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FAILURE TO PROVIDE EFFECTIVE AUDITS OF
FEDERAL GRANTS

—

MONDAY, JULY 30, 1979

House or REPRESENTATIVES,
Lreistarion anp Narronan Skcuriry SvBcoMMITTEE
OF THE CoMMITTEE ox GOVERNMENT OPERATIONS,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:33 a.m., in room
2154, Rayburn House Office Building, Hon. .J ack Brooks (chairman
of the subcommittee) presiding.

Present: Representatives Jack Brooks, Frank Horton, John N.
Erlenborn, and Arlan Stangeland.

Iso present: Willigm M. Jones, general counsel; Elmer W. Hender-
son, senior counsel; Richard Barnes, professional staff member;
B. Jean Grace, clerk; John M. Duncan, minority staff director;
James MecInerney, minority professional staff, Committee on Govern-

Ilnent1 Operations, and Ronald O’Leyar, General Accounting Office
detailee,

OPENING STATEMENT OF CHAIRMAN BROOKS

Mr. Brooxs. The subcommittee will come to order.,

Today the subcommittee continues its review of the effectiveness
of auditing in the Federa] Government.

The Government relies on audits as the basic contro] to see that
Tunds are spent ag intended.

The Budget and Accounting Procedures Act of 1950 requires each
Government agency to maintain a system of accounting and interngl
controls. The need for such controls to combat waste, fraud, mis-
management, and inefficiency was widely discussed last year when
Congress passed the Inspector General Act of 1978.

During the next 2 days we will review the need for improvements
in the important areg of auditing Government assistance programs.
Both the difficulty and importance of adequate auditing in this ares,
can be better understood by the realization that during fiscal year
1979 it is estimated that 55 Federal agencies will distribute about,
$85 billion in assistance funds through nearly 1,100 Federal programs.
This Federal money will go to over 90,000 State and local Govern-
ment units and numerous other entities such as hospitals, universities,
and nonprofit organizations.

The General Accounting Office recently conducted a review of grant
auditing at all levels of sovernment. Its report titled, “Grant Auditing:

Maze of Inconsistency, Gaps, and Duplication That N eeds Over-
hauling,” found that auditing of Federal grants is so haphazard and

(1)
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ineffective that unauthorized expenditures and the loss of public funds
cannot be prevented.

Most of the grant recipients which GAO reviewed either were not
audited at all or received audits that provided only partial or no insight
into whether Federal funds were properly spent.

For example, one grantee received 23 grants from 5 Federal agencies
over a 4-year period, yet the grants had never been audited.

In another case, neither HEW nor Labor ever determined whether
over 352 million of the public’s funds given to one grantee was properly
spent; yet in another agency grants as small as $170 were audited.

GAO also noted that other recipients had been audited repeatedly
by one or more agencies. The result was "duplication of audits—a
nuisance to the recipient with little or no benefit to the Government.

One Indiana city was subjected to more than 700 audits over just
f yeiars ; yet altogether the audits still did not cover all the Federal
funds.

Another grantee in Missouri was audited 10 times over 4 years;
Yyet no one agency has an overall picture of how the grantee is ad-
ministering its grant funds.

By concentrating on individual grants, rather than the total grant
funds received by a recipient, the audit focus is too narrow to be
effective. Auditors cannot be sure whose funds or assets they are
reviewing. When auditors find improper practices in one grant, they
do not determine how such practices affect other grants, even those
of larger amounts.

These_problems are not nex. Meany have been identified in past
studies. Federal, State, and local officials have known about them for
years and are anxious—ivell, some of them are anxious—for improve-
ments in the system. But we can’t expect the grantmaking agencies
to solve these problems alone. Nor can we expect these agencies to
solve the problems by working alone with the State and local govern-
ments and other recipients.

GAO has recommended that the Office of Management and Budget
take stronger measures to insure that grant recipients receive single
coordinated audits that satisly the needs of all funding agencies.
Whatever action OMB takes, I am convinced that it must be more
than simply issuing additional directives.

The Federal Grant and Cooperative Act of 1977 which came out
of the Government Operations Committee requires OMB to conduct a
comprehensive study of Federal assistance programs. When cormpleted,
this study may contain some useful recommendations. However, we
cannot allow the present situation to continue any longer. We need
action now.

Today we will explore the problems facing Government officials
and learn what plans and actions OMB has formulated to get the
problems corrected. We will also give those directly involved in the
grant process an opportunity to tell us what efforts they have already
made to solve these problems and to discuss other possible remedies.

This is an important subject not just because billions of dollars are
involved; it's just good business to make sure when you spend a dollar
that you get the value you intended. It makes even more sense when
billions of taxpayers’ dollars are involved.
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Moreover, most of these grantees did not have audits made by their
own auditors that would serve Federal needs. Of the 73 grant recip-
ients we reviewed, 17 either were not audited at all or suffered such
major gaps in audit coverage that we could not consider them audited.
Of the remaining 56 audited, 51, or over 90 percent, received audits that
provided only partial or no insight into whether Federal funds were
properly spent. For the most part, these audits were made to satisfy
State or other non-Federal requirements. Only one grant recipient
received a single comprehensive audit.

The number of times a reciplient was audited sometimes varied
widely—{rom no audits to more than 50. One grantee, for example, re-
ceived 23 grants from 5 Federal agencies. None of the grants provided
in calendar years 1974 through 1977 was audited. In contrast, a grantee
funded by 5 Federal agencies was audited 19 times by 6 different audit
organizations between June 1975 and October 1977.

These problems associated with grant auditing occur primarily be-
cause grant recipients receive individual grants from numerous Fed-
eral and State agencies with differing audit requirements. The ideal
situation in auditing these grant programs would be to have a single
audit of a recipient.

This ideal is far {rom being achieved. In general, agencies audit only
their own grants. Let me elaborate a little here. A Federal grantee may
have anywhere {from one to several hundred grants. In many cases,
the system used in accounting flor the grant is only a part of
the grantee’s overall accounting system.

Tor instance, a city that is a grantee may have 35 grants but the
accounting records relating to them are only a part of the total city
accounting system. Under current auditing practices, a Federal auditor
who came in to make an audit would, in all likelihood, direct his work
toward only one of the 35 grants.

However, his audit would usually include some tests of the grantee’s
procedures for handling all of its cash receipts and disbursements,
computing and allocating payroll costs, and a variety of similar ac-
counting procedures. The next Federal auditor who came to this city
would probably audit another grant but would audit some of the same
procedures over again.

When we speak of a single audit we mean one audit that would
cover all grants that the entity has. Such an audit, among other things,
would test the grantee’s system for complying with Federal restric-
tions on the use of the funds and related matters, but a detailed audit
of each grant would not be made.

Any Federal auditor could review such an audit and rely on it if
he felt the grantee’s system provided reasonable assurance that Fed-
eral funds were properly safeguarded and spent for authorized pur-
poses. If he had reason to believe this was not so, he could make a
separate audit and perform such additional audit procedures 'as might
be needed to supplement those performed in the single audit.

The disorganized approach to grant auditing that is currently
practiced costs time and money. The Government can lose millions
of dollars through gaps in audit coverage. Unnecessary costs also can
result from duplication of effort and from performing audits too often
ol grants too small to warrant more than an occasional audit. Also,
numerous audits unnecessarily disrupt the grantee’s staff.
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The past efforts to improve grant auditing have generally been in-
effective. This has been caused by a number of different yet closely
related, factors. The major factors are: ’

Inflexibilities and inconsistencies in grant auditing laws and agency
regulations;

The uncoordinated Federal approach to grant auditing that allows
each Federal agency to issue guidelines and conduct specific grant
audits to meet its own needs without coordinating the work with
other agencies;

The failure of the Government to see that its grantees make or
harv‘e audits made that satisty Federal needs; and

The poor use and possible shortage of audit resources.

With regard to inflexible audit requirements, the Coneress, OMB
and individual Federal agencies require audits to be made at sef
intervals. OMB requires grantees to secure financial and compliance
audits at least once every 2 years. The Congress requires certain grant
programs to be audited periodically, at intervals ranging from 1 to 3
years. Some agencies have imposed specific requirements regarding
when audit reports should be issued after the erant expirez while
other agencies require audits at certain times while the erant is still
active. °

Our position that mandatory audits are less productive than dis-
cretionary audits is longstanding. In this and prior reviews we have
found that mandating the frequency and timing of grant audits limits
the flexibility of grant managers and auditors to adjust audit coverage
to insure that the most productive use is made of audit resources.

Where mandated requirements were enforced, the grant programs
were audited again and again regardless of the dollar amount of the
grant or its size in comparison with other grants administered by the
recipient. Often, the audits were repeated even though previous audit
findings were minimal and diminished in significance with each addi-
tional audit. ‘

Audit requirements imposed on individual grant programs have also
pushed agencies to focus on grants rather than on recipients and have

made cooperative arrangements between funding agencies more
difficult. cT
. Now, let me turn to the problem of each Federal agency auditing
1ts own grants instead of coordinating its audit needs with those of
other agencies. The Government has not established firm require-
ments or developed the mechanisms to see that such audit needs are
combined and that single audits of grant recipients on a government-
wide basis are made. The lack of such requirements, added to an
agency’s overriding concern for its own grants as opposed to those of
other agencies, explains why agen-ies continue to conduct narrowly
scoped audits of their own grants without regard for the interests of
other Federal agencies.

. Agencles simply do not have the information necessary to effec-
tively coordinate single audits. Under the current approach, agencies
with the predominant financial interest in the audit are encouraced
to collaborate with other Federal agencies to work out mutuglly
agreeable audit arrangements. However, agencies are left to do this

solely on a voluntary basis with limited information about who funds
or audits which grantees.

63-203—80—-2
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The many different audit guides for performing and reporting
grantee audits have also posed a major problem. Their numbq is
often cited as one of the major factors limiting both reliance on other
audit work and coordination among Federal agencies or among
Federal and State agencies in auditing multifunded recipients.

Federal agencies have developed over 80 audit guideswhich def,:zul the
nature and scope of audits and the format and distribution of auc‘ht
reports. A few agencies have one audit guide for all their grant p}f(i»
erams. However, most have separate guidelines tailored to specific
grant programs, but not for all of their programs. ‘ tod

The large number of guidelines and the fact they are grant orlentec
rather than entity oriented are not the only problems pose_d. The
puides also contamn divergent audit approaches, a variety of audit
steps, and different reporting formats which vary both in presentatllor{
and the amount of information required. This causes problems for
State and local auditors and independent public accountants because
they must learn new rules for every type of grant they audl;c. .

Some progress has been made in solving this problem. GAO in co-
operation with the Intergovernmental Audit Forum and various
Federal agencies has teken the lead in developing an audit guide—
“Guidelines for Financial and Compliance Audits of Federally As-
sisted Programs’—for comprehensive financial and compliance audits

£ multifunded grant recipients. ‘
° The Intergovbernmentall) Audit Forums were organized, at the sugges-
tion of GAQ, with membership of Federal, State, and local v&udums.
There is & national forum and 10 regional forums. These State and
local auditors as well as Federal auditors have participated in the
elopment of this guide. _ _
de}i‘hisp guide, which OMB has now asked agencies to revier, recci
ognizes the need for a limited amount of compliance testing lan ‘
suggests some tests that should be included in a financial audrl‘t},l such élb
eligibility of recipients and matching fund requirements. 1 e gul é:
may need revision as experience 18 gained, but we consider it a goo
start toward getting away from the confusion that now exists because
of the many audit guides now 1n use. _ -
Another problem is that Federal auditors are not using or Overseeiny
gudits which their grantees have had made by independent p}lbhc
accountants or others. They simply do not obtain and examine these
audits. Many cite the lack of audit resources for not doing so. Others
simply do not determine if non-Federal organizations are aud&tmg;
their grants and if results of these audits could satisly Federal nee s. |
In fact, non-Federal auditors often have not n}a,de audits requ}nec
by grant agreements unless Federal agencies specifically request 1t Lem
and, when they have been made, the audits frequently do not ¢ eter-
mine whether Federal funds were spent for their intended purposes.
Notwithstanding some deficiencies in the scope of their work from a
Federal viewpoint, these audits would shed some light on the adequacy
of the grantees’ internal controls and accounting procedures. ; 1
The principal reason Federal agencies cited for not a.qdltlllg a.
orants or reviewing audits made for grantees by t_;l_leu' au.dlltc_)lrst\\gs a
shortage of Federal audit resources. Federa: auditors saic ng they
do not have enough auditors to regularly audit all their grant recip-
ients. Even though they know that grantees are not making audits
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and question the usefulness of the audits that grantees secure, they
do not have the resources to follow up with their own audits.

Although Federal officials cite the lack of audit resources as a
major reason for gaps in audit coverage, conditions might be signif-
icantly improved if the agencies made better use of their existing
resources. For instance, if agencies implemented single, coordinated
audits of recipients, a great deal of wasteful dublication would be
eliminated while providing a better look at the grantee’s overall
performance. Such coordinated audits would require fewer auditors
to plan, perform, and report on audits of large multifunded grantees.

The four agencies which make up the joint financial management
improvement program—GAQO, OMB, Treasury, and the Office of
Personnel Management—established a special task force to make an
independent study to determine how Federal, State, and local audit
organizations could work together more effectively. Although this
stady had a broader scope than our own, many of its recommenda-
tions were very similar. It, too, strongly endorsed the single audit
concept.

We consider the problem in grant auditing a very serious one that
badly needs attention. Unless this problem is corrected, many grants
will continue to evade the scrutiny which the audit system is designed
to provide. In other cases we will spend funds unnecessarily in over-
auditing some grantees’ records. We have given the matter much
thought and recommend the following action to bring about a logical
and orderly system for auditing Federal grants.

First, we recormmend that the Congress amend the Intergoverrn-
mental Cooperation Act of 1968 to prescribe standardized audit
requirements which would be applicable to all Federal grants. The
amendment should rescind existing laws for regularly scheduled audits
of individual grants by particular organizations and allow Federal
agencies flexibility in judging audit need. The amendment should
designate a reasonable time interval within which grant recipients
must be audited.

Second: We recommend that the Director, Office of Management
and Budget:

Designate cognizant Federal agencies for making single audits of
multifunded recipients—responsibility for auditing specific types of
recipients, such as hospitals and colleges, could be divided among
several agencies if the burden was too great for one agency; )

Hold periodic meetings with grant administering agencies to insure
complete and successful implementation of the cognizance approach;

Direct cognizant agencies to use a standard audit guide or a suitable
replacement in auditing multifunded recipients;

Develop a nationwide system to identify Federal funding that
grant recipients may receive; and

Stipulate that to be paid out of grant funds, non-Federal audits
must follow Federal audit guidelines.

Third: The heads of Federal departments and agencies administering
grants or OMB should:

Establish procedures to insure that grantees under their cognizance
have the required audits made in accordance with the standards
prescribed by the Comptroller General;

Assure that their auditers make maximum use of audits arranged
by non-Federal agencies and only do whatever additional work may
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be necessary to see that grant funds are spent for the intended purposes
and are otherwise safeguarded; and

Assure continuous liaison with non-Federal audit staffs with com-
mon interest to minimize the amount of audit effort required and to
learn of problem areas.

I am pleased to say that the Director of the Office of Management
and Budget generally endorsed the findings of our report. He pointed
to the President’s September 1977 memorandum calling for improved
coordination of grant audits; the passage of the Inspector General
Act of 1978; and OMDB’s work with us, the National Intergovern-
mental Audit Forum, and State and local governments.

He also strongly endorsed the recommendation to rescind existing
laws requiring audits of individual grants. Further, he agreed that use
of a single audit guide would be a major breakthrough in auditing
federally assisted programs.

We received comments from the 11 agencies reviewed. The agencies
agreed, at least in principle, with our recommendations to the depart-
ments and agencies. Although some agencies expressed concerns, only
the Department of the Interior did not favor our recommendation
that the Office of Management and Budget formally designate one
agency as responsible for the audit of each grantee. The Department
felt that duplication would result if agencies perform additional
audits to meet special needs.

To achieve a coordinated audit approach, we believe the designation
of cognizant agencies is essential. When special audits are necessary,
the cognizant agency should ordinarily do the work using its prior
audit work and this should help avoid duplication of effort.

Prompt action needs to be taken to turn this disorganized situation
mto a systematic and logical system for performing these audits.

This concludes my formal presentation, Mr. Chairman.

I might add here that in visiting with a large number of State and
local people one of the continuing complaints that we get is the fact
that the Federal Government somehow cannot seem to get its act
together in terms of who audits what and how the audits should be
conducted. This is a source of a continuing problem with them. I am
sure that State and local government people would applaud anything
that you, the GAO, and the executive branch can do to straighten
this situation out.

Myr. Brooxs. Thank you very much, General. I have a few questions.

What role do you see for State and local auditors in the single audit
concept? .

Mr. StaaTs. The State and local auditors are one of the ways which
we can fill the audit gaps and provide for the single and coordinated
audit of grant recipients.

*Ve recognize that State governments and other funding organiza-
tions are at liberty to perform any kind of audit they wish to make
within the jurisdictions that they have. However, we would like to see
these audits designed so the results also satisfy the Federal require-
ments, particularly when the Federal Government pays for all or
part of the bill.

In any case, we believe the Federal agencies should make maximum
use of the work of State and local auditors and only do whatever
additional work may be necessary.
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Duplication is important, too, because you are spending audit
resources doing the same job over sgain.

Mr. Staars. If a grantee goes on from year to year and no one is
around to audit him, he is going to take more chances. He is going to be
less careful.

Mzr. Brooxs. He is going to be less likely 1o get caught, too.

Mr. StaaTs. It is really not a healthy situation to have that sort of
thing develop.

Mr. Brooxs. What is being done to use GAQ’s “Guidelines for
Financial and Compliance Audits of Federal Assistance Programs” as a
standard guide for the single audit approach?

Mr. Staars. As I mentioned in our statement, this was a cooperative
effort. Like previous guidelines that we developed, we think it is
important to consult with all the parties concerned to try to get agree-
ment and consensus on something such as this. We are pleased that
has been the result in this case to a very large degree.

When the OMB appears before you, I think they will bring you up to
date with respect to some of the things they have done. They have
taken our proposed guidelines and sent them around to the agencies
for separate comments. If my understanding is correct, for the most
part, they support the guidelines but there will be some minor modi-
fications, I am told.

Mr. Brooxs. How frequently should grant recipients be audited for
financial and compliance coverage?

Mr. StaaTs. The 2-year rule is not bad. However, we argue here for
some flexibility, depending upon the kind of grant that is involved.

The other side is that in some cases the law is overprescriptive. I
believe in the case of the Community Services Administration, for
example, there Is a legal requirement for an audit of every single grant,
however small, once a year. That does not provide enough fexibility.
The 2-year rule generally strikes us as being about right.

Mr. Brooxs. What is your opinion of having a separate Federal
audit agency to audit grant recipients?

Mzr. Staars. This is an old idea. It has been discussed at length ever
since 1 have been Comptroller General.

However, we have come to the conclusion that the cognizant agency
has many advantages to it. For one thing, I believe the fact that a
cognizant agency is designated by the OMB representing the President
gives the status to that audit which a separate agency would not have.
A separate agency would tend to become a whipping boy, we fear:

However, the idea of a cognizant agency approach also seems to us
to have the other advantage in that you at least select in each case
the agency that has predominant interest in that particular program.
I am talking about the particular program for which they are the
cognizant agency. We think this has some advantages.

There is another point which would be of particular interest to you
in view of your support for the Inspector General legislation. There
ought to be a continuous feedback between the auditing function and
the Inspector General function. T do not see how you could have that
if you had a separate auditing agency in the nature of a DCAA type
of operation.

Mr. Brooxks. I agree. I think it would be a big mess to have a sep-
arate agency. Who would be auditing them? They would be wandering
all over the lot doing what they pleased. You would not have any
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he purpose basically is to get money into the hands of eligible recip-
it:?ntg.quhey have soymuchbmoney to spend. Their job is to get that
m(ﬁ?}%;iENBORN. If they do not spend it all, they are not going to
geb thag increas,ei Tin tlﬁ b}cldget next})G year.
. StaATs. Yes; that is correct.

%.‘/[}fem are a number of things that have been done to try to sub-
stitute for the public official the kind of motivation that exists where
there is a manager who is responsible for « profit center in & company.
As you well pomt out, that performance can be measured largely In
terras of preduction, his ability to cut costs, and what profit he sho“.,s
for that particular profit center. Over a period of time if that per-
formance is not good, then chances of surviving in that job would not
be very high. _ |

It is much more difficult to develop the same kinds of measurement
for the performunce ol most people in Government. I do not see that
as a blanket because there are situationsin Government where people
are in commerclal-type operations where it can be measured in much
the same way. However, by and large with the kinds of programs we
are talking about here it is much more difficult. .

Work measurement is one way to do 1t. Measure unit cost. In
other words, measure how much 1t costs him and how his record is in
relationship to a prior period of time. Measure his productivity. That
1s one kind of measurement that has been developed and can be used

Fectively. _
eﬂzcnovthg' kind of test is his ability to cut the cost of his personnel.
In other words, get motivation on the part of his people. That becomes

ction of a good manager. _
theTﬁzI;e are no si?nple, magité solutions to this problem of how to get

e same motivation. .
thf the productivity area, for example, in the Government we have
recommended that if a manager is able to show a considerable increase
in hs productivity and cuts his cost, then somehow he ought to be
given some credit for that. lie ought to be able to share in some of the
g&vings because the way it works now if he comes up through the
budget process having cut his costs down, then they say that is great,
“You can do better next time. We will take all that money away from
you.” It is disincentive rather than an incentive to do a good job in

nagement. ‘
m%\%?.g Ervexsorn. I think motivation is very important. What we
are talking about here and what we have talked about in earhel:
hearings was the abysmal record of agencies in recapturing funds for
the Government that were improperly granted or loans that were not
1d and so forth. .

re%awonder if there ever is motivation for the granting agency to
really perform the audit function or to institute those features neces-
sary to recapture Federal funds that have been improperly spent. I
wonder if the separate audit agency approach might have some validity
to it in that the manager will not be judged as the overall granting
agency is judged—by the size of his budget. Rather, the separate
audit agency will be judged by a different criteria altogether—that is,
how successfully they are performing the audit function. _

However, a successful audit by HUD of a program that is meant

to put money into the cities, rather than reflect credit on the agency,

il
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might slow down the granting process, might disqualify some grantees,
and therefore act against the best interest of HUD in improving its
record of getting rid of the taxpayers’ money as rapidly as possible.

