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LETTER OF TRANSMITTAL 

HOUSE OF REPRESENTATIVES, 

WaJShington, D.O., November 1,1979. 
Hon. THOMAS P. O'NEILL, Jr., 

Speaker of the House of Representatives, 
Wr&hington, D.O. 

DEAR MR. SPEAKER,: By direction of the Committee on Government 
Operations, I submit herewith the committee's sixth report to the 96th 

Congress. 1~he committee's report is based on a study made by its 
Legislation "and National Security Subcommittee. 

JACK BROOKS, Ohairman. 
(III) 



CONTENTS 

I. Summary - - - - -------------------- ----------------------------II. Findings ______________________________________________ -------

III. Recommendations--- -------- -- -- ---- -- -- -- ---------- -- ---- --
IV Introduction-------------- -- -- -- -- -- -- -- -- ---- -- ------ -- -- ----. A. Historical interest in effective auditing ___________________ _ 

B. Ineffectiveness of grant auditing _________________________ _ 
V. Discussion-___ ------ -- -- -- ---- -- ---- -- -- -- -- ---- -- -- -- ---- ----A. New approach in grant auditing _________________________ _ 

B. OMB policies and leadership ____________________________ _ 
O. Use of audit resources ___________ . ______ · ________________ _ 

VI. Oonclusion- ---------- ------------ ---------------------------
(v) 

•. ..... 
, < 

~, -. . 

l'age 

1 
3 
4 
5 
5 
6 
8 
8 

11 
16 
18 

Calendar No. 318 
96TH, CONGRESS } HOUSE OF REPRESENTATIVES { HEPORT 

ls't Session ; No. 96-580 

FAILURE TO PROVIDE EFFECTIVE AUDlfTS OF 
FEDERAL GRANTS 

. . 
NOVEMBER 1, 1979.-Committed to the Committee of the Wlaole House on the 

State of the Union and .ordered to be printed 

Mr. BROOKS, from the Committee on Government Opelrations, 
submitted the following , 

SIXTH REPORT 

BASED ON A STUDY BY THE LEGISLATION AND NATIONAL SECURITY SUBCOMMITTEE 

On October 30, 1979, the -Committee on Government Operations 
approved and adopted a report entitled "F'ailure To Provide Effective 
Audits of Federal Grants." The chairman was directed to transmit a 
copy to the Speaker of the House. 

I. SUMMARY 

This report is a result of a study by the Subcommittee on Legisla
tion and National Security on the effectiveness of auditing Govern
ment assistance programs. The report is based on hearings 1 conducted 

. by the subcommittee and a review 2 performed by the General Account
ing Office. The hearings included witnesses representing the General 
Account,ing Office (GAO); Office of l.rl:anagement and Budget 
(OMB) ; Department of Labor; Department of Health, Education, 
and Welfare; Environmental Protection Agency ; National State 
Auditors Association; ,and National Association of State Auditors, 
Comptrollers and Treasurers. 
. ,The l?resent system of auditing Federal grants is not effective in 
preventmg unauthorized expendItures and the loss of funds. In.a 
review of.73 grant recipients, GAO found that 80 percent of their 
Federal funds' were not audited at all by Federal agencies. When 

. , ]. Subcommittee hearings on "F.ailiueTo Provide Effective Audits of Federal Grants," 
,hereinafter referred to as hearings. 

!l GAO report entiled, "Gran~, Auditing: A :Maze of Inconsistency, Gaps, and Duplication 
That Needs Overhauling." .. 

(1) 
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audits were performed, they often provided only partial insio-ht into 
whether grant funds were properly spent. In addition, audits often 
were so narrowly focus~d t~lat auditors could not be sure whose funds 
or fl:ssets they :wer~ revle,,:"mg: And many recipients were repeatedly 
audIted, resultmg In duplIcatIOn of effort with little or no benefit to 
the Government. :rhe subcommittee found thfl:t l?roblems in grant auditing exist 
largely. because eac.h agency audIts Its own grants rather than coordi
natmg Its efforts Wlt~ other agencies to obtain comprehensive financial 
!l~d complIance. audIt~ of th~ grant recipients. Oonditions are ag
E>Iavate~ by the. InCO~sIstency III Federal laws and agency regulations, 
along WIth ~he meffiCIent use and possible shortage of audit resources. 

