrative control of funds 

Internal control procedures 
Separation of accounts by appropriation/fqpCl: 

Appqrtionment . 
subdiVision of funds 
Obligations 
Disbursements 
Reporting 
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APPENDIX II APPENDIX II 

Administrative control of funds (cont.) 

Compliance with laws/regulations 
Incurrence Of obligations: 

Authority 
Availability of funds: 

precertification 
Commitment accounting 
Compliance with section 1311 criteria 
Timely recording 

Policy and procedures 
Liquidation and recoupment of excess obligations 
Use of "M" accounts 
Reprograming/transferring of funds 
Accounting for proceeds 
Status of funds reports 

Revenues 

Internal control procedures 
Revenue accounts identified by appropriation/fund: 

Fees, fines 
Reimbursements to appropriation 

Authorized services 
Established fees: 

Total costs--supported by accounting records 
Estimated/negotiated 
statutory 

Timely recording of billings 
Adjustments/writeoffs 
Compliance with laws and regulations 
Comparison amounts billed/cost of services provided 

Costs 

Internal control procedures 
Timely recording in accounts 
Separation of costs: 

Pay and allowance 
Direct 
Indirect 
Depreciation 
Contracts/grantees 
Unfunded 
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APPENDIX II APPENDIX II 

Costs (cont.) 

System integrated with financial records 
Bas'is for costs 
Cost reports--full disclosure and useful to manag~ment 
C0mparison of costs to standards of measurements ' 
Compliance with laws and regulations 
Allocation of costs 

Reports 

Full disclosure of financial condition 
Compliance with laws and regulations 
supported by accounting system 
Usefulness to management 
Timeliness of reports 
Accurate, reliable, truthful 
Comparison of budgeted/programmed costs with actual 

costs 
Footnoted as required 

Other 

Approved systems implemented 
Followup of prior recommendations 
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Copies of GAO reports are availat·:e to the general 
public at a cost of $1.00 a copy. There is no charge 
for reports furnished to Members of Congress and 
congressional committl ~ staff members. Officials of 
Federal, State, and local governments may receive 
up to 10 copies free of charge. Members of the 
press; college libraries, faculty members, and stu­
den ts; and non-profit organizations may receive up 
to 2 copies free of charge. Requests for larger quan­
tities should be accompanied by payment. 

Requesters entitled to reports without charge should 
address their rettuests to: 

U.S. General Accounting Office 
Distribution Section. Room 4522 
441 G Street. r.:;w. 
Washington, D.C. 20548 

Requesters who are required to pay for reports 
should send their requests with checks or money 
orders to: 

U.S. General Accounting Office 
Distribution Section 
P.O. Box 1020 
Washington, D.C. 20013 

Checks or money orders should be made payable to 
the U.S. General Accounting Office. Stamps or 
Superintendent of Documents coupons will not be 
accepted. Please do not send cash. 

To expedite filling your order, us~ the report num­
ber in the lower left corner and the date in the 
lower right corner of the front cover. 

GAO reports are now available on microfiche. If such 
copies will meet your needs, be sure to specify that 
you want microfiche copies. 
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