Mr. Sraars. However, we have to keep in mind what we are address-
ing is the question of the financial integrity with which the funds are
managed and the compliance with the statutory and agency rules and
regulations that accompany that grant. This approach we are suggest-

ing in no way relieves the agency that has the appropriation from per-
forming the kind of audit that you are talking about.

Mr. ErLENBORN. I am talking about motivation. They may have
the responsibility. However, what credit do they get for properly ful-
filling that responsibility?

Mr. Staars. I think the Inspector General legislation helps in this
respect. It gives them more status. It gives them a right to report the
results at a higher level. Of course, we are in the busimess of checking
how well they do their jobs. That is one of our important roles.

Whenever we go into a program one of the first things we ask is what
have the internal auditors done and what have the inspectors done. If
we feel they are not doing their jobs adequately, then we have the
responsibility of telling the Congress that.

Therefore, to some degree there is a built-in check here as to the
integrity of the work of the internal auditors and the people who are
handling the budgets for those agencies. Again, I do not see how a
separate agency could very well do anything different with respect to
the economy and efficiency of the management of those programs than
can be done by the agency’s auditors or by the GAO.

Mr. ErLENBORN. Maybe a few years ago but not today.

Mr. Sraars. It seems to me when you are talking about changing
the way this gets done in an agency or changing the law under which
they operate, then I think an independent agency would be pretty
hard put to do that. I doubt if they would be very effective.

One of the reasons you have GAQ in the legislative branch is to give
the independence to it.

Mr. Brooks. Mr. Stangeland?

Mr. StaneerLanDd. I would like to follow up a little bit on what Mr.
Erlenborn has been questioning.

I want to commend you on an excellent statement and commend the
gentleman for addressing an area that I think has to be addressed.

I am aware of a recipient in my district who was audited in 1977,
That was the first time in 7 years. Tt was & HUD grant. That is totally
irresponsible.

When we talk about a separate agency, we would not be talking
about anything a great deal different than the GAO, which is a
separate, independent agency. It is responsible to Congress but can be
objective in whatever it does. It has no ax to grind. It has no program
to whitewash. It is a very objective, analytical agency coming in and
telling us the facts. A separate audit agency would be similar.

If we go to a single audit and we have 10 different grant programes,
then with the lead agency doing that single audit for those other 9
programs you would in effect, be having a separate audit, wouldn’t
you?

Mr. Staars. That is right.

53-203—80——3
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Mr. StaNGELAND. Do you anticipate problems in a situation where
rou have a city getting HUD grants, HEW grants, Labor grants,
dnd so forth with the Federal agency saying. “I understand the rules
and regulations under which the grants are provided. Therefore, I
ought to be the lead agency’’? There could be a disagreement among
the various Federal agencies as to who should be doing that single
audit.

Mr. Sraats. There undoubtedly might be a difference of opinion
here. What we have suggested is that the OMB take on the job of
making that determination and working out any difference of opinion
that mieht exist. In many cases it will not be a controversial matter
at all. One agency will have the prime interest in it.

I suspect that one of the difficulties that may develop here would
ke, if you go to & cognizant agency approach, to allocate the resources
that you need to take on that work. In some cases agencies will have
more auditors than they need and in other cases not enough. OMB
is In a very good position to make those adjustments agency by agency.

Mr. STANGELAND. You state in the beginning of your testimony
that 20 years ago there was a grant assistance to the tune of $7 billion
and now it is $35 billion. Is there any way to determine whether or
not the audits 20 years ago were comparable to the audits today?
Are we expending encugh dollars with that magnitude of an assistance
program to adequately assess what we are doing?

Mr. Staars. In general, we feel that we are shorthand in terms of
auditing staff in the agencies. We have recently issued a report with
some analysis of what has happened with respect to the agencies”
requirements for auditing staff. Overall it shows that they have been
treated rather badly in terms of priorities in the budget.

Mr. StaneELAND. In other words, you are saying that the audit
resources are inadequate to make this audit cognizance concept work?

Mr. Staars. That has to be looked at agency by agency, but overall
I think that is a fair statement.

Mr. StancerLanDp. How can we be reasonably sure that the complex
grant auditing issues which have been identified in your report can
be finally resolved?

Mzr. ScanTLEBURY. It 18 GAO’s intention to work closely with the
subcommittee to see that this happens. However, I think OMB has a

good start. For the most part they have accepted the recommenda-

tions that we have made. They have started work to implement them.
OMB’s resources may be somewhat limited to do this. I think they
could bring all this about if they would draw on some of the agency

audit staffs to assist them with some of the detail work that needs to

be done to make this kind of general plan happen.

Mr. Staats. Mr. Scantlebury is referring to the initial job of de-
termining which agency should be the cognizant agency for which
types of grants. The idea that we had just as a suggestion was that
they augment the OMB staft temporarily by getting people detailed
to OMB to help them out on that.

Mr. SraneeLAND. In your studies did you finally determine how
many agencies were employing outside auditing firms or consultants
to do the audits for them? I will give you an example of what I am
referring to.

N
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We had a severe disruption of activities on the Red Lake Indian
Reservation. There was a breakout or a real revolt. There was a tre-
mendous amount of damage done. There was pressure and a request
for auditing of Federal funds going to that reservation by Indians
themselves.

The Inspector General of the Department of the Interior was to
take the lead. We requested the Inspectors General of HUD, HEW,
Labor, and I think maybe Commerce, although I am not positive
about that now, to inspect or audit their Federal programs as well.

Now I am advised that the Department of Interior has asked the
Department of Labor’s Inspector General to contract with an inde-
pendent, outside CPA to do the audit fer all the agencies.

How much of this is going on? How prevalent is it?

Mr. ScaxtLEBURY. There is a lot of contracting for audits by vir-
tually every agency that has made grants. Some of the agencies have
rather sizable audit staffs and do most of their own work. Others have
very small audit staffs and contract most of it out. I do not have figures
on just how much of the overall audit work the agencies perfurm is
contracted out and how much is done by their own in-house nudit
staft. However, a considerable amount of 1t is contracted out.
~ Mr. Sraars. The basic point we feel strongly about is that when it
1s contracted out it ought to be in accordance with Federal require-
ments. In other words, if it is going to be paid for by the Federal
Government, then it ought to meet Federal Government requirements
and the Federal Government ought not to have to go in and do it
again.

Second, we have had some cases where there have been findings by
the outside auditor that are not included in the written report which
have been communicated orally to the grantee but not to the Federal
agency involved. There have been cases of fraud and matters of this
type.

Mr. StaxeeLanDd. I would hope that if we contract out and have
an auditor audit a Federal grant program and a Federal agency does
the contracting, that they would make certain that the auditing
agency would follow the Federal guidelines and conduct that audit
to the specifications of the Federal agency.

Would we be better off increasing our auditing stafs and eliminating
the outside contracting program? Isn’t that feasible?

Mr. Staars. The auditing staff of the agencies ought to at least be
adequate to make a judgment as to the quality of the ouside audit.
I do not think we would go so far as to say there should not be any
contracting out. Certainly the Federal Government ought to have
adequate staff to assure the quality of that outside audit.

Mr. ScantLEBURY. There is another problem, too. Many of the
audits are contracted for by the grantee. In many cases that is in
accordance with the terms of the grant. When they hire the auditors,
we need to have those audits also done to the Federal standards so.
that they cover areas of Federal interest because we pay for a sub-
stantial part of those audits as part of overhead charges.

Mr. StaneELAND. Thank you, Mr. Chairman.

Mr. Brooxs. Mr. Horton, the gentleman from New York, is
a long-time friend of yours. You are all paperwork management
advocates. '
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Mr. Horron. Thank you, Mr. Chairman. ’

I am sorry I was 1ateybut we had a holding pattern and it took us
an hour or more to get in here than it normally would take.

Mr. Chairman, Federal grants will amount to almost $90 billion in
fiscal 1980. Grant auditing is the basic control the Qovemment has
to prevent unauthorized expenditures by grantees. The Copgress &nc}
agency management have continually provided for audits of grantees‘
records as the basic mechanism to keep funds {rom being spent for
unauthorized purposes. Auditors also direct their attention to }Vh@bh(%l‘
operations are conducted economically, efficiently, and effectively
and often identify policy or procedural changes that can produce

sizable reductions in expenditures without reducing the quality of

Gov 1t services. o '
G%ﬁgﬁ}ﬁggtely, the General Accounting Office in 1t’:s review of gmnt
auditing has concluded that Government agencies’ auditing of the
use of Federal grant funds is uncoordinated, ineflective, and ineffi-
cient. The methods of auditing grants arve disorganized and 210 not
afford grants the full protection of audits or optimize the use of audit
leslgl)gi'lciir this year the General Accounting Office testified before the
subcommittee that its review of the audit activities of Governmgnt‘
departments and agencies showed that the lack of a good system for
resolving auditors’ findings is costing the Government .iterally hun-
dreds of millions of dollars annually—most of which grantees and
contractors will keep, although they are not entitled to these fur;ds
under applicable l.a,\ﬁs or 1'egula}t3110ns. GAO estimated that about $3.4
illa -as potentially recoverable. . .
bﬂll\lfﬁ ‘é‘ﬁsaﬁ'man, leéS me commend you for holding these olvermgh’i
hearings on grant auditing. We must have a better system of cqnm:oh
over Federal grants in order to prevent unauthorized expenditures
and loss of funds {from gll'aud, abuse, and waste, which is costing the
axpayers millions of dollars. , ‘
m‘ip;%ei)sle?sed to have Comptroller General Staats appear before the
subcommittee this morning. I have had the privilege of wqumg with
Mr. Staats for many years and I have a great admiration for his
leadership and dedication. He has served with me on the Commission
on Federal Paperwork and on the Procurement Commission. toe]
Mr. Chairman, I do not have any questions at this time. I do ie‘e1
it is important for us to look into this subject. I am sure the .G?HEI‘&
Accounting Office has given us slprﬁe {mtluable information this morn-
ing ill read the testimony a little later.
mbl\./&.\g&;e'rg fVIr. Chairma);, I used the word ‘‘breakthrough” here.
I believe the OMB has rsed the same term. These audit guidelines
that our staff, working with the State and local people and with the
Federal agencies, has developed s a breakthrough literally in terms
of a longstanding problem. [ believe everyone mvolved can take a
oood deal ol credit for some real progress here. I think we are on the
. aﬁtln %‘;zbox{s. Thank you very much, General }?taats, Mr. Scantle-
y, and Mr. Egan. We appreciate your coming here.
bué)blrl,rmrllgxt witness is Jocl?lB Pdatrick White, Deputy Director of the
 Management and Budget. Lo
Oﬁl“l)c;a. %"}lli[te joined the Office of Management and Budget in Novem-
ber of 1978 as Deputy Director. Prior to that time he served a year
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and a half as Assistant Secretary for Manpower Reserve Affairs and
Logistics in the Departiment of Defense. His background includes 12
years with the Rand Corp. In addition, he served on the faculty at
LeMoyne College, Syracuse, N.Y. He is an economist with a Ph. D. in
economics from Syracuse. . i
He is accompanied by John Lordan, Director of the Financial
Management Division of the Office of Management and Budget.

Dr. White, we welcome you here today and will appreciate your
comments.

STATEMENT OF DR. JOHN PATRICK WHITE, DEPUTY DIRECTOR,
OFFICE OF MANAGEMENT AND BUDGET; ACCOMPANIED BY JOHN
LORDAN, DIRECTOR, FINANCIAL MANAGEMENT DIVISION

Dr. Warre. Mr. Chairman, T would like to read my brief statement.
Then I would be delighted to answer any questions that youmighthave.

Mzr. Brooxs. Without objection.

Dr. Warre. Mr. Chairman and members of the subcommittee, we
welcome this opportunity to discuss with you the question of grant
auditing.

As you know, in fiscal year 1980 Federal erants will amount to
almost $90 billion, of which about $84 billion will go to State and loeal
governments. The remainder will go to other institutions such as uni-
versities, hospitals, and nonprofit organizations. Grant programs are
carried out by practically every department and major agency of the
Federal Government and affect virtually every segment of our'society.
With so much of the Federal tax dollar being spent by non-Federal
organizations, the need for accountability and audit becomes critically
Important.

This administration is deeply committed to making Government,
more accountable. We have moved on every front to eliminate fraud,
abuse, and waste, and to bring strong management control to Govern-
ment. We view effective audit as an indispensable tool in building a
more efficient Government.

President Carter, in his first year in office, called upon the heads of
departments and agencies to improve their audit systems, particularly
as they relate to grant programs. He urged them to upgrade audit
planning and to:

Use their audit plans as a basis for making greater efforts to improve interagency
cooperation on audits, to increase Federal coordination with State and local
auditors, and to increase reliance on audits made by cthers.

We have pursued the President’s direction in a number of ways. On
May 7, 1979, we announced the launching of the financial priorities
program. The purpose of the program is to resolve the major financial
1ssues_facing Government today. Two of those priority issues bear
directly on the subject of these hearings—grant accountability and
audit followup.

In announcing the program we pointed out that the priority issues
had been selected in consultation with the Comptroller General, and
that the program will be fully integrated with our regular budget
review process. In testimony before this committee in March the

Director pledged to “put the entire resources of OMB behind this
effort.”

-
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funds and to ease the administrative burden on universities by assuring

that they will not have to negotiate separately with several Federal

agencies on the same matter.,

Our Circular 74-4, ‘“Cost Principles for Grants to State and Local
Governments,” establishes similar arrangements, whereby a single
agency negotiates and audits the indirect costs of State and local
governments. We are considering expanding this concept to cover all
«costs.

Our thinking at this time is to designate a single Federal agency for
each State agency and for each major city and county agency. Once
we have assigned the major grant recipient organizations in this
fashion, we believe we can work out alternative arrangements {or
smaller local jurisdictions. All this is provided for in our proposed
revision to Circular A-102. The revision specifically identifies the
responsibilities each Federal agency would have.

We believe that grant auditing will be enhanced by a strengthened
Federal audit capability under the Inspector General Act of 1978.
This act, for which Chairman Brooks and this committee provided

such effective leadership, creates Offices of Inspectors General in 12
departments and agencies, bringing the total statutory Inspectors
General to 14.

The President has directed that the significant features of the act
be extended throughout the rest of the Federal Government. In doing
50, the President emphasized to the heads of departments and agencies
that “eliminating waste, fraud, and error should be as important to you
as your program objectives.”

The President has also recently established the Executive Group
to Combat Fraud and Waste in Government. The Executive Group
is expected to assure effective implementation of the Inspector
General Act and take other steps to combat fraud and waste in pro-
grams of the Federal Government. The Deputy Attorney General
serves as Chairman and I serve as Vice Chairman of the Group.

Its membership consists of the statutory Inspectors General, the
Deputy Director of the Office of Personnel Management, the Special
‘Counsel of the Merit Systems Protection Board, and representatives
of the Federal Bureau of Investigation, Internal Revenue Service, and
Postal Inspection Service. Other officials are brought in to work with
the Executive Group as appropriate. The Department of Justice and
the Office of Management and Budget provide the necessary staff
support.

The Executive Group has established four substantive working
committees dealing with specific issues of concern to the Inspector
General program as a whole. The committees include: Audit and
Systems; Training, Stafing, Management and Organization; Legisla-
tion and Congressional Relations; and Enforcement.

Fach of the committees is currently working on a number of specific
issues. The most relevant to today’s topic, the Audit and Systems
‘Committee, is addressing ways to improve interagency operations,
working with GAO on revision of Federal audit guidelines, and
examining the impact of Freedom of Information Act requirements no
draft audit reports. It 1s also working on issues of computer security
and program vulnerability analysis.

In conclusion, Mr. Chairman, we believe all these efforts, taken
together, represent an unprecedented commitment by this administra-
tion to Federal accountability. But we know much remains to be done.
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We expect to continue to work closely with the General Accounting
Office on this, as well as with the National and Regional Intergovern-
mental Audit Forums and the joint financial management improve-
ment program. We know that we can also count on the continued
cooperation and support of this committee and other Members of the
Congress. .

We recognize that for many years Chairman Brooks and this sub-
committee have been in the {orefront of efforts to improve auditing
in Government. Now we have an administration that is strongly
committed to the same objective. Let us move ahead together than to
see that needed improvements are put in place.

Mr. Chairman, that completes my statement. We will be pleased
to answer any questions.

Mr. Brooxs. Thank you, Dr. White.

How and when does OMB intend to designate cognizant Federal
audit agencies for recipients other than State and local governmental
entities?

Dr. Warte. We are taking this a step at a time. Obviously the
State and local governments are the first target because they are the
largest recipients. Following that we will broaden the efforts in terms
of other grantees. Therefore, our general approach will be to amend
Circular A-110 which has to do with universities and then go on and
assign oversight in terms of various groups other than the State and
local governments. We think that will follow shortly after we get
this in place.

Mr. Brooxs. How will nonprofit organizations be handled in order
to get a separate and single audit?

Dr. Waire. I think what we will have to do is break them out into
various classes. We are examining that now to see what is the best way
to cut that up in order to get that kind of cognizance.

Mr. Brooxs. Under the single audit concept does OMB intend to
specifically define the organizational entities that must be audited?

Dr. Warre. Yes; we do, Mr. Chairman. That is a critical part of
following through in this exercise.

Mr. Brooxs. Does OMB huve a system for identifying multifunded
recipients and the source of their funding so that the cognizant
agencies, when you finally beak them out, will know what funds are
supposed to be audited?

Dr. Warre. That is a part of this. We are working on that right now.

I would like Mr. Lordan to expand on that.

Mr. Lorpan. We do not now have such a system, Mr. Chairman.
The problem in the past in trying to develop one has been the in-
compatibility of agency systems. Each agency knows where its funds
are going, but to make their systems entirely compatible with some
central system has been a difficult problem.

Our approach right now is to see if we can focus on the major

rograms providing Federal aid to State and local government and
m those limited number of programs see if we can more specifically
identify the major recipients. Then in some central way we hope to
pull that information together from existing agency systems. _

We want to avoid the development of a complex and expensive
OMB central system. We think we can do it by trying to pull together
the best features of the existing agency systems rather than creating
something entirely new.

e
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Mr. Brooxs. You understand that is not a definitive program to
do that. This is a catch-as-catch-can program. You are sfill going to
try to do it by pulling together from the various agencies what they
have and see if that will work. Is that what you are telling me?

Mr. Lorpan. Mr. Chairman, I would not characterize it as catch-
as-catch-can.

Mr. Brooxs. It is utilization of the available resources. I know
about that. Are you going to get it done?

Mr. Lorpan. We consider 1t a formal system. We can begin to get
it done. We have to take the first step.

Mr. Brooxs. I think it is a major problem for you.

Mr. Lorpan. Yes, sir.

Mr. Brooxs. You may have to spend some real time and put some
people on it. You cannot ask all these agencies to do it. If they had
the brains to do it, they would have already done it. Maybe they have
the brains to do it and deliberately are not doing it. There are all kinds
of motivations. Some agencies do not really welcome objective analysis
of how they function, by OMB, GAO, or the congressional legislative
committees and last of all the congressional Appropriations Committees.

Be candid about it. Their objective is how to keep us from knowing
what they do. They are very successful. They con you by the week
and they con us by the year.

Mr. Lorpan. Mr. Chairman, at the outset of this effort we had what
we thought was good cooperation from the agencies. Existing systems
may prove to be adequate for this purpose. Our intention would be to
take the first step this way and see how much of this we can accomplisk
In a_cooperative vein with them. If that does not work, we certainly
would be prepared to consider alternatives, including some kind
of a more centralized system.

Mr. Brooxs. That is probably what you will have to do. T hope it
works out in a simplified fashion. Otherwise, you are going to have
to really get after it to obtain this information or the whole effort
will be haphazard. If we are just checking what they happen to turn
up, that is not a worthwhile audit.

Dr. Wrrte. We agree with that, Mr. Chairman.

Mr. Brooks. We have to know what that input is. We have to
know what we are responsible for.

Dr. Write. Yes, sir.

Mr. Brooxs. What do you believe should be done to insure that
non-Federal audits of Federal funds follow Federal audit guidelines?

Dr. Warre. We expect that the single audit guide will be a major
breakthrough in terms of communication with them. Then the
question becomes: If they do not, what happens? In that sense we
look to the granting agencies who have a series of sanctions all the
way up to withdrawal of grants or denial of future grants. We would
like to work with the State and local governments in terms of this
and escalate those sanctions as necessary, depending on what kind
of cooperation we get.

Mr. Brooxks. Will you escalate those sanctions including not paying
for the audits?

Dr. Waite. Yes, sir, if it comes to that. If we have that kind of an
impasse, yes.
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Mr. Brooxs. Catch one. Cut him off. Tell him you are not going
to pay for it. There is no point in our paying for them if they do not
meet our 1'equi%%ments.

. WuitE. We agree.
{\)Z[I;' V]gROOKS. If there is no benefit to us, why should we pay for
?
th%?': Warre., We think that is right, Mr. Chairman. We want to
work with those who want to work with us obviously.
Mr. Brooxgs. Those who don’t, pull the chain.
. Wmite. Yes, sir.

?/Il; ‘];VROOKS. There is no other way. If you catch & couple of them
short, the rest of them will follow much more readily. _

Do you believe that cognizant or other Federal agencies should be
able to have additional audits of a grantee who has already had an
organizationwide audit by State or other non-Federal auditors?

Dr. Wairs. Yes, sir, we think the cognizant agency can do the
eudit. Obviously we want to rely on audits done in their standard
operating by these State and local governments. That is the best‘:
way to have our resources used most effectively to oversee those other
audits. o

Mr. Brooxs. I they are done by the guidelines?

Dr. Warre. Yes, sir. .

Mr. Brooxs. It would simplify the matter from your standpoint?

Dr. Warre. Exactly. _ )

Mr. Brooxks. You could have considerably less manpower involved
in checking over Federal guideline audits done on these agencies. It
would save you the trouble of doing it. You could just supervise those.
You could look them over. You could look at the data and look at the
conclusions. It would expedite considerably your evaluation.

Dr. Warre. Yes, sir. _

Mr. Brooxs. Will directions for Federal agencies be developed to
insure that audits are made when needed and that the single audit

oncept is instituted? _
¢ Dl‘.pVVHITE. Yes, sir, they will, Mr. Chairman.

Mr. Brooxs. Otherwise they will not do it.