The hearmg~ d~monstrated. conclusive~y that a new approach is 
needed to obta:m. smg:le, coordmated audIts of grant recipients on a 
~overnme~lt-wlde basIs. Such a system would determine for all fund
lllg agenCIes wh~ther Federal funds are properly safeguarded and 
spe~t for authorlz~d pUI1)oses. Fe~eral. agencies would be expected 
to Iely on the au?i~ and no~ duphcate ItS work, but. agencies could 
perform such .~ddltlOna~ audIt procedures as might be needed to sup
plem~nt the smgle a~dIt. "Witnesses generally agreed that this ap
proach should be ~ppl.led to all grant recipients-nonprofit as well as 
government orgalllzatlons. 

Al~di~ requirements in Federal laws and regulations are sometimes 
COl~ct~ng and reduce the productivity of audits and hinder audit co
ordmatIOIl. Grants are audited again and ao-ain reo-ardless of the dol
lar fl:n:ount of the graI~t .or its size ~n comparlsonE> with other grants 
adl'D:Illlstered by the r.eclplent. AgenCIes are prevented from combining 
auch~ eff.orts by reqUIrements that audits or audit reports be done at 
cert.a1n tImes. 

Tl~ere are n:any complex ~nd chaHenging problems to solve before 
the smgle audIt can be fully Implemented. Grant-making .ao-encies can
not solve these prob~ems alone. The success of this appro:Cih will de
pend OI~. firm dIrectIo~ by OMB to develop the overall policies and 
meChalllS'lTIS nooded to llnp[e~ent it. To ma~e improvements promptly, 
OMB noods to-work closely WLth the executIve ao-encies and draw upon 
the .agency staff for help with the detailed wo;k involved . 'r.here was unanimous agreement among the Federal officials who 
testIfie~ t?-~t OMB S1ho~d designate Federal agencies that will have 
respon~:tbIhty for the sll1g~e audit at selected grant recipients. This 
appe~IS to be the most feaSIble course of action at tliis time instead of 
crelatl1~g a separate Fed~ralauditagency to carry out these audits. 
~]\fB has supported thIS .approach, which is known as audit cog
lllzance, and Intends to deSIgnate Federal agencies for both nonprofit 
and governmental grant recipients. 

A sta.ndaI:d audit guide-instructions for performing and reporting 
on ~udlts-I~ neede~ to o~tain single audits ona government-wide 
baSIS. OMB .IS workiJ?-g WIth the Federal agencies and the GAO to 
~evelop a gUIde !or tJIns purpose. The difficult task is to develop specific 
Items to determIJ?-e Whether the grant recipient has spent its Federal 
funds for authOrIzed purposes. These compliance factors willI to 
be ~cceptable to grant.-making agencies an-d therefore will hav~a;~ be 
worked out carefully In close cooperation with the agencies. 
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Oentralized informa.tion is needed on multifunded recipients and 
the funds they receive" in order for OMB to assign audit cognizance on 
a systematic and equitable basis, and for insuring that all funds are 
audited. OMBplans to identify the major grant recipients in tJhe 
lllaj or programs providing Federal aid to State and local governments. 
However,OMB noods to make a firm commitment of resources, calling 
upon the .agencies to provide the staffing it needs, to develop a central
jzed information system identifying both nonprofit and government 
organizaliions receiving grants. It should show who funds them and-
how much they received. . 

To fill the huge gaps in audit coverage, OMB and executive agen
cies should make maximum use of non-Federal.audit 'Work. A problem, 
however, is that in many cases non-Federal audits, which the grant 
recipient is required to obtain with grant funds, are not being made, 
or are not properly tailored to satisfy Federal needs. Oontrols. are 
needed to insure that these audits are made when required and that 
they follow Federal audit guidelines. 