. WarrE. Thatis correct. _

Bﬂ" Brooxs. I do not like to be difficult about it but you know that
if you and Jim MecIntyre do not lay out the program and tell them
what is expected, then you can hardly expect the agencies to volun-
tarily and independently do these various things. They will not. They
would do different things if you left it to them. Then you would be
worse off. . . '

Dr. WarTe. I think that is right, Mr. Chairman. Our experience in
this area indicates that. We need to take some strong leadership.

Mr. Brooxs. They are willing to accept it. They just want to know
what you expect.

Dr. Warrs. That is correct. .

Mr. Brooxs. Has OMB considered any other approaches to getting
single 01'ga,nizat'101f1wide audits 51%(%1 as separate audit agencies ded-
i o audits of grant reciplents? ‘
lca]gif.l %VHITE. We have exanl%)ined that carefully. I subscribe to the
comments that the chairman made earlier,
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Tt seems to us the critical involvement here has to be the agencies..
With the implementation of the Inspectors General Act, we think they
need to have a strong role in all this. As I indicated in my opening
statement, we are working with them on a regular basis to see that
that happens. To draw this into a single agency I think gets the de-
};artments off the hook and is not the way we would like to see it
done.

Mr. Brooxs. I agree.

Does OMB intend to augment the standard andit guide to include
specific items for review in the area of compliance?

Dr. WaITE. Yes, sir, we do. We are working on that now.

Mr. Brooxs. Mr. Horton?

Mr. Horron. Thank you for coming, Dr. White.

Do you believe that the GAO audit guide is sufficient for use as a
standard financial and compliance audit guide?

Dr. WarTe. Yes, sir, in general. We are working with GAO in up-
grading it. We think we are making some adjustments and improve-
ments. We are working closely with GAO. Between the two of us, we
will have a good, usable system and a good guide.

Mzr. Horron. This sense of working with GGAO as you progress will
continue?

Dr. Warrz. Yes, sir, it certainly will.

Mr. Horrow. Is it realistic to expect that OMB with its present
stafl 1s going to be able to provide the overall direction and develop
the systems that are needed to implement the single audit approach
In a reasonable time frame?

Dr. Warre. I think so, Mr. Horton. We do not have a lot of resources
in these areas, nor in many other areas in which we have implemented
very large changes. The ZBB process is a good illustration.

Our emphasis here has been putting out the guides and working
with the interagency group from whom we are getting very good co-
operation. I think we have enough resources. We are committed
to make sure this is a success.

Mr. Horrox. I would urge if you feel that there is a question about
that or a problem that you not hesitate. In my judgment this is a
very important step. It will save a lot of money. We have had other
examples where millions of dollars can be saved by additional staff.

For example, we are increasing the Federal bureaucracy by pro-
viding for the new Inspectors General and their staff. Yet, at the
same time I think overall we are going to save billions of dollars for
the taxpayers by that requirement for these additional personnel
and for these additional offices.

That brings me to the last question I would like to ask. I am
mmpressed that you are working with the Inspectors General.

Do you feel there is sufficient coordination between your office
and the Inspectors General so that this particular arvea of grant
auditing can be completely covered?

Dr. Warre. I certainly do, Mr. Horton. I mentioned the executive
group we have. We have had several meetings chaired by Mr. Civiletti.
I have been at each of those. Most of them have lasted several hours.
They have been both with the executive group and the overall group,
including all the Inspectors General. We have established these four
committees. We are supporting the committees strongly with our
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At the local government level we have not taken the step of identi-
fying each city agency or each county agency that is a recipient of
Federal aid. The chairman aliuded to that earlier in one of his ques-
tions. That is something that we are trying to do right now. We are
trying to identify what are the major agencies at *he local level that
are receiving the lion’s share of Federal aid. Our intention is to identify
them and then to assign them to the appropriate Federal agency for
cognizant purposes.

Mr. StangeEranp., Then HEW could be the single lead agency for
New York but HUD might be the single lead agency for the State of
Minnesota?

Mr. Lorpan. HEW would probably be the cognizant agency for the
New York Health Department. The State of Minnesota Urban
Agency would be assigned to HUD.

Mr. StaANGELAND, 1 realize that, but under the single agency con-
cept that single agency that has the largest amount of grants there
would also be the auditing agency for all other grants in that State.
Is that right?

Mzr. Lorpan. No, sir. The intention would be to identify the sub-
ordinate units, the major city departments and agencies and the major
State departments and agencies. Then cognizance would be assigned
on an agency-by-agency basis rather than having an entire State
assigned to one Federal agency or an entire city assigned to one
Federal agency. When we get down to smaller jurisdictions, we think
that will probably be the case. A smaller city or smaller county
would be assigned to one agency.

Mr. StraneELAND. I understood Mr. Staats to say that there ought
to be a single auditing agency for one unit of recipient, a State being
a unit of recipient. A State might have 10, 25, or 50 various Federal
grants but there would be a single auditing agency responsible to audit
those State grants. However, you are talking about something a little
bit different.

Mr. LogrpanN. I think it is consistent with what General Staats said.
We have been working with his staff on this.

Even below the State level within a State department, we have
found that a State department of transportation, for example, al-
though receiving its primary aid from our Federal Department of
Transportation, might also be receiving planning money from HUD
and development money from the Commerce Department. Therefore,
even at the departmental level within a State or within a city there
is more than one source of Federal aid.

We would be complying with the idea of one agency auditing on
behalf of all, but we would be doing it at a level below the State level
and below the city level.

Mr. StaveeLanp. Maybe it is not feasible to eliminate all the
duplication in auditing a State recipient because of the magnitude of
the grants and the programs in which that State is participating, but
you will not be following what I interpret to be the pure attitude of
the GAO in saying that there ought to be a single grantee or grantor
suditing all the grants so that he knows what is being plugged in and

what is going on.

Mzr. Lorpan. Once again, it is consistent with their view. It is a
question of defining what is the organization that receives the Federal
aid. If one defines it as a State, then you could say that there would
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be more than one Federal agency auditing within the State; that is
true.

However, if it were statewide it might be too big. If it were citywide
for New York City, we think it might be too big to ask one Federal
agency to do all the work. There is enough differentiation of work at
the city level among city departments and at the State level among
State depuartments to permit the identification of the major depart-
mental recipients and then assign that department to a single Federal
department.

Mr. StrangeLaND. What kind of time frame are you looking at for
implementation of the GAO recommendations?

Mr. Lorpan. There are many recommendations in their report.
We think that particular one, the identification of the major recipients
and then the assignment of cognizance, is something we can do by
fall.

Mr. StangeLaND. I have no further questions. Mr. Chairman.

Mr. Brooxks. Thank you very much.

here is one further question I will ask you for the record, Dr. White.
Please give us a time schedule on these implementations.

Dr. WarTe. Yes, sir. _

Mr. Brooxs. We would like you to work that out and submit 1t
for the record.

Dr. Warte. We will be happy to do that, Mr. Chairman,

[The material follows:]

OMB Tive SCHEDULE
GAO RECOMMENDATIONS FOR AUDIT OF FEDERAL GRANTS

Recommendation Scledule

1. GAO recommends that the Congress Congressional action required.

amend the Intergovernmental Cooperation
Act of 1968 to prescribe standard audit re-
quirements applicable to all Federal grants.
The amendment should rescind existing laws
for regularly scheduled audits of individual
grants by particular organizations and allow
Federal agencies flexibility in judging audit
need. The amendment should designate a rea-
sonable time interval within which grant re-
cipients must be audited.

GAOQO recommends that the Director, Office
of Management and Budget:

2. Designate cognizant Federal agencies for Fall 1979, for major State and
making single audits of multifunded recipients local recipients.
(responsibility for auditing specific types of
recipients, such as hospitals and colleges, could
be divided among several agencies).

3. Hold periodic meetings with grant admin- Preliminary meetings already

istering agencies to insure complete and suc- being held. Followup will bhe-
cessful implementation of the congnizant ap- gin in Fall 1979.
proach.

4. Direct cognizant ageneies to use a July 11, 1979, proposed revision
standard audit grade or a suitable replacement to Circular A-102, “Uniform

Requirements for Grants to
State and Local Govern-
ments,”” published in the
Federal Register. Final ver-
sion expected by October
1979.

in auditing multifunded recipients.
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OMB Timr ScrepuvrLE—Continued
GAO RECOMMENDATIONS FOR AUDIT OF FEDERAL GRANTsS—continued

Recommendation Schedule

5. Develop a nationwide system to identify Work underway. No completion
Federal funding that grant recipients may date established yet.
recewve.

6. Stipulate that to be paid for with grant No action planned unless co-
funcls, non-Federal audits must follow Feceral operative efforts fail,
audit guidelines.

Mr. Brooxs. Thank you very much for coming down, Dr. White
%nd Mr. Lordan. We appreciate your contribution to this important

earing.

It is a tough problem. You are going to have to hold their feet to
the fire if you are going to get it done, but it can be done and it ought
to be done. Whether this country is run by Democrats or Republicans,
it is important to spend money and know what we do with it.

Dr. WaITE. Yes, sir, we agree with that. Thank you, Mr. Chairman.

Mr. Brooks. This concludes today’s hearings. We will resume
tomorrow morning at 9:30. At that time we will have witnesses from
the Department of HEW, the Department of Labor, the Environ-
mental Protection Agency, and representatives of State auditors.

The subcommittee is adjourned.

[Whereupon, at 11:57 a.m., the subcommittee adjourned, to re=
convene at 9:30 a.m., Tuesday, July 31, 1979.]




FAILURE TO PROVIDE EFFECTIVE AUDITS OF
FEDERAL GRANTS

TUESDAY, JULY 31, 1979

HousE oFr REPRESENTATIVES,
Lra1stATION AND NATIONAL SECURITY SUBCOMMITTEER
of THE COMMITTEE ON GOVERNMENT OPERATIONS,

Washington, D.C.

The subcommittee met, pursuant to notice, at 10:38 a.m., in room
2154, Rayburn House Office Building, Hon. Jack Brooks (chairman of
the subcommittee) presiding.

Present: Representatives Jack Brooks, Frank Horton, and Arlan
Stangeland. ‘

Also present: Elmer W. Henderson, senior counsel; Richard C.
Barnes, professional staff member: E. Jean Grace, clerk; John M.
Duncan, minority staff director; James Mclnerney, minority profes-
sional staff, Committee on Government Operations, and Ronald
O’Leyar, General Accounting Office detailee.

Mzr. Brooxks. The subcommittee will come to order.

Today the subcommittee continues hearings on the failure to
provide effective auditing of Government grant programs. Yesterday
the Comptroller General described significant problems that had been
found in a governmentwide review of grant auditing. He reported that
the existing system of grant auditing is so haphazard and ineffective
that unauthorized expenditures and the loss of public funds cannot be
prevented.

The Deputy Director of the Office of Management and Budget
described what they are doing to improve auditing of Government
assistance programs. OMB shares a concern about poor conditions in
grant auditing and told us about changes that have been made to
improve the present situation. They agreed, however, that much
remains to be done.

Today we will hear from some of the larger grantmaking agencies—
the Departments of Health, Education, and Welfare; Labor; and the
Environmental Protection Agency. We also will hear from a panel of
representatives of State organizations with an interest in grant
auditing. We are anxious to explore the problems Government officials
experience with such management controls, to learn what efforts they
have already made to solve these problems, and to discuss other
remedies.

Our first witness this morning is Tom Morris, Inspector General of
the Department of Health, Education, and Welfare. He has served in
that position since it was created in February of 1977.

(29)
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He has had a very distinguished career in both public service and
private industry. During his service as Assistant Comptroller General
of the United States he was responsible for the oversight of govern-
mentwide audits concerned with financial management and other
areas. He has also served as Assistant Secretary of Defense.

He is accompanied by Phil Kropatkin, Acting Assistant Inspector
General for Audit.

Tom Morris 1s one of the perennial public servants who has always
maintained the high regard and respect both of the executive depart-
ment where he works and the Congress who looks after these efforts.

We are delighted to have you again. We certainly appreciate your
statement.

In view of the situation we have on the floor today, I would really
like for you to summarize your statement. Without objection, we will
put the entire prepared statement in the record.

[See p.34.]

Mr. Brooxs. Congress is still meeting. We had a delay. I apologize
to all of you who are witnesses, but the full committee had a rather
long and interesting session this morning.

Mr. Morris, you may proceed.

STATEMENT OF THOMAS D. MORRIS, INSPECTOR GENERAL, DE-
PARTMENT OF HEALTH, EDUCATICN, AND WELFARE; ACCOM-
PANIED BY PHIL KROPATKIN, ACTING ASSISTANT INSPECTOR
GENERAL FOR AUDIT

Mr. Mogrgris. Sir, I will briefly summarize my statement.

I would first mention a few things about the Audit Agency which is
part of the Office of Inspector General. It has 1,000 people on its pay-
roll but oversees the work of about 2,300 additional auditors in States
and in CPA organizations which conduct audits of HEW programs.

‘We must cover through our audits, either internal or external, some
51,000 entities. This is a huge task. We are perhaps the largest granting
organization in the Federal Government. Thus, these hearings are of
great importance to us.

Let me make four points.

First, we essentially agree with the recommendations in the GAQ
report. We do think that the fragmentation must be overcome. We
agree with the approach to a single audit cognizance mode of opera-
tion. The concept of a uniform audit guide is valid and needed, but we
feel that this guide needs to fully address program compliance re-
quirements as well.

We think that the implementation of the concepts that are laid out
by both OMB and GAO are going to require central leadership of a
gﬂyBstrong nature, both on the part of the Congress and on the part of

We would stress at the outset that we consider these to be very
complex problems. The solutions appear simple in concept but their
execution will take a great deal of planning, experimentation, and
oversight,.

We believe at the heart of the entire problem is the inadequacy of
resources to do an adequate job. As I mentioned, we have about 1,000
auditors on our own staff. To do an adequate job, even a minimally
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adequate job, we think we would need another 1,200. That would be
very cost-effective in our opinion and save the Government on the
order of $100 million a year.

I would like to pause at this point, Mr. Chairman, and address your
questions.

Mr. Brooxs. I thought it was a good statement. I appreciated your
submitting it and explaining it. I have a couple questions which I hope
you can answer. I know you can.

Should. the single audit concept be applied to all your grant recip-
ients, including nonprofit as well as Government organizations?

Mr. Mogrgris. Yes, sir. We think the idea of a single approach is a
sound one but must be worked out very carefully. We suggest the
concept of an entity approach where homogeneous types of activities
would be brought together. For example, university research audits,
for which we have primary cognizance, is a sound entity concept. We
would like to see that technique considered in the other areas as well.

Mz. Brooxs. In developing a standard audit guideline should
OMB develop a list of requirements that must be complied with to
establish whether the grantee has used the funds properly?

Mr. Morris. We think that OMB should provide the leadership to
assure that compliance-type factors are part of the standard audit
guide. The development of those factors, program by program, will
require extensive participation by the agencies themselves working
with OMB.

Mr. Brooxs. What problems have you, Mr. Morris, experienced in
performing as a cognizant audit agency?

My, Mogrris. Our key problem, as I mentioned at the outset, has
been resources. We do not think that either our agency or most of the
agencies to whom we offer this kind of service have adequate resources
to do the job.

Aside from that, we feel that our expereince in the university field
has been very satisfactory. We are not always able to satisfy all the
needs of each of the agencies but we do our best to accommodate
these. On the whole we’ve demonstrated that this concept works.

Mr. Brooxs. What problems do other agencies you audit for have
with your cognizant audits? :

Mr. Morris. On occasion their requirements for more detailed
review of eligibility and other compliance-type factors may mean that
their technical expertise is needed.

I am told, for example, that the Department of Agriculture’s
Smith-Lever Act, dating back to 1915, governs certain kinds of
research grants to land grant universities. At times they must go in
to complete that highly technical kind of audit.

Outside of that, we feel we have been able to serve well all users of
our service of providing financial-type audits of the university research
grant area.

Mr. Brooxs. The GAO reported that an Ohio grantee received over
$50 million of HEW funds and no audits were performed as required
by OMB. What steps, if any, are you taking to have this particular
grantee audited as well as others that might be in that category?

Mr. Mogrris. First of all, in that particular case, which is the Ohio
Commission on Aging, I believe, we have scheduled an audit for our
next fiscal year work program. The setting of priorities for audits and
the frequency of audits is perhaps our most complex and challenging
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management task. As I mentioned, we have about 51,000 entities to
be audited. In any one year we issue or process some 5,000 to 6,000
reports. You can see that there inevitably is going to be a gap between
what we can do in 1 year or 2 years or 3 years and that total universe.

We feel that bolstering our resources in the first place and making
arrangements to share the audit workload among the Federal agencies
is a very sound aporoach to this problem.

Mzr. Brooxs. Did you cover how you can assure yourself that the
States will obtain an audit?

Mr. Mogrgris. It is our responsibility to be certain that State agencies
and State programs either be audited by our resources, or jointly with
other agencies, or that they themselves obtain audits of their programs
using our guidelines. We must both monitor and actually do the work.

I must acknowledge that we have not always done the monitoring
job as well as we should. This is a lesson we are learning from our
study of the GAO findings.

Mr. Brooxs. Does HEW expect to develop a system that identifies
all grant recipients which provides data on whether they were audited
to satisly Federal needs? Do you have it? Who did it?

Mr. Morris. Yes, sir. At present we have a system which identifies
all grant recipients. However, that system does not enable us to
determine whether the required audits are conducted. This is the
area we must improve.

Currently we are concentrating on the 8,000 schools and universities
that must be audited every 2 years with respect to student financial
assistance programs, We are going to monitor them very closely.
If this system works well, then we will extend it to all other primary
grantee entities,

Mr. Brooxs. I think you will find Mrs. Pat Harris an able adminis-
trator who will back you up and insist on that which is right and
fair and above board. I think you will find her good on details and
good on the broad spectrum of getting things accomplished. She will
want to see that grants are audited properly and that money is spent
for the purpose for which it was designated. I do not think she will
take any wooden nickels in the operation. I think you will find her a
delight to work for and to work with.

Mzr. Stangeland?

Mr. SrangeLAND. Thank you, Mr. Chairman.

I think you perhaps answered this question, Mr. Morris. Do you
believe your stafl resources are adequate for carrying out the cognizant
agency responsibilities under the single audit approach?

Mr. Morgis. No, sir.

Mz. StangELAND. Did I understand you to say that you would
require 1,200 more people?

Mr. Mogrris. That i1s our best analysis, sir, of the resources we
would need in addition to the 1,000 we have today to do even a mini-
mally optimal job. We can save the cost of these resources three times

over. In other words, each auditor we add costs about $30,000 per
year. But he or she produces results worth about $100,000 per year.

Mr. STaANGELAND. Do you think that the single audit concept that is
recommended by GAO would improve HEW’s available audit re-
sources and minimize overlapping of audit efforts so that you could
get more mileage out of the people you presently have?
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I\fr. Morris. We f;hink:thabj—properly worked out through central
analysis under OMB’s leadership—more efficient use of our resources
and o’to}her agency resources would result. On the other hand, unless
We geu more resources, we are still not going to be able to do an
adequate job. We think that is important o stress. .
) l\éir. STANGELAND. I would point to page 4 of your testimony. You
state:
* % * the identification of grantees requiring audit is a serious and continuing

problem. The situation is incredibly complex due not only to th
blem. > e thous f
Sﬁgllttletr« 1n1v%1vsc§d, but to the fact that many auditable graﬁts are on ao %Slfberigisrn%,
't-te o basis.

Could you identify some grantees that do not require audits?

Mr. Mozris. We have a system of assessing annually what we call
the vulnerability or risk potential grantees. Bach yeal’s audit work
plan addresses these high-risk, high-vulnerability situations and those
where the dollars are greatest. Therefore, grantees selected for audit
C&Iﬁ‘ vary fl’OIIll year &o year.

or example, In the coming year we are going to oive parti
attention to community action agencies because wo hm%e :nfgsgﬁélrlfg
problems there. This year, we are stressing the student financial aid
programs, which this committee under Chairman Fountain has so
well peinted out has problems that need very intensive attention. We
are going to require audits of all the schools, in respect to those pro-
grams, every 2 years.

This is the principle on which we try to plan our audit from year
to year. Howeverl, some grantees which do not seem to pose problems
may be deferred from audit year alter year because they do not have
the same priority.

Mr. STANGELAND. We heard last year in testimony before the
Appropriations Committee that there was $8 billion in HEW'’s
budget that was unaccountable. They could not find it. Could you
give us any mndication of what percent of that $8 billion micht have
been in grants or loss to grantees due to lack of an audit?

Mr. Morris. I do not identify any such finding. The only thing
which my office contributed to was an inventory of estimates of op-
portunities for cost reduction, which totaled to between $5.5 and
‘3555 billion. That was very heavily in the health care pregrams—about
$3.5 to $4 billion—for things like rost containment, better attention to
claims payment processes by using computers, and better policing of
eligibility of medicaid clients. Things such as this are necessary to ﬁelp
3&;&1713 1‘Jénoney. These were not fosses in the sense of unaccountable
Chl\{;[ﬁ‘;ngl'll‘f&NGELAND. Thank you. I have no other questions, Mr.

Mr. Brooxs. We want to thank you very much, Mr. Morris and
Mr. Kropatkin. We appreciate your coming. We appreciate the de-
termined effort that I know you are all making and will continue to

lriéz;ge in beL:all of the public. It is a pleasure to have people such as you
Chl\gii‘;n}‘:fl?RRls. We appreciate your constructive leadership., Mr,_

Mr. Brooxs. We liked your testimony. I f
cause it is professipnal. y “.ony ,It “Tﬂl be yery helpful ‘b‘?’-
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[Mr. Morris’ prepared statement follows:]

SpaTEMENT OF THOMAS D. MoORRIS, INSPECTOR GENERAL, DEPARTMENT OF
TA HEALTH, EDUCATION, AND WELFARE

i : iate the opportu-
ir bers of the subcommittee: We appreciate he tu-
nit;h}/rI I;c.ocl?: lig;%ntﬁggyﬂ%mdiscuss the gaps, incgimsfjoelémes, atx"ng ] Suclféﬁa&?ﬁcﬁ)hiﬁg
eli ist today in grant auditing. My statement wi c 3
Si%h(.) l’i‘eﬁf‘;ﬁeez?ihg H%)W iudit Agency, and the measures we are taking to
inimi oblems cited by GAO. _
ml.?xllrsrcl)lz%vghsvgix?glglgrqycgmch%ike to offer our views on the pros and eons of the
: . . .
sm’%‘llféagfﬁt&oiﬁ%% Agency, established, in 1965, is If{Ez‘ggngegtrl;glac()}l;%gﬁlizghionzi
i its of all Department’s programs, rtun s, ‘ ,
rtlasggllll Slé)tlx?)sfg l(‘:oarlllc%icted through grantees and c_onbrac‘oors.1 Sm(ie Mar é)(l)lr 1(%’(’/;'171 A :1&110
ixuerllcg has been orgarizationally located within the Office ?fl ?sgegt el ral.
Wge ha}x’re a headgquarte:s stafl in Washington, D.C., and a field s 1? 1 at each of the
Dopartmens regonal offces, with £2 braieh of3ecs, SR g v 5, furn
of location, report to the Assistan nspecto n t 1 A ting who, 0 P s
is 1 i ector General for the direction and p 1an ‘
lasuldeistpfotﬁlsélifilgntoggl 35111151330, 1979, the full-time lstaﬁ totalled 995 consisting of 924
; i nd 71 administrative and clerical personnel, i L ‘
pr %fei%f?ﬁalshaé?g are about 51,000 entities accountable to HE\;TO. Dur ing ga%%rﬁ%vz_
a? 1978, the Audit Agency issued 5,652 reports of which 4: g}(li cossl ?Lrtment’s
%?x nced programs and activities—1,459 were prepared Dy ? ) ‘pand ent 3
S}tcstaf%) and 2,767 by other Federal audit staff, public accoun Fg,ra Sf'al A enc;ie<
?liditors The remainder were audits that we I\)V(?}E}cln‘;%:geﬁ:?cr ‘l?oﬂ‘ﬁlle 1;1;5@1‘ HgEW 3
, - OMB’s system for audit cognizance. ‘\vitd I : ter, )
ul?del 'ige\ul‘B ]%‘esgesrainsource of university contracts and grants, hecause ‘og tgxlnss ﬁﬁg
%Il%%’ Audsit Agency was selected by OgiiB to bg gizl?chsénl%l:ti%{r;ggcg51080pcollege<'
: i 'vi t percen ,500 3
for all Federal audit services at abou ‘ b o Nato e aigned. be
i ities. Audit cognizance for the remaining : by
%nhc/liéu}nlg ?t,r’s?l]e)sefense Con%ract Audit Agency; the Department of the Interior;
ar f Encrgy. i —
anIC}IﬁhV%ngggligngn%y rep(%l}':cs covered a wide range of ac‘t'l\(ltxeséu;n}' f}lg éxr:xg;
thousands of diverse and geographicallyt dlspg&?};igﬁgfl%i Sca;;;gggs’ hospitals‘,.
. __State and local governments, equCd ' s, Spita s,
pro‘%’l*?glshorizz insurance companies, many types of other n%n%o%tstglng%?éﬁ
?i%lnsh “as well 'as numerous departmental headquarters aﬂlc}De rtn‘wntLoper:;;
In broad terms, the audits are d%signe% to ﬁ(‘l)ie(iftrllxsrldzellr‘x g’h(%ts %11'0v?82 tment opers.
i : ted economically and etlic v, e >
tcjllg;rseemoef (;:ggliime that funds are expended properly and for the purposes a2p
pr%%lg%o eg}éars ago, the HEW Audit Agency recggnize\di d‘%hggpgsrn ﬁﬁfgxas&cgﬁ
lemented with outside resources 10 proviag cve : i
needg{c} ant}geasﬁllégeelll)gpartment’s programs, activities, grantees, ar;ld cozﬁhbath())il >
g&ielﬁly about 2,330 staff vears of audit work are ]')rowc}ed1 eczlmc 0% lfer Fye uty
side resou’rces we enlisted to help us close this gap. These include I
- gl auditors. ) N
as\'\{’eulﬁjvgoﬁlgsedgl?ough necessity and choice, been constantly expo:e‘eéls tz'tos ?ﬁg
man}er facets of the problems GAO has identlﬁcg,d. '11;11112 ﬁ%%;?eﬁge;%cgucﬁt report%
i i+ oroup in many instances—and as t g nt udit ve s
;?'gg;zr%gtbﬁruc%ﬁe%; inrinany other instances. We are happy to share our experiences
[ this spectrum. . . ‘ .
atl?lc’t;l gﬁiﬁboefbtg%b;%es, Federal agencies—after recelving our greprortt?3 (3gnltl;gt
rsities for which we have audit cognizance—have found it ne.ce.Vsa 3fr 0 contacs
Ved/or visit the school for information beyond the normal scol?e of in‘ Dt
aJnd/or investigative work. Conversely, we have also { ound this nc;agc esfg; %r Ina bee{l
aJnrformed for us by others. In each case, the reports covered au ]d‘s thai had b
ige formed based on approved audit guides and met Federal stazn aé  ind ne A
?e;m pointing this out to show that even a‘u.dllt wm?{i m':(fgcljlqug stgzge éltlors iges not
ogram manager’'s spectal needas. 5, Ins ‘
?%griysirrﬁe%g 1?131‘32 vlgfl(l)gfiig it necegsary t0 use their own audit resources to meet
their particular needs.
P —

tzationally located
i - it staff concerned with and organ
wiﬂic%ggl%%p%rﬁggg’?gﬁﬁg ‘sat?gport Fnforcement Program, This arangement was called
for by legislation. (Public Law 93-647.)

o
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We generally agree with GAQ’s analysis of the problems and need for improve-
ments in the present systems of grant auditing. Simplification of these systems,
elimination of ‘‘piecemeal’”’ audits, coordination between Federal agencies and
with State and local auditors, obtaining adequate audit coverage, obtaining ade-
quate audit resources—each of these are major problems in themselves. In com-
bination, they represent one of the most incredibly complex set of managerial,
technical, and organizational situations imaginable.

In general, we believe that HEW and other Federal agencies have been con-
scientiously trying to carry out their individual audit responsibilities within
legal and resource constraints. No single Federal audit agency acting alone can do.
much more to change the overall situation described in the GAO report. Congress
and OMB must provide more centralized direction and management if significant
changes are desired.

In the interim, we are working on the problems of ensuring that all grantees
requiring audit are, in fact, audited—and that such audits are done in accordance
with approved audit guides.

I might point out though, that the indentification of grantees requiring audit
is a serious and continuing problem. The situation is incredibly complex due not
only to the thousands of entities involved, but to the fact that many auditable
grants are on a one-time, short-term basis. The HEW Audit Agency is currently
developing a computerized system for tracking and monitoring mandated non-
Federal audits of student financial aid programs. If this appears workable, we
will, of course, seriously consider expanding it on a phased bases to cover other

types of grantees.

To avoid inconsistency and to ensure that audits performed by non-Federal
auditors meet the manager’s needs, audits must be done using Ageney-approved
audit guides. Guides have, and are being, developed for those HEW-administered
programs we have judged most susceptible to audit by non-Federal auditors.
These guides familiarize the auditor with significant program provisions: provide
specific information on the nature and scope of the required audit; and full
information on audit reporting requirements. An appropriate, standardized guide
usable for audits of all Federally assisted programs would be of inestimahle value.
GAOQ’s recent guide for auditing Federal grants and contracts ‘““Guidelines for
Financial and Compliance Audits of Federally Assisted Programs’ is a major
step in this direction. But more needs to be done. An audit using this single guide
would not always result in auditors gathering—and subsequently reporting on—

information that our program managers require to effectively manage their pro-
gram. Without more specific information on individual programs, there would
be no assurance that important program compliance requirements with financial
implications will be addressed by the audit. Hopefully, as we gain experience,
these can be woven into the GAO guide.

I would suggest that this concept of a uniform guide could be further tailored.
One alternative would be to go for individual standardized guides for like entities.
To elaborate: one standardized guide for universities and colleges; another
guide for like programs administered by State agencies, and so on. The keystone
of this concept is entities that are similar in nature and purpose would generally
be more susceptible to audit through a standardized guide. This concept has been
long recognized by the public accounting profession. The AICPA has developed
guides for s;,udits of like businesses / entities (i.e., department stores, insurance com-
panies, etc).

In their report on this grant auditing maze, GAO rightly concluded that auditors
must make maximum use of audits performed by non-Federal agencies. Also, that
they ought do what~ver additional work is felt necessary to see that grant funds
are and bhave been expended as intended. We fully concur and have been working
diligently at this.

n a formal and informal basis we have kept continuous liaison with Federal
and non-Federal audit stafls with common interests to minimize the amount of
audit effort required and to learn of problem areas. The HEW Audit Agency
is currently working out arrangements with Department of Agriculture audit
staff with respect to single administrative costs audits of State-administered
Public Assistance and Food Stamp programs. We plan to undertake a similar
approach with the Community Services Administration for audits of Community
Action Agencies. Further, Audit Agency officials have been deeply involved in the
work of the national and regional intergovernmental audit forums and have partici-
pated in several important joint Federal/State audits.
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o Sun}i‘rlllag‘i:zc?ﬁcept of single audit cognizance is valid and needed.

i i ide i i d——;but we feel
ept of a uniform audit guide is valid and neede —but
th'aﬁ‘:hteiﬁ(;oélgiec{)e n%eds t0 more fully addgigss progra;r_x copmrglfgzgfg nl)eqcl)lfns ng:g;tsé
t (long in use by the public accounting n),
augi%egﬁgg:pforaengties that are like in nature and purpose, is also worthy

: deration. | ‘ o ]
of ch%lllasllecg;l;ltliong these concepts will require direction, management and sup

't from OMB and the Congress. )
Th%cglg ?glllnfor this opportunity to be here today, and I will be most happy to

answer your questions. o .
Mzr. Brooxs. The next witness is Marjorie Fine Knowles, Inspector
General of the Department of Labor.

Ms. vles, please come forward. _ 4
%’{'?01%0‘1\16?' a{)pointment, she was Assistant General Counsel for

ivision 1 ] y ' 1th, Edu-
tor General Division in the Department of Health,
Z}alﬁmll?,s Iz;lcdo%'Velfare. She is a Morris-trained operator. That speaks
Weﬁlﬁlh{aoég?‘éd 6 years on the faculty of the University of Alabama
School of Law. She received an LL.B. from Harvard. vor Gon
She is accompanied by Kdward Stepnick, Assistant Inspec or Ge
eral for Audit, and Gerald W. Peterson, Director of Audit Operations.
Is. /les, it is nice to see you again. .
%\\%2 ggogeleighted to have you here. We would appreciate your
comments.

STATEMENT OF MARJORIE FINE KNOWLES, INSPECTOR GENERAL,
DEPARTMENT OF LABOR; ACCOMPANIED BY EDWARD STEPNICK,
ASSISTANT INSPECTOR GENERAL FOR AUDIT; AND GERALD W.
PETERSON, DIRECTOR OF AUDIT OPERATIONS

i ig . How-
Is. Knowres. Mr. Chairman, we are delighted to be here
evle\g SI am aware that following Tom Morris as a witness is a very
difficult thing to do because Tom is so very knowledgeable about
thﬁfﬁi know, the Office of Inspector General at the Department of
Labor is a new one. I would like to describe our reactions to the GAO
't

reli\(/)llr. Brooxks. You work for a fine man from Texas, Ray Marshall.

Ms. Knvowres. Yes, sir, I do.

Insthe interest of time,,I will not read my prepared statement but
ask that it be entered into the record.

Mr. Brooxs. Without objection. |

. 42. . _

g\%ze lt])KNOV]VLES. I would like to summarize a few of the points,

however. . . Lo issue
irst of all, I would like to say that we feel strongly about the issu

ragélés irf tlile GAO report. We feel it is the kind of issue which deserves
ﬁop—level management attention. I think you, Mr. Chzurmzyx}, and
members of this committee share our commitment to the audit func-
tion as indispensable to management in the executive branch. We
think the GAO report is a very constructive attempt to deal with an
important function.
ml\ll)\?é tt‘illilnk%hat we ought to all work toward the goal of the compre-
hensive governmentwide audit. Because we feel that the GAO report
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did a good job in pointing out the need for that kind of goal, T would
like to express some concerns that the Department of Labor has about,
the shape of that comprehensive single audit.

Our first concern is that sudit retain its character as a high-level
management tool and that the outcome of any such single audit
retain its usefulness to Department managers in charge of the programs
involved. .

We share Mr. Morris’ concern, as expressed in his prepared state-
ment, that whatever audit is developed have sufficient attention paid
to compliance features. We note that, in general, single audits tend
to focus on financial audits. We are quite concerned that the compli-
ance audit be included in whatever single audit is developed. That
seems to be crucial both to departmental management and to my
function as an Inspector General.

With respect to particular concerns of the Department of Labor, as
you know, we have a very decentralized CETA system. We have
approximately 460 CETA. “prime sponsors and 30,000 or so CETA
subsponsors. We have the responsibility for auditing the CETA primes,
and CETA primes have responsibility for auditing their subsponsors.

We feel very strongly that any organizationwide single audit must
insure that adequate attention i given to the responsibility of the
prime organization, the prime sponsor, to oversee the activities of the
subsponsor and that that must becomse part of a comprehensive
organizationwide audit.

I think Mr. Morris and T share this concern. Let me address briefly
the question of resources.

The Department of Labor presently has 126 auditors to oversee,
to manage, and to audit themselves, programs of approximately $10
billion in CETA grant funds and $17 billion in job service, unemploy-
ment insurance, and other Department of Labor programs.

Given these resources, it would be impossible for us to assume any
greater respomsibilities, such as a comprehensive governmentwide
audit of a single entity. We agree that there will be savings, in terms of
government resources, should this be adopted for a number of major
entities. However, given our present resources, we cannot take on
responsibility for single audits.

Let me tell you on a personal note that I have found, in my short
term in this office that, the cooperation, the desire to cooperate, among
the audit agencies in the executive branch has been terrific. The big
problem that we all face is resources, It is the question of who pays.

We agree vith Mr. Morris that what is needed here is strong, central
leadership, the granting of audit cognizancy, and the resources to
carry through with that responsibility,

Mr. Chairman, that is a summary of my prepared statement. I
would be delighted to answer any questions that I can with the assist-
ance of my colleagues here.

Mr. Brooks. Thank you very much. I first yield to the distinguished
member of this subcommittee, Mr. Stangeland.

Mr. SranerLAND. Thank you, Mr. Chairman.

My questions are not going to be quite as much on your statement
or things we are discussing, but I am concerned as to how things are

roceeding as far as the audit on the Red Lake Reservation. Is the
nspector General of Labor going to be the lead agency in that?
Are you going to be contracting for an audit with an outside firm from
Denver?
63-203-~80—6
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Ms. Kxowres. Yes, sir. Let me explain how we plan to proceed
on that. I am delighted that you raise that question because it is a
good example of the problems that we have concerning resources.

We agreed with the Department of Interior that we would take the
lead in conducting an audit of all Goverment funds—HEW, HUD,
Interior, and Labor—in a given entity, if I may use that expression.
We tend to forget these are people but for these purposes let’s call
1t an entity.

The Department of Labor, having so few of our own auditors,
conducts most of its audit business through CPA’s. We will contract
with a CPA firm to conduct that audit as soon as we can.

I hope that raises in your mind the question it immediately raised
in my mind when Mr. Peterson and I discussed it: Who pays? It is
not an item for which we have any money in our budget. We and the
Department of Interior are presently negotiating about it. However,
it has not yet been ironed out. It delays the process.

I must be candid with you. We could move much more quickly if
these things were ironed out and planned ahead of time. We have had
a request pending with OMB since last January for cognizance over
native American programs, and another since last April for cognizancy
over the national farm workers’ program.

Mr. STANGELAND. I am sorry, I was interrupted briefly.

What you are saying is that there is not a determination yet or a
clear determination as to who is going to be the single lead agency?

Ms. Knxowwms. No, sir. It is clear that we will be the lead agency.
We will assume responsibility for seeing that all Federal grant funds
going into the Red Lake Reservation are audited. What we cannot
agree to, because we do not have the power over the Department of
Interior nor they over us, is who pays for how much of what. That is
presently being negotiated.

Mr. StanGELAND. Is there a problem or do you foresee a problem
in & uniform auditing procedure dealing with Interior funds, BIA
funds, Labor funds, HUD funds, and this type of thing?

Ms. Knowwes. I think you ought to hear from the most knowledge-
able source, which is Mr. Peterson who has been actively involved in
the planning of this audit.

Mzr. Perrrson. As far as the actual conduct of the audit, I do not
believe that there will be serious problems getting one audit for all the
various agencies. No, I do not believe there is a problem.

Mr. Stanceranp. This is a prime example of a cognizant single
agency audit.

Ms. Knowwrgs. Precisely. That is why I pointed out to you that in
January we asked for cognizancy over all native American programs.
We agree with Mr. Morris’ pomnt about the need for a strong, cen-
tralized leadership which will address the question of cognizancy and
the resources to carry it out. Just to give me cognizancy with no re-
sources is very hollow.

Mr. STaANGELAND. I have one last question. I am not sure you will be
able to answer it.

We called your office the end of last week asking expeditious signing
of a contract. I am wondering how that is proceeding.

Ms. Knowres. We anticipate that the contract will be signed by the
end of August. I am not pleased with our time frame on that. I hope
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you are not pleased with it. However, we have 126 auditors for these
huge programs.

Mr. StranageLaND. Thank you.

I thank the chairman for yielding me the time.

Mr. Brooxks. Ms. Knowles, I would suggest that you give us alittle
report on the funding problem on that particular issue, if you would.
Perhaps Mr. Stangeland and I can discuss it with some of the people
at OMB and bring it to their attention as a matter which they ought
to resolve. That could be of some help to you.

Ms. KnowrEs. Yes.

_ Mr. Brooks. We have the highest regard {or Secretary Andrus, but
1t 1s something that is difficult for you to resolve between you.

Ms. KnowwLes. Exactly.

Mr. Brooxs. The OMB is the proper agency to do that because they
are holding all your money and your throats. ,

Ms. KnowLEes. Precisely.

Mr. Brooks. They are not very good on that throat holding,
though. I find they are too easygoing.

I have a couple questions.

Ms. Knowres. Yes, sir.

Mr. Brooxs. What problems do you now have in auditing your
grantees?

Ms. Kvowres. The major problem we have is related to resources
and staffing. We are totally unable to meet our obligations to conduct
cyclical audits of Department of Labor’s programs and grantees. We
just plain do not have the money te do it.

Mr. Brooxs. Have you informed the Secretary of that? Are you
going to try to make those kinds of representations to the Appropria-
tions Committee in your budget, to the OMB for their approval, then
via the President, to the Congress, and so forth? Are you taking those
steps right now?

Ms. Knowrms. We are, sir. With respect to the fiscal year 1981
budget submittal, the process has begun through our Department.
We have asked for substantial increases in our audit capability. In
addition, in response to questions from the Senate Appropriations
Committee, we told them what we thought we would need. We hope
that the conference committee will act favorably upon our fiscal year
1980 needs.

Mr. Brooxs. We are having a record vote in 15 minutes on the
floor on the censure of Mr. Diggs. Therefore, we will have to leave in
about 10 minutes. I would like to finish with the questions to you
prior to that. Please answer them concisely. Then if you have anything
that you want to add to them, you can do that for the record. We want
them to be absolutely correct.

Ms. Knowres. Thank you.

Mr. Brooxrs. Do you have any major concerns about the single
audit approach?

Ms. Knowrus. The only concerns I have, Mr. Chairman, are those
I expressed at the beginning—that is, that they be adequate with
respect to compliance, subgrantees, and the independence of auditors.

Mzr. Brooxs. Do you believe that the single audit concept has been
clearly defined?

-
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Ms. Knowres. Well, sir, T believe it has been clearly defined in
terms of what GAO thinks. I am not sure we think that it reaches
far enough in terms of compliance and in terms of followthrough
responsibilities.

My concern is that as Inspector General, after an audit is completed,
we need to know who has responsibility for following through on the
findings, not just the dollars involved. However, suppose an audit
found insufficient internal controls. Does everyone follow that or
does no one follow that? We need to make sure that this is thought
through very carefully.

Mr. Brooxs. I would suggest that as Inspector General you take
that up directly with the Secretery. That should be taken care of at
the agency level without any outside intervention. Do that yourself
on those audits. Then if you have any problems they ought to be sub-
mitted and be available to the legislative committee, to this committee,
and to the Appropriations Committee.

We have found that findings requiring agencies to make construc-
tive changes are sometimes ignored by the legislative committee and
the agency. This committee has found that it is sometimes very helpful
to bring that information to the appropriations subcommittee that
handles that appropriation. It seems to get a more rapid response out
of the appropriate agency if they discuss these findings which say they
should do this and that it would save 2 amount of dollars while they
are discussing the bill they have before them.

Ms. Kvowirs, Yes, sir.

AMr. Brooxs. They have neglected to do that and have done some-
thing else instead.

Ms. Kvowres. My concern, Mr. Chairman, would be with a single
audit, if one Federal department or agency was conducting an audit,
that assignments be made clear as to followup which may impact on
a number of different agencies.

Mr. Brooks. Within the various agencies?

Ms. KnowLEs. Yes, sir.

Mr. Brooxs. That is a good point. Thank you.

I have three more questions. I will read them to you and let you
answer them for the record, if you would, please.

Ms. Knowres. OK,

Mr. Brooxs. The first one is this: Do you believe a single audit
guide could eventually -place the individual guides that you may
develop for CETA and the Job Corps grants?

Ms. Knowwes. I can answer that in one sentence, if you would like.

Mr. Brooxs. All right.

Ms. Kxowres. We think only if it contained addendum with respect
to compliance requirements. It would have to provide for specific com-
pliance audits for each program.

Mr. Brooxs. Lord knows it is a fertile field. There has probably been
as much fraud and corruption in CETA as any program we have ever
dreamed up.

Ms. Knowizs. We intend to find out.

Mr. Brooxs. The GAO reported two grantees got $57 million from
several Irederal agencies, most of which consisted of Labor funds. Why
didn’t Labor take the lead to coordinate with other agencies to audit
the grantees? Has any action been taken to make audit arrangements?
That is Jackson County and the Ohio Commission.

e

41

Ms. Kxowres. Y. i
- A . Yes, sir. T can W . )
Commission. ’ answer very quickly on the Ohio

Mr. Brooxks. Time is killing us.
Ms. gNOWLES. OK. -
T. BROOKS. The GAO found that the Job Cop .
several agencies, but mainly Labor, were 'goerfl):rg(l? t?faﬁl%ﬁi%ﬁrr

audited. What h d S
fmprove? as Labor done to insure that auditing of centers will

Ms. Knowrss. I w ide
record, Mr. ChaiSrmIar\:.OUId be glad to provide those answers for the

[The material follows ]

arrangements?