GAO recommended at the hearings that payments for audits not 
meeting Federal guidelines be withheld. The National State Auditors 
Association agreed to this sanction, but OMB believed such a policy 
may be too harsh at this time. However, it agreed to the need for 
UJgencies to impose sanctions requiring non-Federal audits to satisfy 
Federal needs. The OOlmnittee believes such a policy is needed now 
so that better use can be made of existing resources to determine if 
Federal money is spent properly. 

Witnesses before the Subcommittee said the principal reason for 
the lack of auditing js the shortage of Federal audit resources. While 
the single audit and better use 'Of non-Federal audit work will signifi
cantly improve the resource situation, it may not solve the total prob
lem. Overall, there is a need to determine whether there is adequate 
st.aff within the Federal audit organizations, including th08et of the 
Inspector General offices, to carry out the single audit concept withoot 
reducing other essential work. 

II. FINDINGS 

1. Auditing of Federal grants is haphazard and ineffective. Most 
of the organizations receiving grants are not audited at all by Federal 
agencies. Other g-rant recipients are audited repeatedly with little or 
no benefit to the Government because the audits do not include inquiry 
into many matters about which the Government is eoncerned. Also, 
the audit focus is usually too narrow to be effective. 

2. 'Vhen it has a grantee's records audited, a Federal agency usually 
audits only its own grants without coordtinating its audit needs with 
those of other agencies. When the auditors find practices that have a 
detrimental effect on the grant or grants they are auditing, they dlo 
not determine how.those practices affect other grants. 

3. Agencies cannot combine audit efforts oecause of inflexible re
quirements for 'audits or audit reports at certain times. 

(a) Federal laws and agency regulations are sometimes con
flicting, which reduces the prod'Uctivity of audits and hinders 
audit coordination. . 
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(b) Mandated audit requirements result in grants being audited 
repeatedly, regardless of the dollar amount. 

4. The Office of Management and Budget policy guidance on grant 
auditing has, not been effective. In addition, OMB has not taken a 
strong enough role in establishing the mechanisms and structure to 
eliminate the poor conditions that exist. . 

5. The lack of standard audit guidelines has posed a major problem 
in coordinating the aud!i.ts of grant recipients. Federal agencies have 
over 80 different audit guides containing a variety of audit steps, mak
ing coordination very difficult. 

6. Agencies lack the means and information needed to coordinate 
audit efforts. There is no systematic way of assigning audit responsi
bility to Federal agencies and identifying multifundedt recipients and 
the source of their funding. Under the current approach, agencies are 
encouraged to work out audit arrangements on their own without 
knowing who funds or audits which grant recipients. 

1. A major reason for gaps in audit coverage is the inefficient use 
of audit resources. The current approach of agencies auditing only 
their own grants creates duplication and requires many auditors to 
plan, perform, and report on audits of large multifundedgrant recipi
ents. A single, coordinated audit of the grant recip[ent could eliminate 
duplication and require fewer auditors. In addition, non-Federal au
dits, which are required by OMB and paid for with grant funds, are 
often not ooing made or not tailored to satisfy Federal needs. 

8. Gaps ~n audit coverage may also be caused by the lack of aqequate 
Federal audit resources. Agencies' officials have stated that the. reason 
they do not oversee non-Federal audits or make audits themselves is 
because of the shortage of staff and funds. 

III. RECOMMENDATIONS 

1. The Director of the Office of Management and Budget should 
establish policy guidance and mechanisms to implement single, coor
dinated financial·and compliance audits of grant recipients on a gov
~rnment-wide basis. These should, as a minimum, include the follow
mg: 

(a) Written policies for Federal agencies, state and locu,l gov
ernments, and nonprofit grant recipients, which proV!i.de consi&ient 
and coordinated guidance to insure that fhe audits are made when 
needed and are uniformly instituted. 

(b) A logical system to designa~ Fed/eral agencies for audit 
cognizance over selected governmental ana. nonprofit organizations 
receiving Federal assistance. Such desip;nations should be reas
sessed p€-riodically, at least once every three years. Each agency 
would be responsible for insuring appropriate financial and- com
pliance audit coverage of the recipients under' its cognizance. 

(0) A standard guide for auditing multi funded grant recipi
ents, including carefully worked out compliance tests acceptable 
to grant-making agencies. 