Answer. One of the cited
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Mr. Brooxs. You are very kind and gracious. However, even more
important, you are intelligent and paying attention to business.

Mr. Stepnick and Mr. Peterson, we appreciate your being here. We
are grateful for your contribution and your significant help.

Thank you very much.

Ms. Knowres. Thank you.

[Ms. Knowles’ prepared statement follows:)

PREPARED STATEMENT OF MARJoRIE FINE KNOWLES, INSPECTOR GENERAL, DEPART-
MENT OF LABOR

Mr. Chairman and members of the subcommittee: I appreciate this opportunity
to discuss with the committee the GAO report calling for implementation of the
comprehensive, single audit approach. We support the recommendations in the
report that Federal agencies should encourage the use of comprehensive audits
that satisfy Federal requirements, that there must be increased coordination
among Federal auditors, and that the greatest possible use should be made of non-
Federal audits.

Let me state at the outset that the issues addressed in the GAO report are
crucial and deserve the attention of high-level management. We are dealing with
the fundamental issue of the establishment of mechanisms to obtain comprehensive,
coordinated audits of grant recipients cn a Governmentwide basis. I believe
you share my view that audit is 8 key management tool. The very creation of my
Office serves to highlight the significance of the audit function. In addition to
assisting management, the audit function aids in the detection and prevention of
fraud, abuse, and waste. It is in the context of the significance which I place on the
audit function that I speak to you today.

The GAO review was undertaken as part of its commendable effort to expand
and strengthen audit activities of Government departments and agencies. They
reviewed 73 Government and nonprofit organizations that received Federal funds
as grantees or subgrantees to determine the adequacy of : Audit coverage, Federal
audit requirements, Federal agency audit planning, and coordination among var-
ious audit organizations.

Fifty-three of the recipients examined received funds from more than one
Federal agency while 25 received funds from 5 or more Federal agencies. GAO
found audit coverage of the recipients to be inconsistent. GAO attributed the
inconsistency in financial and compliance audit coverage of Federal grants and
grant recipients to a number of different, yet closely related, factors:

Audit requirements fixing the frequency of grant audits are inflexible;

Auditing one’s own programs rather than coordinating with another audit
group to obtain comprehensive, single audits of the recipients;

Poor use and possible shortages of audit resources; and

Failure to see that grantees make audits that satisfy Federal needs.

It is my objective to support fully the goal of developing the systems and pro-
cedures needed to implement the comprehensive, Governmentwide audit of grant
recipients. However, I want to express my concern that the legitimate audit needs
of Federal agencies must not be overlooked as the result of this process. As
I have said, I view the audit process to be a key management tool. We must insure
that any change in the audit process will permit audit results to be of use to pro-
gram management; for example, to the program grant officer. OQur other concerns
are that we do not have sufficient resources to conduct and supervise Government-
wide audits; that these audits must include a review of a recipient’s compliance
with Department of Labor programmatic requirements; and that single audits
must be conducted in sufficient detail to serve as a tool in identifying potential
fraud, abuse, and waste.

The Office of Inspector General at the Department of Labor presently has 126
auditors to audit, manage and oversee the audit coverage of approximatoly
$10 billion in CETA grant funding and $17 billion in job service, unemployment
insurance and other program operations, per year. These resources are totally
consumed by our priority tasks. It would be impossible for us to assume any
greater responsibilities, such as a comprehensive Governmentwide audit of &
given number of grant recipients, with our present audit resources.
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With respect to insuring that a com i ir i
1SUrir prehensive single audit serve mana,
zgd OIG concerns, it is important to keep in mind that the CETA progrz%glmﬁgg
? prime  sponsors and_approximately 30,000 subgrantees. In auditing  the
ex 1<_J3};‘1s1vely decentralized CETA program, we have employed resources available
IPI‘I : e‘Depa}'tment, the private sector, and among State and local governments.
f01 }Ehls a:udlt effort, 1t’ 1s essential for the Department to determine the adequacy
o1 g 1€ prime sponsors’ compliance with applicable statutes and regulations, in-
z llldiltrilggt%fllel‘ ga.udhng of their ,l‘shubgrantees. The Department is responsiblé for
rime sponsors. e pri § 'S 8 e i iti
th((a)ir Ry D prime sponsors are responsible for auditing
ur regional audit staff is responsible for determining the acceptabili
( ] 3 btability of
th%se subgr antee audits through a program of desk 1'evievgvs, Workpalper l'év}i’evgs
and onsite testing. Subgrantee audit reports are relied on and integrated into our
gudlt of the prime sponsor. Before the Department of Labor needs will be satis-
ed lzy a single, comprehenswq audit of a grantee, procedures must be established
to insure that adequate compliance audit are conducted, in addition to financial
la&,lllsdc:t?haendl t%}?t theé;e lzﬁdltsl include an examination of work done by subgrantees
A auaitors at all levels must he independ i 'mi i 3 |
Ol\iZ[B guigelines ety pendent, in conformity with GAO and
want to inform you that with respect to certain t
1 ypes of Department of Lab
g;'aﬁlts, we are attempting to get approval to conduct audits of zﬁl Federal fundi]grlrj
of that recipient. We have requested that OMB allow us to audit on a Govern-
mentw1d§ basis, the Native American programs. We have taken a si’milar initiative
gcg‘oﬁge ggité?nal'l%?armvgorkers programs. I hope that we can proceed with these
Wi;le 5, whic gnzxgpt S}?l ovide a testing ground for organizationwide, Government-
n summary, let me say that we are committed to workin with other g
agencies to achieve the goal of maximum use of audit resourcesg to achieve lolf‘;?rciﬁllgll
coyeéfage ‘of our audit universe. We hope to work towards that goal, bearing in
i{mlzén_ our concern that the audits which are performed assist man’atrement; in
ulilling its responsibilities, that the subgrantees are given a.dequateccoveraoe
and that the granting of audit cognizance he done expeditiously, all with an eoré
to%v‘aid thedbcfzst utilization of our audit resources. ’ ’
€b me add on a personal note that I have found, since beine in thi
t’f‘ﬁa audit agencies in other Federal departments have been eagber to és?o?kﬁaw%?élf%aét
WOSI Stéllrl?gglel&girlflggléeglis algvays bfégn who pays, the questions of resources. I
\ 0o advance £ e are di ing y
Too moggest In order e goals we are discussing today, that that

I am grateful for the opportuni i i i
glad o Srateful ];)}17 qu% sotg)gl)sr slrléﬁt%rn ;(;r %1;51;?5 these matters with you and will be
Mr. Brooxs. The committee will be in recess. When I return from
voting on the floor, we will have as witnesses Mr. Drayton from the
Environmental Protection Agency, Mr. Stoehr from the N ational State
A_udﬂ;ors Association, and Mr. Antonio from the N ational Association
of State Auditors, Comptrollers and Treasurers.
The committee will stand in recess.
[Recess taken.]
Mr. Brooxs. The subcommittee will come to order.
~ Our next witness is Hon. William Drayton, Jr., Assistant Admin-
1strator for Planning and Management for the Environmental Pro-
tection Agency. He is a graduate of Harvard, Oxford, and Yale Laxw
School. He studied at the John F. Kennedy School of Government at
Harvard and Stanford Law School and also served as a management
co%?ul.tant with botlz1 pbubhc and private organizations. N
e 1S accompanie Malcolm Stringer, Dir » of - of
Au(c}ht s nocom v ger, Director of the Office of
entlemen, we welcome you here today. We wo '
, ) . rould appr : 1
comments and your testimony. d Ppreciate your
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STATEMENT OF WILLIAM DRAYTON, JR., ASSISTANT ADMINISTRA-
- TOR FOR PLANNING AND MANAGEMENT, ENVIRONMENTAL PRO-
TECTION AGENCY; ACCOMPANIED BY MALCOLM STRINGER, DI-

RECTOR, OFFICE OF CREDIT

Mzr. Drayron. Thank you, Mr. Chairman.

Mr. Stringer and I are delighted to be here to go over the GAO
report, “Grant Auditing: A Maze of Inconsistency, Gaps, and Dupli-
cation That Needs Overhauling.” I will confine my remarks to EPA’s
chief reactions to the report’s major recommendations.

The job of auditing federally assisted programs has increased enor-
mously. As the GAO pointed out in their report, federally assisted
programs have grown from $6.7 billion to about $85 billion in the
past 20 years. At EPA alone, grants for the construction of sewage
treatment facilities—our, and I believe the Government’s, largest
construction program-—had a funding level of $1 billion in 1971 when
EPA was established and has grown to $4.2 billion in fiscal year 1979.

With respect to auditing resources, in 1971, our Office of Audit had
approximately 55 work-years devoted to auditing. We now have an
audit staff of 110. Further, we have embarked on an aggressive pro-
gram to use annuitants and contract audit services. EPA has shown,
I think, quite excellent and innovative leadership in developing this
program under Mr. Stringer’s direction. As a result, today we have
more than tripled the number of work-years committed to auditing.

You have before you a number of recommendations for improving
Federal auditing, including suggestions to change auditing processes
and procedures and proposals for greater coordination. Let me briefly
comment on several of these recommendations.

The GAOQO report recommends expanded application of the “single
audit concept.” As we understand this concept, audits would be
mainly financial audits; that is, to determine if financial operations
are properly conducted and to determine if financial reports are fairly
reported. Some compliance auditing would also occur to see if major
statutory and regulatory provisions are being obeyed.

Let me make some comments from EPA’s point of view.

Our construction grants program—the program that requires the
overwhelming bulk of our audit attention—is massive. We have over
13,000 grantees in every major city and most minor cities across the
United States. The proper implementation of this program has a direct
impact on the health of almost every citizen in the country. We think
expanded use of single sudits of multifunded grantees would help
some agencies, but we believe a single audit would be of limited use to
EPA in the construction grants area and could even cause more audits
to be done than are actually needed, thereby increasing costs and/or
reducing coverage unnecessarily.

There are two chief reasons we fear such a result.

First, a large share of construction grant recipients are separate
governmental entities in the form of sewer districts or sewer depart-
ments within a municipality. They often cross the boundaries of
several local government units. Their operations and accounting
records are maintained independently from the records of normal city
or county activities. Thus, a separate audit c¢f a sewer district would
often be required independent of an audit of other Federal grants
awarded to a municipality.
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Along these same lines, we believe that a standard audit guide is
necessary if the concepts of conducting single audits and designating
cognizant agencies are to work. As I stated earlier, however, I believe
some programs, such as our wastewater treatment construction grants
program, are so large and so complex that they do not lend themselves
readily to these reforms nor to the development of & small handful of
major compliance items to be included in ‘a single audit guide. .

One recommendation contained in the February 1979 joint financial
management improvement program report was that a single Federal
audit agency responsible for auditing all federally assisted programs be
considered. _

TWe, at EPA, do not endorse this concept at present, but we believe
it deserves some further study. The success story in this area, much
cited, is the Defense Contract Audit Agency. However, the business
of auditing a multitude of Federal grants programs 1s, In many ways,
dissimilar from defense contracting. .

TWe believe that the best course of action for the present is to cau-
tiously initiate the limited reforms presented in the GAO report and
to give the newly appointed Inspectors general a fair amount of time
and experience with these reforms. .

Incidentally, we expect—if all goes well—that EPA’s new inspector
general will be named within the next few weeks. In the event the
suggested GGAQ reforms do not go far enough in alleviating the audit
burden on both the Federal Government and on the grant recipients,
then perhaps we may have to look to further steps.

I.et me summarize by saying that this is a very tough problem. The
answer alone is not more EPA auditors or more money to contract
for outside auditing assistance. Nor is the answer the elimination of
carelul auditing of the actual construction of the wastewater treatment
plants designed to insure that, to the greatest extent possible, the
health of the American citizens will be protected.

I would caution that the problems are serious and that the answers
to them may be complicated. While the basic direction of synthesizing
where possible and developing a common approach will be highly
useful, changes need to take mnto consideration the fact that the
Federal role in many of these areas has become broader and more
complex. _

Mr. Chairman, that concludes my introductory remarks. If Mr.
Stringer or I can be of any help in answering questions, we will be
delighted to do so. )

Mr Brooxs. Those were your introductory remarks?

Mr. Drayron. My formal remarks. )

Mr. Brooxs. You had me worried for a mmute. .

Mr. Stringer, I have a few questions for you. I want to submit a
couple of questions for you and ask you apout three.

Do you believe the single audit concept has been clearly defined?

Mr. StriNGER. Did you address that to me, sir?

Mr. Brooxs. Sure.

Mr. StriNGER. No, sir, we do not. We have many problems at EPA
with what is actually meant by the ‘“single audit copcep_t”---—pmmamly
with what entails the entity to be audited. We think it needs to be
defined at the lowest possible level so that all Federal agencies under-
stand whether we are talking about & county, & municipality, or a
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department or division with that municipality. Those 1
problems with it. Py o Ot primaty

Mr. Brooxs. Mr. Drayton, do you have any major concerns about
the single audit approach?

Mr. Drayron. I would like to start by saying that the problem is
clearly a real one.

Mr. Brooxks. Clearly a what?

Mr. Drayron. A real problem—there are too many independent
excellent audit operations going on that overlap. We agree that the
problem does need to be addressed. The lack of definition at the
moment, I think, is probably more a function of OMB’s still trying to
work the problems through rather than anything fundamentally
th?tng with the idea of trying to get several audit programs to mesh

etter.

My caution would be that we should not try to be too global or too
sweeping; we should take steps where it is practical. There may be
some audit programs or portions of pregrams that just do not fit
neatly into a pattern, where there is not a great deal of overlap between
agencies, for example, or there are special requirements. As long as we
continue this pragmatic process of developing this as has been going
on over the last month, I am quite optimistic.

I agree with Mr. Stringer that neither the approach nor the entities
to be covered have been clearly defined in a final form yet.

Mr. Brooxs. Does the P A have a system to identify whether non-~
Federal audits that are performed satisfy EPA’s needs?

Mr. DrayroN. As I mentioned in the formal testimony, we hayve
made a major investment in building up our non-Federal audit
capacity through the contract CPA’s and contracting with seven of
the larger and better State agencies.

We do have a careful process of reviewing that work. We have 20
of our staff devoted to supervising the 80 contract CPA work-years,
and where inadequate performance is encountered we have a policy
of being quite strict in requiring that it be redone before we pay for it.

I might add that we have had some difficulty in the startup because
many of the CPA firms are not experienced at the type of compliance
work that we need and are not experienced at working with Kederal
statutes and regulations, let alone with wastewater treatment
plants. I suspect that many of these auditors never imagined they
were going to be spending this much time working on sewer plants
when they wexnt into their profession.

Mr. Brooxs. That is one of the best programs we ever had.

Mr. Horton?

Mr. Horron. Thank you, Mr. Chairman.

Mr. Drayton, do you believe that the single audit concept should be
applied to all grants including Government as well as nonprofit
organizations?

Mr. Drayron. Yes, sir—with the caveat that I do not believe it
should be applied to all grants but certainly across the categories you
are suggesting-—some private nonprofit, some State and local; but I
think we ought to be careful about saying that all grants must be sub-
ject to it. There are some, such as our construction grants program,
that should be a,%proa,ched carefully because of their peculiar qualities.

Mr. Horron. Is your present staffing level adequate to develop the
systems that are needed to implement the single audit approach?
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Mr. HorTron. Thank you very much.
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Without objection, we will accept both of your statements for the
record.
I will recognize either one of you for whatever comments you wish
to make,

STATEMENT OF ELDON STOEHR, PRESIDENT, NATIONAL STATE
AUDITORS ASSOCIATION

Mr. Srorur. Thank you, Mr. Chairman.
I am Eldon Stoehr. Gn my right is Mr. Antonio.

e certainly appreciate the opportunity to be heard, especially

in the face of the obvious other I
you.

I consider it g privilege to be here, and T thank you for the op-
portunity.

As you mentioned, Mr. Chairman, Mr. Antonio and T represent
two slightly different perspectives in that he is gn elected auditor and

am a legislatively appointed auditor. We are similar in that we are
independent audifors with a relationship to our State legislatures
very similar to what GAQ’s relationship is to Congress. We think we
are typical of State auditors generally,

e have, in addition to the testimony that we are su
here, submitted to your staff resolutions Trom the pbost audit section
of the National Conference of State Legislatures, ‘the fy]] assembly
of the National Conference of State Legislatures, the N ational Asso-
clation of State Budget Officers, and a statement from the Nationa]
Governors’ Association, all supporting our legislative recommenda-
tions and encouraging greater reliance on non-Federal auditors,
€ request that thev also be entered, in their entirety, into the

Mr. Brooxs. Witho.ut objection, your fyll statement and the

mz[Lterial you have just listed will be included in the record.
See p. 51.]

oressing issues that Yyou have before

mmarizing

] : I\IIana,g:ement and
] audit agencies that we have 1gnored for
reasons of brevity in addressing this subject this morning,

We wholeheartedly agree with and Support the concept of sinele
audits of organizations ng opposed to individual grants ang contracts.
Several States have advocated this for years, and many of them have
made those positions known in Federal circles.

e also support and agree with sanctions for nonperformance by
State auditors. Nonpayment is fine with us in those circumstances
where it is warranted, but, in my opinion, there will be very few oc-

casions that will require that action once State auditors have consistent
and clear standards to perform by.

I think it is Interesting to noté that the proposed attachment P of
OMB Circular A-102 covering audits of State and locg] government

grantees, as it was recently published in the Federal Register, does
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Mpr, Brooxks. Thank you. ,
[Mr. Stoehr’s prepared statement with attachments follows:]

PREPARED STATEMENT OF ELDON STOEHR, PRESIDENT, NATIONAL STATE
AUDITORS ASSOCIATION

Mr. Chairman and members of the committee: The community of State Audi-
tors that I represent appreciates the efforts that made it possible for us to partici-
pate in these oversight hearings. I know there are many people at all levels of
‘Government who would like to join me in voicing a strong plea for improvement

in the administration of Federal grants in general, and in the audit of Federal
grants in particular.

THE ROLE OF THE NATIONAL STATE AUDITORS ASSOCIATION

‘The National State Auditors Association, through its State Auditor Coordinating
Committee, is the means for coordinating the post audit and program evaluation
functions of the fifty states. SACC came into existence to support State auditors
as they participate in the activities of the National Intergovernmental Audit
Forum. Recently, we found it useful to expand SACC’s role to represent State
auditors as they react to the Federal legislative and regulatory processes.

STATE POST AUDIT RESPONSIBILITIES

The post audit function in State government is either statutory or constitu-
tional, and is generally comparable to the role and authority of the Comptroller
General of the United States and the General Accounting Office. State audit
organizations have the responsibility for audit and/or program evaluations of the
departments, agencies, and institutions of entire state governments as distinct
from the internal audit of a single State agency. In many instances, the authority
and the responsibility of State audit officials also includes the audit of local
governments,

As an important component of the management and oversight systems of State
governments, State auditors, along with our State colleagues in other fiscal funec-
tions, have worked to bring greater rationality to not only the audit function, but
to the entire governmental fiscal system. Therefore, let me again say that we are
very pleased to have this opportunity to express our strong support for improve-
ments in Federal grant-in-aid policies, systems, and procedures.

PROBLEMS OF STATE OFFICES IN ADMINISTERING FEDERAL GRANTS-IN~AID

The records of the Congress and many of its committees are replete with sta-
{isties attesting to the explosive growth of Federal grants, and the enormous sums
of money flowing to and through State and local governments for a myriad of pur-
poses, Current reports speak of 804 billion dollars being distributed to 50 states,
3,000 counties, and close to 90,000 local governments through some 600 Federal
programs. The welter of administrative structures through which these programs
are managed, the 10’s of thousands of implementing rules and regulations that
have been published, the uncertainties of Federal funding, and the staggering
array of reports that are demanded, preclude rational planning and priority
setting. This, in turn, contributes to the diminished effectiveness of State and local
government administration of federally-assisted programs. These same conditions
are intrinsically destructive to sound planning, management, and control practices
in State and local government. They cause capable, well-intentioned people who
are expected to “produce’” in this environment to throw up their hands in despair,

PROBLEMS WITH THE COVERAGE AND APPROACH TO AUDITS OF FEDERAL
GRANTS-IN-AID

It is a hasic principle of effective management that when one spends large sums
of money, particularly billions of dollars of taxpayers’ money, ore asstmes a
responsibility to assure that the money is being spent wisely, and for legitimate,
authorized purposes. In the course of discharging this responsibility, Congress
and the executive agencies have created yet another administrative nightmare
that the General Accounting Office describes as ‘“Grant Auditing: A Mazge of
Inconsistency, Gaps, and Duplication that Needs Overhaul.”t The GAO has
impressive evidence to support this apt description.

1 GAG report—“Grant Auditing: A Maze of Inconsistency, Gaps, and Duplication That
Needs Overhauling” (GAO, FGMSD-79-37, June 15, 1979, p. 7).
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In terms of audit duplication, GAO found instances where in a period of three
years, grantees were audited more than 50 times, and where grantees have been
audited by five or more different audit organizations. GAO found that such audits
were generally ‘“‘piece meal” audits in which each auditor satisfied the specific
requirements of one agency, and paid little attention to the grantee’s overall
management practices or their effect on all federal grants being administered.

Unfortunately, most Federal grant audits today are ‘“‘piece meal” audits and, as
such, are not designed to detect inequitable charges or improper transfers of funds
and ~quipment to, or between grants. In addition to being ineffective, “piece meal”
audits are inefficient and wasteful because each team of auditors must become
familiar with the grantee’s operations, and each team recexamines the same
accounting and internal control systems.

On the other hand GAO found large gaps in the audit coverage afforded Federal
grants, reporting that: !

“Although most grant recipients received audits, the audits wecre narrow in

scope and did not provide either the Federal Government of the grantee with a

meaningful overview of the grantees’ financial controls and grant management.

capabilities; i

“Many recipients received far less audit coverage than seemed appropriate—
either no audits were made or coverage of their Federal grants suffered major gaps.’”

Federal officials cite the lack of audit resources as a major reason for gaps in
audit coverage. In a report on HEW’s audit of grants administered by institutions
of higher education (FGMSD-79-44, July 19, 1979), “GAO concluded that HEW
was trying to do too much with too few audit resources. As a result, audits were
not conducted as frequently as they should have been and were omitted entirely
at a number of institutions.” HEW estimated that an additional 114 staff years
annually would be required to do these audits on a 2—4 year basis. This shortfall is
all the more serious since HEW has been designated by OMB as the ‘“‘cognizant
agency’’ to audit (on behalf of all Federal agencies) 98 percent of the institutions
of higher education receiving Federal grants and contracts.

As was brought out at hearings on the Inspector General legislation, similar
staff shortfall exists in all the Federal audit organizations. With the current
emphasis on investigations and on Fraud and Abuse, there seems little likelihood
of additional resources being allocated, or high priority being given to grant
audits despite the fact that, as GAO brings out, such audits have a tremendous
potential for cost savings. Bear this in mind when considering the OMB decision to
implement GAO and JFMIP proposals to designate cognizant audit agencies for
all grant audits. While the cognizant agency approach holds the promise of
improvement, it will not expand the total pool of audit resources, and it will not
facilitate the implementation of a government-wide grani audit priority system.

A shortage of resources is only one cause of the audit coverage problem. We
concur with GAO that poor use of resources could also be a major cause,

There are a number of solutions proposed by GAO,? the Joint Financial Manage-
ment Improvement Program, and the U.S. Treasury Department that we whole-
heartedly support, and we also have a few of our own.

SOLUTIONS TO AUDIT COVERAGE PRCTLEMS

One of the recommendations that has enormous potential for greater efficiency,
as well as much greater effectiveness, is that Federal agencies require and rely on
“single audits’’ of grant recipients (both primary recipients and sub-grantees). One
audit would cover the financial and compliance aspects of all Federal grants ad-
ministered by a recipient. The auc " would be conducted on an “organization’’
basis to (1) determine the effectivencss of the financial management system and
internal procedures that have been established to meet the terms and conditions of
all grants administered, and (2) test the integrity of financial transactions and
program operations.

We believe that periodic ‘“‘single audits’” of grantees would be advantageous
from several standpoints—they would improve audit performance, reduce the im-
pact on grantees and, by eliminating duplication, increase efficiency and expand
the number of audits possible with a fixed staff of auditors.

1 GAO report—*Grant Auditing: A Maze of Inconsistency, Gaps, and Duplication That Needs Over-
hauling” (GAQ, PGMSD-79-37, JTune 15, 1979, p. 7).

2 GAO—Craat Auditing: A. Maze of Inconsistency, Gaps, and Duplication that Needs Overhauling
(FGMSED-79-37, June 15, 1979).

JEMTIP-~Report on Audit of Federally Assisted Programs: A New Emphasis (February 1979).
b TR;E‘?S——A Report on Federal Government Audits: Abuses and What Corrections are Needed (Novem-

er 1073),
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The Director of the Office of Management and Budget has endorsed the “single
audit’”” concept and OMB is in the process of amending OMB Circular A-102 to set
this out as Federal government policy.

It would seem as though we are on the verge of a major breakthrough,—and that
our concerns are misplaced. Cautious type that we are, we look at the 15 year
history of unsuccessful efforts by the Federal executive agencies to expand reliance
on non-Federal audits, and we see nothing to convince us that history will not
repeat itself. Let’s take a look at that history.

INTERGOVERNMENT AUDIT RELIANCE

The benefits to be derived from Federal reliance on qualified non-Federal
auditors (We favor reliance on independent State and local government auditors
as against public accountants) are so obvious, that such reliance should be the rule
rather than the exception.

However, despite an OMB Circular (A-73) dating back to 1965 that urges audit
cooperation and inter-reliance, a 1977 Presidential memo that emphasizes inter-
governmental audit coordination, and the obvious advantages of getting addi-
tional resourses when they are in short supply, examples of such cooperation and
reliance are minimal, and efforts to increase them have not been successful.

The 1965 version of OMB Circular A-73 was issued as a result of disclosures by
the Congress of widespread deficiencies in auditing federally-assisted programs.
It provided for reliance, to the maximum extent feasible, on audits made at State
and local levels; coordination of all audits of grant programs administered under
the jurisdiction of a single Federal Department; and cross-servieing arrangements
between Federal agencies whereby one Federal agency would conduct grant audits
for another.

Nine (9) years later, in 1974, GAO reported: 3

“For the most part, however, benefits from coordinating Federal and State
audits have been short of what is attainalle.”

“Even though they have substantial backlogs of audit work, most Federal
auditors say they generally do not rely on State or local government audits be-
cause of the Federal Government’s differing legal requirements, interests, audit
guidelines, and reporting methods.”

GAO recommended that GSA (which had assumed responsibility from OMB for
administration of Circular A~73) take positive steps (1) to promote the use of
State and local audits to satisfy Federal audit requirements, and (2) to revise
Circular A-73 to include procedures that would increase intergovernmental audit
cooperation.

GSA responded that they strongly endorsed initiatives for improved inter-
governmental auditing, and were prepared to contribute to that effort to ithe

‘mazimum extenl possible (italic added).

In noting GSA’s reply, GAO observed that “Success or failure will largely
depend on the administrator’s vigorous leadership.”

‘ive more years have passed and GAO has again undertaken a review to deter-
mine if OMB and Federal ageney efforts to provide for grant auditing have been
successful. The resulting report which is the subject of these hearings, “Grant
Auditing: A Maze of Inconsistency, Gaps, and Duplication that Needs Over-
hauling,” vividly describes GAO’s findings. With respect to OMB’s efforts to
solve the problems that persist so many years after Congress disclosed them, GAO
said: “Although the intent of these policies is clear and laudable, our review shows
that agencies generally have not implemented them. Moreover, they do not pro-
vide the overall direction and stronger measures that are now needed to institute
the single audit approach.”

LEADERSHIP PROBLEMS

I have purposely provided considerable detail so that you can understand why
State Auditors doubt whether OMB and the Federal agencies can now bring about
change by administrative measures. While I dislike resorting to overused, and per-
haps abused phrases, I have no good alternative, We believe there is a leadership
problem~—one of style and fragmentation.

Look at the facts!

The GAO and JFMIP reports referred to earlier highlight the lack of progress
by OMB and Federal program and audit officials in bringing about needed im-
provements in grant auditing. Both GAQ and the JEMIP noted that the problems

8 Increased Intergovernmental Cooperation Needed for More Effective, Less Costly Auditing of Govern-
ment Programs (B0176544, A pril 8, 1974, page 1).
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CONCLUSION
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4 GAO—Problemsin Reimbursing State Auditors for Audits of Federally Assisted Programs (F GMSD-
75-22, June 25, 1975).

JEMIP—See footnote 1, page 51.

TREAS—See footnote 2, page 52.
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Resorurion IIT
JOINT FEDERAL-STATE AUDITING

Whereas, audits are an important component of the total State fisc
ment process; and,
hereas, in pursuit of timely, objective, and professional audits, St
ments have expanded and enhanced their audit capabilities and,
Whereas, all States now have provision for the audit of State programs and
agencies, which includes those State government functions financed in whole or
in part with Federal funds; and,
Whereas, efforts have been made by the General Accounting Office and Office
of Management and Budget to achieve the benefits that would jointly accure from
greater Federal reliance upon State government audits of programs inveclving

Federal dollars by the elimination of duplication between State and Federal audit
efforts; and

Whereas, these benefits include lower Feder
freeing of Federal agency internal audit resou
Federal agencies and programs; and,

Whereas, Federal administrative agencies have failed to substantially impliment
the intent of executive management policies directing the encouragement of and
reliance upon State audit efforts: N ow, therefore, be it

Resolved, That the National Association of State Budget Officers:

~ Support Federal legislation to provide for single, coordinated audit coverage of
Federal agency funds including professionally qualified independent auditors of

states, and where performed by the State mandatory reimbursement for the costs
of the Federal share of such audits.

Adopted by the National Association of State Budget Officers, Alb
York, July 26, 1979.

al manage~

ate govern~

al administrative costs and the
rces for other audit coverage of

any, New

THE PosT AupitT SrcTiON oF THE NATIONAL CONFERENCE oF StATE
LuGIsLaTURES

RESOLUTION ON FEDERAL-STATE AUDIT COOPERATION AND REIMBURSEMENT

Whereas, the General Accounting Office, in s series of audits and evaluations of
the management of federally assisted programs, has determined that these
programs are not being adequately audited or evaluated by the various federal
departments and funding agencies; and

Whereas, the federal management circulars on grant mana
and auditing have been poorly implemented and ineffectively

Whereas, State governments have expanded and improved their audit capa-
bilities to a professional level equal to or exceedi

ng those of federal agencies ; and
Wh.ereas, State governments have provided for audits of state departments,

ctions of state government that
are financed in part or wholly with federal funds; and

Whereas, it is economical and efficient to perform sin
governmental entities, and for these single audits to be
auditors having the broadest authority, and for
grants or contracts; and

Whereas, the National Intergovernmental Audit Forum, and the principals of
the Federal Joint Financial Management Improvement Program, with the asssist-
ance and cooperation of the State Auditor Coordinating Council, have completed
a study entitled “Audit of Federally Assisted Programs: A New Emphasis’’ which
makes positive findings and recommendations about the auditing of federally
assisted programs; and .

Whereas, implementing the recommendations in this report will achieve heneafits
that would accrue from a greater federal reliance on audits performed by state
audit organizations both through eliminating duplication of audis effort and
through increasing obligation of both federal and state audit resources,

Whereas, Federal administrative agencies have failed to implement legislation,
and executive management policies which direct the encouragement of and
reliance on state audit efforts ; and

Wheuas, State audit organizations audit federal programs and have difficulty
{;ecc;i* i+ 4 reimbursement sufficient to support an audit operation: Now, therefore,

€ I

Resolved, That the TFederal-State Assembly of the National Confarence of
tate Legislatures supports the findings in the report entitled “Audit of Federally

gement, accounting
enforces; and

gle audits on multi-funded
performed by those state
audits to be of entities and not of
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Assisted Programs; A New Emphasis’” by the Joint Financial Management
Improvement Program, and encourages the principals of the Joint Financial
Management Improvement Program to proceed immediately with impiementing
the recommendations of the report. It is further

Resolved, That the appropriate committees of the Congress of the United States
hold hearings on the report from the Joint Financial Management Improvement
Program and on the recently released General Accounting Office reports, so that
legislation may be considered that will provide for more effective accounting for
and auditing of federally assisted programs executed by state and local govern-
ments.

San Francisco, California, July 23, 1979.

NaTioNal, CONFERENCE OF STATE LEGISLATURES
RESOLUTION ON FEDERAL AUDIT PROCEDURES

Federal management circulars on grant management, accounting and auditing
have been poorly implemented and ineffectively enforced. State governments
have expanded and improved their audit capabilities to a professional level equal
to or exceeding those of federal agencies. Therefore, NCSL urges the Congress to
enact legislation which allows for reliance on audits prepared by state auditors;
uniform guidelines for federal grant audits; reimbursement for audits of federal
grants; and the acceptance of audits of governmental entities rather than only
the audits of individual grants and contracts. This position is consistent with the
report of the Joint Financial Management Improvement Program and numerous
studies by the General Accounting Office.

San Francisco, California, July 27, 1979.

StarEMENT oF DEIRDRE RIEMER, STATF DIRECTOR, COMMITTEE ON EXECUTIVE
MANAGEMENT AND FIscAL AFFAIRS, NATIONAL (GOVERNORS' ASSOCIATION

The adverse impact of federal grant administration on the management of state
government has been a major concern of many Governors. In 1975, the Governors
of North Carolina, West Virginia, Ohio, Utah, and Iowa compained to William
Simon, then Secretary of the Treasury, about various problems they were ex-
periencing with grant audits. As a result of Secretary Simon’s interest, a study was
made of the problems raised by the Governors, and a report titled “Federal
Government Audit: Abuses and What Corrections are Needed’’ was issued in
November 1975. The committee staff has a copy of that report.

The report is quite thorough in presenting the views of state officials. It prompted
one-third of the Governors, many more state auditors, and public and private
audit groups and associations to communicate their support and suggestions for
change to the Treasury Department. As a result of later correspondence, meetings,
and deliberations involving the Comptroller General and the Economic Policy
Board, Secretary Simon referred the matter to the Joint Financial Management
Improvement Program (JFMIP) for resolution. In the letter of referral dated
September 7, 1976, (copy attached) Secretary Simon noted the following issues
in need of prompt remedial action:

Broadening of audit coverage through increased use of state and local
auditors;

Clarification of federal policy on reimbursing state and local governments
for audit costs;

Promotion of full compliance with audit regulations; and

Elimination of unnecessaryv duplication of audit work.

The 1976 Treasury report repeated the findings of two General Accounting
Office reports ! issued in 1974. JFMIP undertook another two-vear studv of the
subject and the report that resulted, “Report on Audit of Federally Assisted
Programs: A New Emphasis” (February 1979), parallels the conclusions of the
earlier three analvses.

The President addressed intergovernmental problems in a statement on reform
initiatives he released on September 9, 1977, The statement echoes the concerns
of the reports already referenced in my testimony. The President said:

“There is a substantial need for improved cooperation on audits. Since many
grant recipients receive Federal funds from more than one program, many State
and local governments often must submit to repeated audits of the same set of

1 GAO reports—*“Increased Intergovernmental Cooperation Needed for More Effective Less Costly
Auditing of Government Programs” (B176544: April 6, 1974), “Problems in Reimbursing State Auditors
for Audits of Federally Assisted Programs’ (F GMSD-75-22: June 25, 1975).
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accounting books by several Federal auditors-—each of whom represents a different
fundnlllg source. Many grant recipients are audited by state and local auditors
as well,

“To make the audit process more orderly and predictable—and to help increase
coordination among Iederal state and local auditors—I am today ordering
Federal executive departments and agencies to make their audit schedules sys-
tematically available to grant recipients and to state, local, and private auditors;
to conduct single federal audits wherever possible; and to increase their reliance
on State and local audits.”

In June, GAO issued its report titled “Grant Auditing: A Maze of Inconsistency,
Gaps, and Duplication That Needs Overhauling,’’ the focus of these hearings.
GAQO itself emphasizes the fact that “few of the problems we have discussed are
new. Most of them have been identified by Federal officials and addressed in our
previous reports.”’

All the evidence on the audit problems raised by state officials points to one
conclusion: There has been too much study, analysis, consideration, and dis-
cussion and far too little action.

My associates on the panel have commented on preferred alternatives and have
suggested the timing of needed actions. I will therefore limit my comments on
behalf of NGA to urging that action, not rhetoric, follow from these hearings and
that serious consideration he given to mandating some of the longstanding federal
audit policies through legislation.

For the information of the Subcommittee, I am attaching a resolution adopted
by the National Governors’ Association in July 1975 that is as timely now as it
was then.

Thank you.

NaTionan GovErNors’ CONFERENCE REsoLUTION, JULy 1975
B~1§, STATE-FEDERAL AUDITS

The audit process is an important management tool enabling state and local
governments to evaluate program effectiveness and the use of public funds.
Quality and effectiveness of state audit operations have increased significantly in
this process.

All States by law must audit state program and expenditures. Federal auditors
perform a like function for grant-in-aid programs. Frequently state and federal
auditors conduct duplicative reviews of jointly funded programs. This process
is both costly and time consuming.

Although Federal Management Circular 73-2 allows federal agencies to rely
upon state audits, little progress has Leen made, largely due to resistance on behalf
of federal agencies.

The National Governors’ Conference urges the Federal Government to em-
phasize and support the use of state audits for federal grant-in-aid programs and
to provide, as appropriate, financial assistance to state audit agencies.

Tar SECR%L‘ARY OF THE TREASURY,

ashington, September 7, 1976.
Hon. Exmer B, STAATS, grom eprer ’
Comptroller General of the United States,
Washington, D.C.

DEear Enmer: Several months ago I brotught to the attention of the Economic
Policy Board a Treasury staff paper concerning the need for developing and im-
plementing various reforms in the audit of Federal grants of funds to States. As a
result, the Board agreed that a Task Force should be established to define the
problems and objectives of audit reform and to develop options on the issue.

In studying the subject, the Task Force identified a number of audit areas in
need of prompt remedial action. Possible improvements involve such significant
matters as the clarification of Federal policy on reimbursing State and local
governments for audit costs, the broadening of audit coverage through increased
use of State and local auditors, the promotion of full compliance with audit regula-
tions, the elimination of unnecessary duplication of audit work, and related items.
These proposals are designed to improve the audit of Federal grants to States and
strengthen the overall accountability for such funds—a major management goal of
the character suggested in the President’s memorandum of July 24 to various
agencies on the subject of management initiatives.
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To ensure proper implementation of appropriate audit reforms, I have con-
cluded that the matter should be referred to the Joint Financial Management
Improvement Program for resolution. This approach would provide a forum for
achieving necessary cooperative action, in line with the JEMIP’s primary mission
of improving financial management activities throughout the Government. Ac-
cordingly, I would likke to suggest that a JFMIP audit reform project be initiated
as soon as possible. A similar letter is being sent to the other JEMIP principals.

Your views on this matter would be appreciated.

With best regards,

Sincerely yours, Wirriam E. SimoxN
LLIA . Ny

) Chairman, Economic Policy Board.
Mr. Brooks. Mr. Antonio?

STATEMENT OF JAMES F. ANTONIO, MISSOURI STATE AUDITOR,
REPRESENTING THE NATIONAL ASSOCIATION OF STATE AUDI-
TORS, COMPTROLLERS;, AND TREASURERS

Mr. AxTonto. Mr. Chairman, there are some additional matters of
importance I would like to touch on, also some matters so important
that I think they deserve some reemphasis,

Recently, the mayors of the Nation’s largest cities met and agreed
that President Carter’s hopes for a balanced budget deserve support
but, at the same meeting, urged the President to not cut back pro-
grams they feel vital to the life of the cities. I't is a natural reaction, not
a contradiction. No one wants to kill the Federal goose that lays the
golden grants; they just want their share of the feed bill cut.

Getting rid of waste, duplication of effort, and overlapping programs
has to be a natural first step. I am not talking about waste in welfare
programs or duplication of effort between agencies or overlapping
weapons programs; we are talking here today about auditing where
duplication of effort and overlapping efforts by Federal, State, and
local, and independent auditors leads to auditing that gives you less
for more money.

The audit house must be put in order, and the single audit concept
is being developed as a means to that end in the area of auditing
Federal grants. But today it is a concept, nothing more.

The front cover of the Comptroller General’s report delivered to
you last month says it all: Grant auditing today is a maze of incon-
sistency, gaps, and duplication. It is a strong statement, but it is not
news. There have been numerous GAO reports over the years on this
subject, and 3 vears ago Comptroller General Staats met with State
and Federal auditors in New Orleans to tell them, “much also needs to
be done to standardize Federal audit requirements.”

For 10 years now, the joint financial management improvement

rogram has been caliing for action. We have a circular out now from
OMB that says the single audit concept is to become policy. We could
cite that as good news, except that the circular is a rewrite of a Bureau

of the Budget document from 1965. Even that document followed
3 years’ work here in the Congress Jooking at the Federal grant system
and the auditing problems it was creating.

While the grant system grew and grew with cost increases matched
only by the price of gasoline and homes in Montgomery County, the
audit activities designed to control the system went from bad to worse.

Look at what we have today just in the area of audit guides. There
are anywhere from 80 to 100 out today authored by more than a
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My, William Snodgrass, Comptroller of the Treasury of Tennessee, and President
of the National Association of State Auditors, Comptrollers and Treasurers,
asked me to represent that organization here today.

DEMANDS FOR FISCAL ACCOUNTABILITY

Recently the Mayors of the nation’s largest cities met, and agreed that Presi-
dent Carter’s hopes for a balanced federal budget deserved support.

At that same gathering they also urged the President to not cut back on any
of the programs they feel are vital to the life of their cities.

In Missouri, several of our state legislators this yvear called for a Constitutional
Convention to mandate a balanced federal bhudget. Our General Assembly also voted
for a hefty capital improvements program for the new fiscal year; and in Missouri
we fund our capital improvements work with state revenue sharing dollars.

Reporters and columnists have been quick to point out these seeming contra-
dictions, although they are not. They are natural reactions. No one wants to kill
the federal goose that lays the golden grants, they i,  want their share of the
feed bill cut.

Let us be a little kinder. And more positive. All a. .3s the country people are
realizing that government is one of the villains in the inflation melodrama.

They are demanding that the fiscal house he put in order. And they want essen-
tial services maintained to the greatest extent possible.

If cuts have to be made, they want them done with surgical precision. In this
exercise auditors fill the diagnostic role.

Government auditors, internal or independent, are the ones being called on for
the straight information on where cuts can be made, where they should be made.

Their challenges are greater today than ever hefore.

CONTROLLING WASTE AND DUPLICATION

The first, and perhaps greatest challenge they face, is to help government get
rid of waste, duplication of effort, and overlapping programs.

I am not talking about waste in welfare programs, duplication of effort in grant
programs aiding cities, or over-lapping in weapons development betweea the
branches of the armed services.

I’'m talking about the duplication of effort in auditing, about the over-lapping
work of federal, state, local and independent auditors. Simply put, we are wasting
money.

At the same time auditors are heing called on for more and more information
and work by government decision makers, the audit house must be put in order.

PUTTING THE AUDIT HOUSE IN ORDER

For example, State auditors do not have a central source to turn to for informa-
tion on what federal dollars are flowing to what units of government in the states.

By law my office audits most of the counties in Missouri, all but the 20 largest
of the state’s 114. There have been times when we’ve been well into our audit
work and discovered by chance there was a federal grant being used by a county.
They hadn’t told us about it. They thought that because theyv got the money
direct from Washington they didn’t need to tell us about it or show us the books
they kept. No matter that we asked them about their federal grants.

State auditors need an information source at the {ederal level. A source we can
go to as a check against the information we get ourselves. A single source would
be best, but even a single source on an agency by agency bhasis would be helpful.

I urge caution in setting up this central federal information source, so we don’t
end up with another good-sized agency which begins duplicating effort all over
again.

If much of the aid to local government is going to come directly to them, not
through the state, then that information source hecomes more important.

Developing a central source for information would help the people on the federal
side of thing in addition to helping us at the state level. They need it almost as
much as we do.

Another pressing need is for the Federal agencies to come up with some common
audit requirements. According to the report on audit of federally assisted programs
of the joint financial management improvement project, there are about 80 federal
audit guides in circulation today, issued by around 14 feceral agencies. Senator
Harrison Williams, in remarks this session introducing his hill to develop state
and local government accounting standards, counted around 100 different guides.