(d) A requirement that non-Federal audits must follow Federal 
audit guidelines as one of the conditions for payment of Federal 
funds. 

" .... 

{ 
" 

! 
! 

1
1t:,1 

! 

, ~v 

! {, 5 

( e) A centralized information system on multi funded grant 
recipients, covering both governmental and nonprofit organiza
tion~, that identifies who they are and what Federal funds they 
receIve. 

2. The Director of the Office of :Management and Budget should 
require each agency to establish a system for marimizing the 'USe of 
non-Federal audits of the grant recipients under its cognizance. The 
system should provide for: 

a means of knowing when audits required under OMB Oirculars 
A-I02.and A-II0 are made or should be scheduled ; 

controls to insure that the required audits compJy with the 
single audit and other acceptable Federal audit requirements; 

procedures to evaluate non-Federal audit work ·and to insure 
that the grant recipient is properly audited; and 

A liaison with non-Federal audit staffs to minimize the amount 
of audit work required. 

3. The Director of the Office of Management and Budget should 
provide for prompt implementation of the single audit concept by 
working closely with the Federal agencies and by augmenting his 
staff with agency staff to accomplish the task. 

4. The Director of the Office of Management and Budget should 
determine whether there is adequate staff within the Federal audit 
organizations, including those of the Inspector General Offices, to 
carry nut the new single audit approach withnut reducing other es
sential work. He should advise the Committee on Government Opera
tions of the Inspector General Staffing needs for each agency nn later 
than March 31, 1980. 

5. The Director of the Office of Management and Budget should 
take steps to remove the inconsistencies in Federal laws and regula
tions that hinder audit coordination. He should advise the a.ppropriate 
Committees in Congress of changes needed in existing laws no later 
than March 31, 1980. 

IV. INTRODUCTION 

A. HISTORICAL INTEREST IN EFFECTIVE AUDITING 

The need for effective auditing in the Federal Government depart
ments and agencies has long been recognized by the Committee on 
GoVeTIllilent Operations. In 1950, this committee's predecessor, the 
Committee 'On Expenditures jn the Executive Departments, reported 
the Budget and Accounting Procedures Aot (31 U.S.C. 67). This act 
provides a compJete framework for bringing the budgeting, account
ing, and auditing procedures of the Federal Government up to date. 
Among other provisions, this act requires the head of each Govern
ment department and agency to establish and maintain a system of 
acCounting and inteTIlal controls over all funds, property, and other 
assets for which it is responsible. All departments and agencies 9,re 
required by the act to estahlish internal auditing operations. 

The Congress continues to recognize the need for effective auditing. 
The 95th Congress passed the Inspector General Aot of 1978, reported 
by the Committee on Government Operations, which created Offices of 
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Inspectors General in 12 Federal departments and agencies. The 
Offices of the Inspectors General are responsible for (1) conducting 
and supervising audits and investigations of department and agency 
programs and operation; (2) providing leadership and recommend
ing policies to promote economy, efficiency, and effectiveness in the 
administration of Government. programs and operation; (3) prevent. 
ing and detecting fraud and abuse in such programs and operations; 
and (4) keeping the head of the establishment and the Congress fully 
and currently informed about problems and deficiencies relating to 
the administration of such programs and the necessity for and pro&"ress 
of corrective action. Offices of Inspectors General had already bee·n 
creat.ed by legislation in th.e Department of Health, Education, and 
Welfare and the Department of Energy. Fiscal year 1980 planned 
resources in the statutory Offices of Inspectors General include over 
5,000 positions at a cost of $200 million. 

The Subcommittee on Legislation and N atjonal Security held hear
ings on the e~ectiv~ness of the Army Audit Agency on July 27, 1977, 
and the cOIIlIIllttee ISSued a report, November 3, 1977. A hearing on the 
Air Force Audit Agency and the Naval Audit Service was held Febru
ary 7, 1978, and a report was issued on October 2, 1979. Headngs on 
the failure of GoveJI'1lment departments and agencies to follow up and 
resolye audit findings were held on Ma!"~h 21 and 22, 1979, and a report 
was Issued on June 18, 1979. In addItIon, the subcommittee has re
quested the GAO to review the Offices of Inspectors General of the 
Departments of t~e .Air Force, Army, Navy including the Marines, and 
the Defense LOgIstIcs Agency. These Teviews are to be completed by 
t.he end of 1979. 

B. INEFFECTIVENESS OF GRANT AUDITIN'G 

Pursuant to the Budgeting and Accounting Act of 1950 (31 U.S.C. 
67) ~~e General Accounting Office recently performed a review of grant 
audltmg at 'all levels of the government. It was conducted to determine 
how the G?vernme~t is providing for au~it~ of Federal·assistance pro
grams, which have mcreased from $6.7 bIllIon in 1959 to an estimated 
$85 billion in 1979. 

Its review. covered the audit experience of 73 government and non
profit orgamzations that were grant recipients during the fiscal years 
1974 throug-l?- 1977. It also encompassed six Stare audit offices and the 
Federal audIt and grants management 'headquart.ers of the followinO' 
Federal agencies: ACTION; Community Services Administratio~ 
(CSA) ; Environmental Protection Agency (EPA); Department of 
Ag-rlculture; Department of Health, Education and Welfare 
(HEW) ; Department of Housing and Urban Devel~pment· Depart-
ment of Labor; and Department of Transportation. ' 

GAO also did limited work at the Departments of Commerce and 
InterIOr, and at the VeteTans' Administration. . 

G1\O found that aud!ting of Federal grants is so haphazard and in
effectIve that unauthorIzed expenditures and the loss of funds cannot 
be prevented.3 ~fost of the 73 grant recipients GAO reviewed were not 

Th
3 GAO report entitled "Grant Auditing: A Maze of InconSistency Gaps and Duplication 
at Needs OverhaUling," Pp. 7-16. ' , 
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audited at all or received audits that provided only partial or no in
sight into whether Federal funds were properly spent. About 80 per
cent of the recipients' Federal funds were not audited at all by Federal 
2~gencies. For example, 1 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 $52 million of the public's funds given to one grantee was prop
erly spent; yet in another agency grants as small as $170 were audited. 

In other cases, GAO noted that recipients had been audited re
peatedly by one or more agencies. The result was dun1ication of 
audits-a nuisance to the recipient with little or no benefit to the Gov
ernment. For example, one Indiana city was subjected to more than 
700 audits in five years; yet altogether the audits still did not cover 
all the grant funds. 

By concentrating on individual g~rants, rather thMl the total grant 
funds received by a recipient, GAO reported that the audit focus is 
000 narrow to be effective. Auditors cannot be sure whose flmds or 
assets they are reviewing. liVhen auditors find practices that badly 
affect one grant, they do not determine how such practices affect other 
grants, even those of larger amounts. 
~fany of the problems in gI'ant auditing are not new. Federal, State 

and local officials have known about them for years. GAO attributes 
the lack of effective efforts to improve grant auditing to a number of 
different, yet closely related facturs. The major factors cited we:-e: 

Inflexib:i.Uty and inconsistency in grant audit laws and agency 
regulationg; 

The uncoordinated Federal approach to grant auditing that 
allows each J!"ederal agency to issue guidelines and conduct spP.c
ific grant audits to meet its own needs without coordinating the 
work with other agencies; 

The failure of the Gover.nment to see that its grantees make or 
have audits made that satisfy Fe:deralneeds; and 

The poor use and possible shortage of audit resources. 
In a separate study, the four agencies which make up the Joint 

Financial ~fanagement Improvement Program (JF~fIP)-GAO, 
O:M:B, Treasury, and the Office of Personnel Management-established 
a special task force to make an indeuendent study 4 to determine how 
Federal, State,and local audit organizations could work together more 
effectively. Although this study had a different scope than GAO's re
view, many of its findings and recommendations were similar. 