R I T e
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Whether there are 100 or 80, the guides all take different approaches, not iu
En 1i}hfe reporting format they call for but also in the amount orlzpinforma,{;ion tJl;es;l

all for,

My staff tells me there is no way our present reports can meet all of those guides’
requirements. I can’s afford the time neecled to reshape an audit of a state agency
or county to meet all those demands. I'd end up with a job cost greater than the
buIc}get, of ‘cheI auditee.

lere’s another problem, different fiscal years. Between grant peri ;
federal, state and local fiscal years there aresmany diﬁ"erencef perlads; and

The solution is to let the audited entity be audited on its fiscal year, regardless
of the federal granting agency’s desired fiscal year or grant period.

It may not be as convenient as the federal agencies would like, but they will
get usable information and it’s more efficient. One audit-one fiscal period.

These are problems that can be solved, and solved quickly if we dedicate the
efforts to the task. Our regional state-federal groups, the Intergovernmental
Audit Forums, have worked with GAO to develop the model single audit guide
needed. It has been in the hands of the federal agencies since the beginning of the
year. Hopefully most agencies are already reporting their reaction to OMB.

BETTER ENFORCEMENT NEEDED

T think the Inspectors General Program will help with the problem also.

Once the IG’s are in place and working, I think they will help bring about better
and faster response when we find and report problems. A

Grant enforcement right now is ineffective. From my viewpoint it is frustrating
to incur the wrath of state and local government by pointing out nou--compliancg
.only to find out the federal program people don’t care about non-compliance.

I know federal auditors don’t run the program people but we do need to:

1. Condense grant requirements down to what’s really important.
2. Then enforce what’s really important.

The Inspector General Program should help.

With the IG's guaranteed independence and access to their agency’s top
:management, we call report non-compliance or problems with the knowledee that
-the information is going to someone who won't just sit on the report to kgep his
boss from looking bad.

SINGLE AUDIT CONCEPT

Last,.and probably most important, I want to talk alout the single audit concept
‘that is currently being developed as a means to remedy many of the grant audit
problems and inefficiencies. Under the concept there would he a single financial and
compliance audit of a recipient, covering all the recipient’s funds.

State Auditors are the natural performers of many of the audits anticipated
under the single audit concept. They are already in place and auditing many of the
grant recipients. They are already auditing the state agencies and departments
many of the grants flow through on the way down to the political subdivisions
actually spending the money.

Needless to say—State auditors strongly support the single audit concept and
believe they should be given the first option to perform such audits.

LEGISLATION NEEDED

. The National Forum has been given an opportunity to help implement the
single audit concept.,

Federal, state, and local auditors have shown a surprising ability to work to-
gether through the Forums and have earned this opportunity.

Howeyer, it must be remembered that the Forum has no formalized clout. The
Forums don’t have the clout, but vou do.

Make the single audit concept the single audit law.

. Make the 15-year-old policy paper directing federal agencies to avoid duplica-~
tion of effort in grant auditing law rather than policy.

Yo_u’ll hu‘rt and anger only one group of people—the people who spend their
days inventing conflicting audit requirements that no one can meet. But we can
find work for them. After all, GAO says close to $200 billion in grant funds has gone
unaudited over the past five years or so. Once we free up all those creative writers
from writing audit guides, they can be put to auditing.

But to do that, we need legislation that mandates action.

State auditors ave ready to work together . . . at least the great majority are,
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But we have to stand on our record today. And our record indicates that without
your action, recommendations will remain recommendations and policy will never
become reality.

I thank the Committee for the opportunity to present these views on hehalf of
the National Association of State Auditors, Comptrollers and Treasurers.

Do you have any questions?

Mr. Brooxs. What do you believe, Mr. Antonio, are the major
actions needed to improve coordination between State and Federal
auditors? '

Mr. Axtonto. I think some of the things we have already talked
about need to be referred to again here. The existence of a single
grant information system, I think, is necessary; the single audit guide
being agreed to 1s necessary; we are going to have to have some vehicle
for cost reimbursement for the additional costs incurred at the State
level for auditing. In addition, I think we would like to see one agency
to interpret auditing standards; one agency to review quality of audit
work being done at the State and local level; one agency to contract
with non-Federal auditors; one agency which, in effect, has the mission
of effective financial and compliance auditing of grants; and, accord-
ingly, one agency head who can be removed 1if he is ineffective.

Mr. Brooxs. Are the State and local auditors willing to follow
Federal audit guidelines?

Mr. Anronto. I think that is clearly the case. I think we have some
auditors who are doing so now, but I think most are waiting to see
what kind of a structure comes out of the deliberations and the results
of things like the GAO report.

Mr. Brooxs. I have a couple of questions I would like to submit
to you for the record, if I might, Mr. Stoehr.

Mr. Stoeur. Certainly.

Mr. Brooxs. Without objection, they will be included in the record
at this point.

[Submissions to additional subcommittee questions follow:]

Question 1. How do you perceive State and Federal auditors’ roles in the single
audit concept?

Answer. State auditors would perform financial and compliance audits of
Federal grants according to Federal guidelines. Federal auditors would exercise
quality rontrol of State audit work, fnllow up on findings reported by State

auditors and perform audits for economy and efficiency as well as program
effectiveness.

Question 2. Do you believe that State laws are a problem in bringing about
improvement in grant auditing?

Answer. Generally no. Most States’ statutes give auditors very broad powers
to perform their audit function, and State auditors as a rule could legally perferm
Federal grant audits in compliance with Federal guidelines.

There may be some problem in the funding of the additional staff for Federal
grant audits. State legislatures will have to provide appropriations for such staff-
ing or establish some revolving fund mechanism to utilize reimbursements with
some cash flow provision.

_ Mr. Brooks. I want to say that the hearings have shown the need to
improve auditing of Government grant programs. The failure of the
Government to provide an eflective system for auditing the billions of
dollars involved in these programs cannot be allowed to continue.
While grantmaking agencies can certainly make improvements, they
will be unable to solve the problems alone. From what we have heard
we can conclude that the situation will not improve significantly unl ess
OMB provides the strong leadership and direction that is needed.
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The poor conditions in grant auditing exist largely because each
agency continues to audit its own grants rather than coordinating its
efforts with other agencies to obtain comprehensive single audits of the
grant recipients. Everyone generally agrees that comprehensive finan-
cial and compliance audits should be performed. However, agencies
have failed presently to effectively use available resources to obtain
them.

OMB is taking steps to see that these comprehensive audits are
made. They include policy changes and the development of standard
audit guidelines. However, more needs to be done. Some very complex
and challenging problems remain which OMB must resolve.

This subcommittee is going to closely monitor actions on these
problems. We will ask OMDB to establish milestones and target dates
for accomplishing improvements and to report back to us on their
progress.

The subcommittee, again, appreciates the fine work of the GAO in
this most complex and critical area. Their work has contributed a
great deal both to this hearing and to the eflfectiveness of auditing
within the entire Federal Government. We look forward to their con-
tinuing involvement.

I would ask unanimous consent that a statement submitted by the
Community Services Administration be made part of the record.

Without objection, it will be included in the record at this point.

[Mr. Jones’ prepared statement and submissions to additional sub-
committee questions follow ]

PREPARED STATEMENT OF FRANK N. JoNEs, GENERAL COUNSEL,
COMMUNITY SERVICES ADMINISTRATION

This statement is submitted as a compendium of the Community Services
Administration’s response tc questions poused by the subeommittee and provided
to me on July 12, 1979. It is our hope that the subcommittee will find these
highlights useful and convenient.

The Division in CSA that is responsible for the program of grant audits is the
External Audit Division, Office of Legal Affairs and General Counsel. The Division
has 23 auditors and 10 clerical staff of which 20 auditors and 9 clericals are located
in the 10 common regions. Three auditors and one clerical position are located in
headquarters, Washington, D.C.

The CSA Act requires each grantee receciving assistance to have an annual
audit. Most of these audits are done by certified public accountants who are
engaged by the individual grantee. Staff audits, special request audits, and
reviews of CPA’s work are also independently conducted by the CSA External
Audit Division.

All CPA reports are reviewed by our regional auditors to determine compliance
with the CSA audit guide. If they do not comply with the CSA audit requirements,
they are returned to the CPA for revision and/or supplemental information. The
External Audit Division maintains reimbursable cross-servicing audit agreements
with Department of Health, Education, and Welfare and the Defense Contract
Audit Agency.

The current priorities of the Division are:

(1) Reviewing independent public accountant’s reports to determine com-
pliance with our audit guide;

(2) Systematically reviewing workpapers of independent auditors;

(3) Complying with special requests from Congressional sources, program
officials, CSA’s Inspection Division, and United States Attorneys;

(4) Continuing liaison with the U.S. General Accounting Office, and

(5) Continuing maintenance of Audit Report Information System.

In fiscal year 1978, 1,790 audit reports were issued. These covered grant funds
awarded of $747,157,109.
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The Community Services Administration is on record in its support of the
single audit concept. As you know, this approach would reduce audit duplication
and undue interruption of grantee activities. More importantly, it would present
the financial health of a grantee’s operations in one report and also be the vehicle
for identifying and controlling cash transfers from one program to another. How-
ever, there are some impediments to this approach which we are prepared to
discuss in detail if you so desire.

The major portion of CSA funding is directed to private non-profit organiza-
tions which receive funds from various Federal and non~-Federal sources. However,
we feel that the single audit approach should encompass private non-prefit as well
as governmental organizations.

The Economic Opportunity Act of 1964 amended requires an annual audit of all
grants of assistance awarded by this Agency. We feel that this requirement inhibits
flexibility in managing our audit resources, and we have taken action to introduce
less restrictive language into our legislation.

1t is our opinion that audit pronouncements and recommendations from OMB
and the General Accounting Office and recommendations from the Subcommittee
on Manpower and Housing are ccntradicetory or at best confusing with regard to
who shall hire the auditor—the grant recipient or the Federal agency. Hopefully,
these hearings will clarify this point and provide for an exchange of ideas which
will lead to innovations in the grant auditing milieu.

We appreciate this opportunity to provide the Subcommittee with these high-
lights which we are prepared to amplify with additional oral and written

commentary. CSA QuesTions
UESTION

Question 1. What problems do you now have in ohtaining audits of your grant-
ees? Are audits satisfactory?

Answer. Although all of our grants provide instructions regarding the require-
ment for an audit, some grantees wait too long after the end of their p1v.,;ram year
to engage an independent auditor causing the audit report to be late. 1n addition,
some grantees who may only be funded on a one-time basis may spend all funds
and not be concerned with obtaining an audit since there is no expectation of
receiving future funds. Also, in cases where portions of a program may be dele-
gated by the grantee, the grantee may fail to require the delegate agency or
subgrantee to obtain an audit that can be consolidated with the grantee’s overall
audit.

We believe that the audits that CSA receives are generally satisfactory to meet
the needs of this Agency. This conclusion is based on the results of a Quality
Assurance Program which was introduced in fiscal year 1978. Under this program,
the External Audit Division systematically reviews the workpapers of the CPA
that performed the grantee’s audit. Also, in selected cases we will review the grant-
ee’s records which were reviewed by the CPA during his/her audit. In fiscal year
1978, we reviewed the work of 114 CPAs and found that about 97 percent of the
audits were adequate while about 3 percent were considered to be substandard.
In fiscal year 1979, we have continued this Quality Review Program and ten-
tatively we are finding similar results.

Question 2. Do you believe that the annual audit requirement of the Economic
Opportunity Act is causing duplication and unnecesssary auditing?

Answer. In some rare cases, it may cause duplication and/or unnecessary audit-
ing, but far more importantly it precludes CSA from taking a more flexible ap-
proach to auditing its grantees and also is a barrier to audit coordination with
other Federal agencies and, to some degree, state audit organizations. It is also
not in consonance with OMB Circulars A-102 and A-110 which permit auditing
of grants not less frequently than every two years.

A case of duplicative audits may arise where more than one grantee organiza-
tion delegates part of their program responsibility to the same subgrantee. At
the time each prime grantee is audited, that grantee is responsible for having its
delegate agency or subgrantee audited. If this occurs, the delegate agency may be
audited more than one time.

A more flexible approach to auditing especially small dollar grants would be
to audit a statistically prepared sample of these and project the results. From this
approach, it could be determined whether more or less audit effort should be ex-
pended on these grants in future years. Huving a statutory requirement for an
annual audit of every grant is a hindrance to this type of flexibility.

Question 3. Do you believe that the single audit concept should he applied to
all your grants, including government as well as nonproiit organizations?
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Answer. Yes. The predominance of CSA funding is made to rivate -pr
organizations; however, many of these organizatiocns receive fu%d‘s] fror%or\l/ﬁ'ligﬁg
11;1 (ilc%te;:‘%}l acﬁa% non-F:ed;:_ral souaces. These entities are generally referred to as

~fun organizations and i * opini iori ’
rpe-funde ap]ggoach. n our opinion, should be priority targets for the

uestion 4. Do you have any major concerns about i i )
ang, if so, v&g({)uld yog blll'ieﬂy state WJhat they are? e single audit approach
nswer. Yes, we do have some major concerns about the single audi ;
however, we also feel that these concerns can be overcome thr%ughulgllll'?naggg%%fc})lﬁ
from OMB to the executive agencies and through coordination among the funding
sources involved. Following is a brief explanation of some of these concerns.
_(a) There is a lack of uniformity of audit requirements in the enabling legisla-
tion for many domestic social programs. As a result, there are instances in which
the l_eglsla,plpn actually encourages duplicative audits. Examples of this are the
Special Crisis Interventlon. Program (SCIP), and the Summer Youth Recreation
Program funded by CSA in fiscal year 1977 and 1978. The SCIP program was
for a 3-month period and it required a separate audit of each 3-month program
rather than allowing these funds to be audited at the same time all of the grantee’s
brograms were being audited. The grantees had to engage CPA firms to do sep-
arate audits of these energy grants which resulted in audit duplication and un-

necessary disruption of the grantee’s operations.

The Summer Youth Recreation Program also required a separate audit of
each grant even though some of the grants were funded for less than $500.

(b) At this time, there is no central point in the Federal Government where
funding data are accumulated. Therefore, it is an arduous, if not impossible task
%hcietegméne which grantees were funded, by whom, and for what dollar amount,
P, I(le?%ail‘:nggas.t be obtained before any workable cognizant audit agreements

¢) There is a saturation of domestic programs which GAO states has r C
the $85 billion mark. All of the programs have differing legal aid riglfﬂ&%i;}
requirements. One major drawback to the single audit concept is that many of
these requirements are not available to an auditor when he;she is performing the
audit. A_nothe}' ancillary problem that will also arise in doing a single audit is that
the auditor will be forced, to a greater degree than at the present time, to rely on
broad statistical sampling techniques. This will have to be done %o ke:ap the cost
of .audltln.g within reasonable limits. This may also result in a decrease in the de-
tailed review of a grantee’s transactions.

(gi)_ At this time, no definitive cognizant assignments have been made for
auditing domestic social programs. This must be done by OMB before the single
audit concept becomes a reality. Without this firm direction, the single audit
:&r;gg&t will continue to be a coordinative nightmare among the various funding

Question 6. Do you believe that the sinele audit iti
auﬁited ha\ie bee{xd clearly defined? & approach and the entities to be

nswer. 1 would say that much has been done to define these areas but e i
needed. I think more discussion is needed on the definition of an entlij‘cl;}' I%:)? 2;-
ample, if a grantee delegates part of its program to another entity (subg&‘antee)
should the single audit cover all of the funds including those delegated to the
subgrantee? This would not ordinarily pose an unsolvable issue, h%wever if a
grantee delegates part or all of its program to as many as 140 different en’tities
91‘ subgl.'a,ntees.who may not even be located near the grantee or have the same
3g§%?éi?g period as the grantee’s, then the applicability of a single audit may be
. Another example of doubtful applicability of a single audit a roach is a case
in which CSA funds a grantee and the grantee delegatbes part of &?sp progrmfl toctr‘llig
City Bogu'd of Education whose audit cycle may be every three years. When the
grantee is audited, should the City Board of Education be audited as an entity or
il;%%lghongttll% grarclltetfa’E gundi be auditgd? The other alternative would be to wait

il the Ci oard of Iiducation is audi ¢ i
pnil the O };re B s audited, although that audit may not be due

1 believe a decision will have to be made to address the problem of auditiug
delQegatte. ageér’wl]ejs, subgrz}t)ntees, or subrecipients. °

Question 6. Do you believe non-Federal audits should follow Federal it
gg:gg}ines: What efforts should be made to make non-Federal audits follmautcfllé

nes?
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Answer. (a) Yes, if the guidelines are uniform and required to be consistently
applied.

{b) Require as a condition of the grant agreement that the uniform audit guide
shall e used before the audit will be acceptable.

Question 7. What attempts have you made to change the annual audit require-~
ment under the Economic Opportunity Act and what is their status?

Answer. On November 9, 1978, the Director of CSA (copy of letter to OMB
provired to Mr. Barnes on July 13, 1979) recommended changes to the Economic
Opportunity Act. One of the changes was to require a grantee audit ‘““not less
frequently than every two years” rather than the current requirement for an
audit of each grant annually.

A more comprehensive package on proposed legislative changes is currently
being prepared by CSA and will be transmitted for consideration in the next
authorization process involving the Community Services Administration.

Quesiton 8. What are you doing to solve the confiict in CSA versus HEW guide-
lines where an audit report is required within 180 days of the end of the project
vear and HEW’s regulation requires audit reports within 120 days of the end of
the project year?

Answer. At this point, we have not discussed this difference with DHEW
bhecause of our request to be the cognizant audit agency for CSA funded Com-
munity Action Agencies. If this request is approved and cognizance is assigned
to CSA, this is one of the areas that will need to be resolved.

Question 9. Do you believe the steps to have a single audit now heing taken by
OMB will resolve the prohlems you see in the audits of your grants? If not, what
additional steps do you believe OMB needs to take?

Answer, OMB has taken steps to issue Circulars A~73 and A-102 encouraging
cross-servicing audit agreements. However, I believe that OMB should be taking
quick, decisive action to set up audit cognizant assignments especially in cases
where it can be done without a great deal of coordination among the Federal
agencies involved.

In addition, I helieve OMB, GAQ, and the House Subcommittee on Manpower
and Housing should agree on a policy as to who shall engage the auditor to do
audits of Federally assisted programs.

The GAO Standards ( Yellow Book) state the following:

“When independent public accountants or other independent professionals are
engaged to perform work that includes inquiries into compliance with applicable
lJaws and regulations, efficiency and economy of operations, or achievement of
program results, they should be engaged by someone other than the officials
responsible for the direction of the effort being audited. This practice remc 7es the
pressures that may result if the auditor must criticize the performance o. those
who engaged him. To remove this obstacle to independence, governments should
arrange to have such auditors engaged by officials not directly involved in opera-
tions to be audited.”

Attachment P to OMB Circular A-102—audit requirements for grants to State
and local Governments says the following:

‘“State and local governments may use their own procedures to arrange for
independent audits, and to prescribe the scope of audits, provided the audits
comply with the requirements set forth below. The provisions of this attachment
do not limit the authority of Federal agencies to make audits of recipient organiza-
tions. However, if independent audits arranged for by State and local governments
meet the requirements prescribed below, all Federal agencies shall rely on them,
and any additional audit work should build upon the work already done.”

The House Subcommittee on Menpower and Ilousing stated the following in
its report on CSA, dated August 5, 1977:

“CSA should follow the Comptroller General’s audit standards and hire the
accounting firms that audit local poverty agencies * * #

In a recent discussion (June 1, 1979) with 3A0 and OMB staff, I was informed
that the GAO standards should not be interpreted to mean that the Federal
funding agency should hire the auditor to audit funds awarded to grant recipients.

Question 10. In addition to the guidelines for grant recipients, do you think it is
necessary to have comprehensive guidelines for Federal agencies to follow in
implementing the single audit? If not, why?

S
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Answer. I think there should be guidelines for Federal agencie i
implementing the single audit. However, I don’t think the gguideliietso sflfg{ﬁg lgg
so comprehensive as to limit flexibility on the part of the cognizant audit agency

The guidelines should include some instructions on (1) method of payment b3;
the funding sources, Le., will the funds for audit be included in each erant award
or will ther9 be a reimbursable arrangement among the funding solfrces to pay
for the audit costs?; (2) audit cut-off date ; since most funding sources hs.ve dif-
ferent program year ends; (3) deadline for submitting an audit report; «nd (4)
time period during which corrective action shall be completed. ’

Mr. Brooxs. In addition, I would ask unanimous consent that the
record remain open for statements and information from other

Go_vernmenﬁ agencies. We look forward to the continuation and reso-
Iution of this matter within my lifetime.

The hearing is adjourned, subject to the call of the Chajr.
[Whereupon, at 12 noon, the hearing was adjourned, to reconvene

subject to the call of the Chair.]
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APPENDIX

ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

AssocrATION OF GOVERNMENT ACCOUNTANTS,
Arlinglon, Va., September 11, 1979.
Hon. JAck BROOKS,
House of Representatives,
Washington, D.C.

Dear Mg. Brooxs: On Behalf of the members of the Association of Government
Accountants, I would like to voice our encouragement and offer our support to
you and your fellow members on the Subcommittee on Legislation and National
Security in your efforts to further intergovernmental cooperation. Your recent
subcommittee hearings on the proposed revision to OMB Circular A-102,
Attachment P, Audit Requirements for State and local Governments, and indi-
cated support of the single audit concept hopefully will encourage early promulga-
tion of this necessary regulation.

Our Association has for several years participated in efforts directed to increasing
intergovernmental cooperation. In this regard, we support the proposed revision
to Attachment P, and the single audit concept. It is in the interest of helping to
assure the realization of this concept that we suggest Attachment P be further
revised to require the partial withholding of grantee payments until all financial
management systems requirements, including that for internal audit, have been
complied with. These requirements have long been included in Circular A-102,
however due to a lack of specific financial incentive or penalty the requirements
have not been complied. with.

I would also like to record our concwrrence in the need for additional audit
resources expressed by the Inspectors General who provided testimony at the

subcommittee hearings. Several Inspectors General have indicated a need for

additional resources to meet the basic audit and investigative requirements in-
cluded in the Inspector General Act. The additional requirement for assuming

cognizant federal agency responsibilities will undoubtedly create additional audit

staff shortages.
Again, we applaud your efforts and stand ready to assist you in any way our
participation might be useful.
Sincerely,
Frank S. Saro,
National President.

County oF SaN Dirego,
OrricE oF THE AUDITOR AND CONTROLLER,
San Diego, Calif., July 16, 1979.
Congressman Jack BrooOKs,
Chatrman, House Subcommultee on Legislaiion and National Security, Rayburn
House Office Building, Washington, D.C.