As part of its oversight responsibility, the Subcommittee on Legisla
tion and National Security held hearings on July 30 and 31, 1979, on 
the need for improvements in the area of auditing goveI~nmentassist- . 
ance programs. Elmer B. Staats, Comptroller General of the United 
States, discussed the finding'S of the GAO report, and John Patrick 
White, Deputy Director of the Office of M:anagement and Budget, dis
cussed the efforts of his office to improve auditing of government 
assistance program. Testimony dealing with depulrtment and agency 
problems in grant auditing' and their effOlts or suggestions to solve 
these problems was proyjded by Thomas D. Morris, Inspector General 

4 A JFMIP report entitled "Report on Audits of FedeI'nlly Assisted Programs: A New 
Emphasis." 
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of the Department of HeaJ.th, Education, and Welfare; lVIarjorie Fine 
Knowles, Inspector General of the Department of Labor' William 
Drayton, Jr .. , Assistant Admini.strator of Planning and Ma:nagement 
for the EnVJ.ronmental ProtectIOll Agency; Eldon Stoehr President 
of the National State Auditors Association ; James F. Antonio Mis
ROU~~ State Auditor, representing the N ationaJ. Association of' State 
AUctItO:I.'S, Comptrollers and Treasurers. 

V. DISCUSSION 

A. NEW APPROACH IN GRANT AUDITING 

~h~ proble~s ~ss~ci.ated with grant auditing begin when grant 
reCIpI~nts ~eceI~e lll~hvIdual grants from numerous Federal and State 
agenCIes WIth dIfferlllg audit requirements. Poor results are obtained 
wh~n e~ch agency ~ontinues to audit its own grants rather than coordi
natlllO' Its efforts WIth other agencies. 
,Un~er the current approach, a Federal agency usually concerns itself 

WIth Its own grants, although these grants may make up only a small 
part of a g,rant recipient's ?perations. When the Federal agency per
forms or lures another audItor to perform an audit, usually only one 
grant out of a number that the recipient may have is audited even 
thOl~gh the recipie:r:t's other grants may be much larger. Wh~n tl~e 
audItOl:S find practI~es t~at badly affect the grant ,they are auditing, 
they stIll do not <;>rdlllal'lly 4e~ermine how these practices may affect 
the. other grants of the r~ClpIent. The othe:r; grants ~ay never be 
audIted 'at all, To make thmgs worse, an audIt usually lllcludes some 
t~sts of the grantee's procedures for handling all of its cash receipts and 
dIsbursements, such. as c?I?puting and allocating payroll costs. If 
another Federal audItor VISIts the same grantee he might well examine 
some ?f these same procedures again. ' 

Tlus approach to grant auditing ~astes time and money. In its re
port, GAO noted that the Government can lose millions of dollars 
thr01~gh .gaps in audit coverage: Unnecessary costs can also result from 
duplIcatIOn of effort and repeated audits of grants too small to warrant 
more than an occasional audit. In addition, the audit focus is often too 
narrow to be effective in preventing unauthorized expenditures and 
the loss of public funds. 

The hearing~ ~emonstrated conclusive!y that a new approach m"Q.st be 
taken f?r auaI~lJ?-g grants-:-one that wI~1 effectiv,ely use existing re
~ources I!l obtallllllg finanCIal and complIance audIts on a grant recip
Ient baSIS rather than on a grant-by-grant basis. Such an audit 
u,pproach w.a~ commonly .referred to as the single audit concept. The 
concept envls~ons one audIt t~at woulc~ cover all grants at an entity. It 
would determme for all fundmg agenCIes whether the system at such an 
entity provided reasonable assurance that Federal funds were prop
erly safeguarded and spent for authorized purposes. Witnesses gen
e::-ally agr~ed that Fede~al a~encies. should be expected to rely on the 
~lllgle audIt an~ :r:ot duph~ate its work. However, it was recognized that, 
lt, after examllllllg the smgle audIt, the Federal agency determined 
that that audit was poorly performed or did not include audit steps 
necessary to the agency's needs, the agency should perform or have 
performed such additional audit procedures as might be needed. 
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Testimony by both Federal and State official~ fully s~pported the 
single audit concept. It was similarly supported III resolutlOllsad<?pted 
by the National Association of State Budget Officers and the NatIOnal 
Conference of State Legislators. The concept also has been strongly 
endorsed by the JFMIP study mentioned earlier. . 