Drar CowaressMaN Brooxs: It is my understanding that your Committee will
be holding hearings July 30th and 31st in Washington D.C. on the subject of the
need for legislation dealing with the fiscal administration of Federal assistance
programs, particularly with respect to reforms of Federal audit programs. Al-
though my schedule (and Proposition 13 fiseal constraints) preclude my being able
to testify personally, I appreciate this opportunity to submit written testimony.

This subject is one of long-standing concern to local government fiscal admin-
istrators throughout the nation, as well as to policy makers. Enclosed is a copy of
the latest legislative policy adopted by the San Diego County Board of Supervisors
.on this subject (attachment ‘A’).

The National Association of Counties has incorporated into its American County
Platform a statement with respect to needs for Federal grant reforms and has also
adopted a number of Resolutions addressing related subjects (attachment ‘B’).

(69)




70

The Joint Financial Management Improvement Program has recently com-
pleted a comprehensive study on the subject of Audit of Federally Assisted Pro-
grams. That study resulted in nine recommendations, some of which may require
legislation for their implementation.

The National Intergovernmental Audit Forum was established by the U.S,
Comptroller General in 1972 to review auditing problems between levels of govern-
ment. The Forum has adopted a series of Position Statements designed to address
problems and has unanimously approved all recommendations for audit improve-
ment contained in the JFMIP study.

The General Accounting Office has identified significant problems in recent
reports to Congress with respect to the fiscal administration and audit of Federal
assistance programs.

The President has issued a series of Directives to Federal agencies calling for
improvements in the administration and audit of assistance programs.

In spite of all of these identified problems and concerns, little tangible results have
occurred. It appears that Congressional action is essential if we are to see progress
in this most critical area. A number of bills which deal directly or indirectlv with the
subject are currently under consideration, including S2/HR2, 8755, S878, 5904,
and S2621. Hearings on S904 are being held on July 26th and 27th. A copy of my
testimony on that legislation is enclosed for your information (attachment ‘C’).
Also enclosed are copies of comments prepared by my office on S 755 and S 878
(attachment ‘D).

In view of this broad level of interest, it appears that legislation is both desirable
and necessary in order to get a clear statement of Congressional policy and direc-
tion. As opposed to addressing the issues as a part of other legislation (S 904) or
in a piecemeal fashion, it appears that subject is of significant importance to
warrant legislation which has the subject matter as its exclusive area of concern.

We invite your interest in this matter, and urge your favorable consideration
in pursuing legislation either through consolidation of present proposals now under
consideration, or through the development of comprehensive new legislation.

T again wish to thank you for this opportunity to provide input to your delibera-
tions. Should you desire further amplification of any of these comments, please
advise %ne. trul

ery truly yours
7 ’ GERALD J. LONERGAN,
Awudilor and Controller.
Attachments.
ATTACHMENT A

Boarp or Surervisors Poricy, County or SaN Diseo, CALIF.

Subject.—Legislative policy; Intergovernmental cooperation and coordination
of audit efforts; policv No. M-24.

Purpose—To provide for improvement in the effectiveness and efficiency of all
audits in San Diego County through better intergovernmental cooperation and
coordination.

BRackground.—Audits of programs, functions, activities and syvstems are neces-
sary tools of effective management. However, the level of materiality and the
scope of audit are necessary ingredients to ensure the cost-effectiveness of audit
efforts. It is considered necessary to recognize that it is almost not possible nor
desirable to audit every aspect of governmental endeavor every year. Time
constraints and insufficiency of resources alone preclude such an extensive effort.
More importantly, however, the performance of an audit solely on the hasis of
the expiration of a specified period of time or other arbitrary requirements without
consideration of such factors as:

(a) Magnitude of auditee (Financial, programmatic, etc.);
(b) Significant changes in organization and/or operations (both in size
and scope) ;
(¢) Complexity of fiscal relationships;
(d) Extent and nature of other auditor or previous audit findings;
(e) General attitudes of Board of Supervisors, Chief Administrative Officer
and public;
{f) Extent of public awareness of activities or ability to evaluate effective-
ness or results of operations; and
(g) Feedhack received
will eventually lead to a decrease in the effectiveness of auditing efforts and
increased costs to both the auditing agency and the auditee.
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B. Consolidating existing categorical grant-in-aid programs into general
“‘program area’’ block grants.

C. Developing new programs hased on the ‘‘block grant” concept, which re-
-quires comprehensive short and long range planning as the only criteria for grant
utilization.

D. Reducing the complexity of grant application and reporting procedures.

E. Reducing the number and/or type of ‘‘strings attached” to federal grant

rograms.
P Fg Requiring all agencies to comply with the federal government regulations
which call for simplification and standardization of grant applications, procedures
-and recovery of direct and indirect costs.

G. Improving cash flows to local units on grant and subvention programs
through wider use of letter of credit and advances: Now therefore be it

Resolved, That Congress and the Administration shall consider grant reform a
major effort and secure passage of legislation which would streamline the grants
process, reduce administrative and paperwork burdens on recipients, and provide
for an equitable and efficient grants-in-aid system. Be it further

Resolved, That the essential element of such legislation must establish an
appellate commission or body, composed of entirely local and state elected officials,
with such body having over-ride statuatory authority and the expressed purpose
of reviewing and, for cause, granting relief in cases where existing statutes and
regulations have resulted in undue delay or excessive expense in the grants-in-aid
process.

REsoruTIiOoN oN REGULATORY RErorM

(Passed by the National Association of Counties, Taxation and Finance Steering
Committee, Mar. 11, 1979)

Whereas, county governments are concerned with the growing numbers of
federal rules and regulations, and the process by which the federal government
develops such regulations; and

Whereas, federal rules and regulations are often duplicative, conflicting and
administratively costly to implement; and

Whereas, county governments helieve that such costs are inconsistent with
{edelra,l atitempts to bring more fiscal control and management on the national
evel; and

Whereas, counties have actively participated in the A—85 consultation process
and have consistently expressed their willingness to work as an equal partner in
-developing sound and efficient rules and regulations: Now therefore be it

Resolved, That Congress enact legislation to reform the regulatory process which
would streamline agency rule making and reduce the administrative costs and
burdens of federal regulations; such legislation shall provide for full consultation
of local government in the development of regulations; and he it further

Resolved, That any such legislation shall include:

Regulations impacting grants-in-aid;

Five year review of regulations, including existing rules;

FEconomic and programmatic impact analysis; and alternatives for the rules;

One centralized office for management and control in each federal agency;

Early and meaningful comment; at least 60 days review period;

Any changes to the Administrative Conference of the United States to monitor
the rule-making process should include the establishment of a state/city/county
advisory body; and

Revised agency regulations shall contain economic impact analysis.

REsorLuTiION SUPPORTING SUNSET LEGISLATION

-(Passed by Taxation and Finance Steering Committee, July 8, 1978, Atlanta, Ga.
Reaffirmed by Taxation and Finance Steering Committee on Mar. 11, 1979,
Washington, D.C.)

Whereas, the National Association of Counties American County Platform
includes language in support of frequent review of existing grant programs by the
federal government; and

Whereas, the United States Senate is considering the ‘“Program Reauthorization

-and Evaluation Act of 1978,”” which requires a 10 year review and evaluation of

most ongoing federal programs; and

Whereas, 1t is the opinion of the National Association of Counties Taxation and

‘Finance Steering Committee that major programs should be reviewed on a more
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frequent basis than 10 years and would recommend at least a five year review of

certain programs: Now, therefore be it

Resolved, That the Taxation and Finance Steering Committee go on record in.

support the concept of Sunset, and urges that certain programs be reviewed on a
more frequent basis than 10 years, and would recommend that Congress consider
a five year review of such programs.

Arracament C

CounTy oF SAN Dikgo,
Orrict orF THE AUDITOR AND CONTROLLER,
San Diego, Calif., July 16, 1979.
Re Senate bill 904.
Senator JaMEs R. SASSER,

Chairman, Senate Commitiee on Intergovernmenial Relalions,
Washington, D.C.

DEeAr SeENATOR SassEr: Although I will be unable to be present to provide oral
testimony during the July 26th and 27th hearings on S. 904, the opportunity to
submit written testimony is sincerely appreciated.

Of particular interest and concern to those of us on the “firing line”’ in local
government are the provisions of this legislation calling for grant reforms. This
aspect of the bill was no doubt prompted by the growing concerns at all levels of
government with the lack of effectiveness of the present patchwork system of
grant fiscal controls.

A series of Presidential Directives calling for grant reforms by Federal agencies
have been issued over the past two years. The recently issued Joint Financial
Management Improvement Program Report on Audit of Federally Assisted
Programs, which was two years in the making, clearly identifies the problems and
provides a series of recommendations for corrective actions.

I have had the distinction of serving as a charter member of the National Inter-
governmental Audit Forum, established by the U.S. Comptroller General in 1972.
The Forum has adopted a number of Position Statements dealing with improving
the effectiveness of auditing and has recently taken action to unanimously support
all nine of the JEMIP recommendations contained in its recent report.

Recent reports by the General Accounting Office further articulate the need for
reforms at the Federal level to improve grant fiscal management and auditing

rocesses.
P The National Association of Counties has for years called for Federal grant
reforms as a part of its American County Platform and also through a series of
Resolutions.

The San Diego County Board of Supervisors had adopted a formal policy
(attachment ‘A’), which addresses their concerns.

In addition to Senate Bill 904, there are currently five other items of legislation
now before the Congress (S2/HR2, S755, S878, and S2621), all of which deal
either directly or indirectly with the basic concerns involving Federal/local rela-
tionships. Congressman Jack Brooks has scheduled hearings on the need for legis-
lation addressing Federal audit reforms and fiscal administration of Federal

assistance programs. A copy of my written testimony to be submitted during

these hearings is enclosed (attachment ‘B’).

This outpouring of expressed interest and recognition of problems perceived
at all levels of government warrants action by Congress. The efforts of Federal
administrative agencies to address and implement corrective actions have heen
less than successful. A strong legislative policy and directions by Congress is both
necessary and timely if we are to obtain tangible results. Because of its national
importance, we would urge that the Title IIT of S 904 be the subject of legislative
action applicable to all Federal assistance programs, irrespective of the size or
governmental level of the grant recipients.

To cite just one example ¢f the problems we are forced to contend with daily

as a result of the existing uncoordinated Federal approach to audits, there are-

now over 100 separate Federal audit guides which prescribe different and often
times conflicting accounting and reporting requirements on grant recipients. Even
in a large and sophisticated organization as ours, we find it difficult (and frequently

impossible) to fully comply with all requirements. Surely, those smaller units of -

government must be experiencing chaos. The unnecessary costs involved in main-
taining and auditing the myriad of accounting records involved must be staggering. .
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; times. we see the ensts to reconstruet records after the fact to satisfy audit
3;&?31‘1(??;2101%5 far exceed the actual dollar amounts of the audit disallowances at
1ss%%e costes of accounting for and auditing many piecemeal programs abso_rbs
an abnormally high proportion of the costs of many prpgrams——wmh no tangible
benefits accruing to the stated purpose of the program itself. )

At the request of Senator Danforth, we have previously prepared an analysis
of the specific provisions of S 904. A copy of that earlier analysis is also attached
for your consideration (attachment ‘C). o ) it

Once again, I wish to express my appreciation for the opportunity to submi
testimony on this important legislation, and I urge its early adoption.

ery truly yours
Ve vy ’ GErALD J. LONERGAN,

Auditor and Controller.
Attachments.

Sax Dizgo County AUDITOR AND CONTROLLER COMMENTS ON 8. 755

A. This bill exempts “interpretative rules”, line 8, page 7 and page 26, line 12
from the provisionspof this bill. Interpretive rules, although not defined within
the context of this bill, could have significant impact upon the actions of local
government. Interpretative rulings represent attempts to resolve contrm{ers%f1
relative to specific legislative provisions. Controversy is usually not generate
unless differing interpretations of legislation would result in material often fiscal,
effects upon the parties aﬂ:‘ected}.1 Progosed %nt{e:}‘pretaltlve rules should be subject
‘ same provisions as the other administrative rules. ) i
to ]gh %a;??,qme 18, the definition of ‘“major rule” could be clearer 1f‘};he;,followmg
paragraphs (A), (B), and (C) were linked together with the word “or” e.g. (A)
O 3 . C . ) i
o éB)Pglge( 9? line 22, this section states that “‘an Agency may cgnsw]er a series of
closelv related rules as one rule for the purposes of this section™. Such a proviso
could also allow an Agency to consider each rule _separately and the‘r‘efm:e e;iie}npt
the rule from the “major rule”’ category. The Bill’s propedurc for “major’”’ rules
differs in scope from that used for other rules. The section should he changed tq
read “An Agency should consider a series of closely related rules as one rule for
he purposes of this section.” . )
¢ D]. nge 19, lines 5 thru 24. Rules selected for periodic review, other thar% rules
having $100,000,000 impact on the economy, 1s left up to the Agencies discr etlor}.
Agencies should be provided definitive guidelines for qstabh_shmg which rules are
Yo be reviewed and be required to review all rules falling within those guidelines.

E. Page 21, lines 7 thru 9, Including “the cost and nature of any prpblems'
encountered by the Agency in obtaining compliance with the rule, policy, or
practice’” may not be Indicative of the real cost of obtaining compliance. Local
government and industry are often charged with insuring compliance and must
develop elahorate monitoring systems to insure compliance e.g. Affirmative Ac-
tion. This section could be changed to read ‘‘the cost and nature of any problems
encountered by the Agency and other parties in obtaining compliance with the
rule, policy, or practice.

San Dieco CouNTY ATDITOR AND CONTROLLER COMMENTS ON S. 878

A. Uniform accounting requirements appear to be addressed in Title 111, See-
tion 7 (pages 25 and 26, lines 20 thru 24 and 1 thru 3 respectively). However
this section states that Federal Agencies shall adopt and adhere to uniform pro-
visions with respect to inconsistent requirements relating to financial adrplpls-
tration, including accounting. There is no mention as to the type of inconsisten-
cies referred to. One would suspect that the uniform accounting procedures to be
adhered to are in respect to inconsistencies between Federal Agencies but not
between Federal Agencies and local governments. While this section prescribes
adherence to uniform provisions, the subsequent page 29, lines 15 thru 25, places
responsibility for prescribing accounting records for integrated grant funding on
any Federal Agency administering an integrated management fund. This seems
somewhat inconsistent with a uniform accounting approach and needs to be
clarified. . . ) .

B. While uniform accounting requirements are mentioned in Title IIT as dis-
cussed above, such requirements are not specifically addressed in the preceding
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sections of the bill e.g. Title VII, Section 703(A), page 4 and Title II, Chapter
10, paragraph 1003 (Page 12, line 2). In these sections the President designates
.an Agency responsible for overall financial and administrative requirements and
provides for consolidation plans which will “specify in detail the terms and con-
ditions under which the Federal Assistance Programs included in the plan shall
be administered, such as matching, apportionment, financial management. . . .”.
You must assume from reading these sections that auditing and accounting would
be addressed as “financial management’’. It would be clearer to have included
auditing and accounting as specific terms in these two titles and sections.

C. It is impossible to tell from reading this bill what provisions are expected
in the manner of uniform accounting requirement. Generally grant funds are
provided for specific purposes and accounting categories are generated in response
to these purposes. For instance, a cost category such as planning or land acquisi-
tion is restrictive in a system using traditional line item budgeting e.g. salaries
and wages, services and supplies. Also each grant requires separate accountability
for its expenditures. Thus a real problem exists to integrate separate grant account-
ability with fund accountability required by local governments.

The only real solution is a prolification of funds for each grant, a practice dis-
couraged by State Controller administrative codes. The end result of the need
for separate grant accountability and local governments requirements for stevr-
ardship of revenues through funds is duplicative accounting records often main-
tained on a manual basis or through cost accounting systems lacking appropriate
budgetary controls. All this is compounded by the fact that grant accounting
periods frequently differ from the local governments fiscal year.

Hopefully, consolidation plaas and uniform accounting provisions addressed in
this bill will address these concerns as well as concerns between Federal Agencies.

D. Title V, Section 203 (page 38) provides the type of flexibility that local
government needs. It is a very good approach. Often responses of contracting
cdepartments to suggested changes have indicated that specific units within a
department are held acecountable for specific programs by administering agencies.
This section will defuse those arguments and strengthen departmental authority
over programs.

THE STATE oF WASHINGTON,
QrricE or STATE AUDITOR,
Olympia, Wash., July 23, 1979.
Hon. Jack Brooxs,
Chairman, House Committee on Government Operations, Subcommittee on Legislation
and National Security, Rayburn O fice Building, Washington, D.C.

Drar ConcressMAN Brooxs: I concur with the findings and recommenda~
tions of GAO Report FCMSD-79-37, dated June 15, 1979. The conclusion that
Federal laws, policies and agency practices aimed at providing single, coordinated
audit coverage for grants need overhauling is well foundecd. The audit function of
this state has for some time been one which endorses and practices the single
audit concept. However, our efforts are frequently defeated by the multitude of
audit guidelines and report requirements prescribed by Federal agencies. It is
understandable that certain compliance features may differ from grant to grant
since it is frequently the compliance aspect of a grant which carries the intent of
the legislature. 1 can accept this, hut it is difficult at this level of government to
understand the imposed variations concerning financial reporting requirements.
A standard financial report for any grant, for any purpose, should satisfy the
grantor agency’s financial reporting requirements. In no case should the financial
reporting requirement require more detailed information than that required by the
manager of an activity at the local level.

If the single audit concept is to work the federal government must recognize
state statutory requirements and allow for audits on a basis consistent with them.
For example, Washington law provi-les for certain local entities to be audited on
a three year basis (as a matter of actual practice most audits are conducted more
frequently). Audits conducted on this basis review all financial transactions for
that period regardless of the funding source he it federal, state or local. Any grant
of federal funds during the three year period would thus be accounted for in the
audit report. Federal agencies do not recognize this procedure and frequently
require audits of grants on a special time frame not consistent with the three year
period. This obviously creates scheduling and timing problems which reflect in
inefficient use of audit resources.
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Because Federal agencies have not accepted the concepts and provisions of

—102, we are faced with wide variations in grant management and the attendant.
audit requirements. At a minimum we are currently faced with 33 different and
diverse agency audit regulations. I urge you to direct your efforts toward promul-
gation of the single audit concept and the reduction to the bare minimum of the
multiplicity of reporting requirements and formats.

Yery truly yours,
RoserT V. GrAmAM,
State Auditor,

NATIONAL ASSOCIATION OF STATE AUDITORS,
CoMPTROLLERS AND TREASURERS,
Nushville, Tenn., September 11, 1979.
Hon. Jack Brooxs,
Chairman, House Government Operations Commitice,
Rayburn House Office Building, W ashington, D.C.

Drar ConeressmaN Brooxs: The National Association of State Auditors,
Comptrollers and Treasurers (NASACT) at its annual meeting in Baltimore,,
Maryland on August 8, 1979 adopted Resolution No. 10 relative to certain audit
reports of the General Accounting Office and the Joint Financial Management
Improvement Program. A copy of that resolution is enclosed for your conveniecnce..

It is my understanding that meetings have been held by yourself, as Chairman
of the House Government Operations Committee. Senator James Sasser, who is
Chairman of the Subcommittee on Intergovernmental Relations of the Senate
Government Affairs Committee, has also held hearings relative to the same
subject.

State fiscal officials consider this to be a matter of great importance to the
management of both the federal and state governments. There is legislation in
the Senate in the form of S. 878 and S. 904 which, if passed, will adcdress many
of the problems set out in current audit reports of the General Accounting Office
relative to grant management and will implement some of the recommen:lations
of the JFMIP report entitled, “Report on the Auwdits of Federally Assisted
Programs: A New Emphasis’.

Our association will appreciate any effort on your part to implement action in
this area.

Very truly yours,
W. R. S~xonarass,
President.
Enclosure.

NATIONAL ASSOCIATION OF STATE Auprrors, COMPTROLLERS AND TREASURERS
RESOLUTION NO. 10

Whereas, the General Accounting Office, in a series of audits and evaluations of
the management of federally assisted programs, has determined that these pro-
grams are not being adequately audited or evaluated by the various federal
departments and funding agencies; and

Whereas, the federal management circulars on grant management, accounting,
and auditing have been poorly implemented and ineffectively enforced; and

Whereas, state governments have expanded and improved their audit capa-
bilities to a professional level equal to or excecding those of federal agencies; and

Whereas, state governments have provided for audits of state departments;
agencies, and institutions, including those functions of state government that are
financed in part or wholly with federal funds; and

Whereas, it is economical and efficient to perform single audits on multifunded
governmental entities, and for these single audits to be performed by those state
auditors having the broadest authority, and for audits to be of entities and not of
grants or contracts; and

Whereas, the National Intergovernmental Audit Forum, and the principals of
the Federal Joint Financial Management Improvement Program, with the assist-
ance and cooperation of the State Auditor Coordinating Committee, have com-
pleted a study entitled, “Audit of Federally Assisted Programs: A New Emphasis”’
which makes positive findings and recommendations about the auditing of federally
assisted programs; and
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Whereas, implementing the recommendations in this report will achieve benefits
thaf: would accrue from a greater federal reliance on audits performed by state
audit organizations both through eliminating duplication of audit effort and
through increasing obligation of both federal and state audit resources; and

Whereas., federal administrative agencies have failed to implement legislation
and executive management policies which direct the encouragement of and reliance
on state audit efforts; and

\\{h_ereas,_state audit organizations audit federal programs and have difficulty
Eeec?évmg reimbursement sufficient to support an audit operation: Now, therefore,

1
. Resolved, That the National Association of State Auditors, Comptrollers and
Treasurers supports the findings in the report entitled ‘“‘Audit of Federally As-
sisted Programs: A New Emphasis’’ by the Joint, Financial Management Improve-
nment Program, and encourages the principals of the Joint Financial Management
Improv_enmnt Program to proceed immediately with implementing the recom-
mendations of the report. Be it further °

Resolved, That the appropriate committees of the Congress of the United States
be requested to hold hearings on the report from the Joint Financial Management
Improvement Program and on the recently released General Accounting Office
reports, so that legislation may be considered that will provide for more effective
accounting for and auditing of federally assisted programs executed by state and
local governments.

This the 8th day of August 1979, at its Annual Convention assembled in Balti-
more, Maryland.

Adopted: August 8, 1979.

Approved: August 8, 1979.

Wirtiam R. BSNODGRESS,
Presudent,
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