The Committee believes the single audit concept should be. ap}?hed 
to all grant recipients, nonprofit as well as govern!llent orgamzatIOns. 
A similar position was reflected in testimony submItted by the Depart
ment of Health, Education, and \Yelfare, the Departme~t of La~or, 
the Environmental Protection Agency and the Commumty SerVIces 
Administration .. With respect to this issue, Frank N. Jones, C~A's 
Assistant Director for Legal Affairs and General Counsel, submItted 
the following statement for the hearings: 

The predominance of CSA. funding js made to priv~te ~on-
Profit oro'anizations' however, many of these orgamzatwns 

• b , • 
receIve funds from varIOUS Federal and non -Federal sources. 
These entities are generally referred to as l11luti-funded or
ganizations and in our opinion, should be priority targets for 
the single audit approach . 

EP A did make an exception in the case of its construction grants. 
However the Committee believes even this program should be covered 
by sino'ld coordinated audits of the grant recipients. As one of its 
recoml~eI~dations, GAO also proposed that the single audit approach 
be applied, w'henever possible, to all gTant recipients. 
. The Oommittee believes that an audit cognizant approadh-where 

a· single agency would ha,ve audit responsibHity for selected multi
funded grant recipients-· appears to be the most feasible course of 
action for implementing single audits at this time, This also was the 
unanimous position of the Federal officials who testified. Furthermore, 
Federal agency responses to the Committee on the GAO report gen
erally agreed with this approach. 

Audit cognizance has already been used on a limited basis. When 
t.estifying in support of this concept, Inspector GenerallVIorris stated 
that HE~T's audit cognizance has demonstrated that it works well. 
I-rElY is the primary Federal source of lmiversity contracts aJ.ld 
grants. Because of this, the HE1Y Audit Agency was selected by OMB 
to be the single agency responsible for all Federal audit services of 
about 94 percent of the nation's 2,500 colleges and universities. 

The alternate approach of having a separate Federal audit agency 
responsible :for audits of grant recipients was also raised during the 
hearings. This idea has been discussed by Federal and non-Federal 
officials for years. The JFl\1IP re;port recommended that OMB deteJr,
mine the feasibility of establishing such an agency. However, the 
Oommittee's position is that it would be unwise at this time to -establish 
such an agency since the audit cog'nizance approach appears to be the 
best way to use existing resources. It should therefore be given a chance 
to work before studying alternatives. 

The Oommittee has several reasons for believing that a separate 
audit agency is not the best solution for improving auditing of Gov
ernment grants. First, there is a question as to whether the separate 
audit agency could be effective. The question arises because a separate 
agency's audits may not have the same weight as the audits of a: cog-

h 
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niza,nt agency designated by OJ\1:B, representing the President. An
other advantage of the cognizant agency approach, pointed out by 
Comptroller General Staats, is that tihe agency having a predominant 
interest in a particular prograllU can be selected as the cognizant agen
cy. Therefore, the audit responsibility could be placed where there 
probably is the most interest and need. In addition, there should be a 
close working relationship between the auditing and the Inspector 
General functions. This relationship would be difficult to maintain 
with a separate auditing agency. 

OMB subscribed to this opinion in testimony before the Subcom
mittee. Deputy Director White stated: 

It seems to us the critical involvement here has to be the 
agencies. "'Vith the implementation of the Inspector General 
Act, we think they need to have a strong role in all this. As I 
indicUited in my openiI!,g 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 departments off the hook and is 
not the way we would like to see it done. 

The Committee believes that the estUiblishment by statute of Offices 
of Inspectors General, in fourteen depaDbments and agencies, will 
enhance and strengthen Federal grant auditing. The Inspectors Gen
eral will play an important role in seeing that appropriate audit cover
age is provided to eliminate waste, fraud, and er1'Or ill grant programs. 
The President has directed It/hat the significant features of the Inspec
tOil' Genellal Act be extended tJlroughout the Federal government. 
In so CLoing, the President emphasized to the heads of departments 
that "eliminating waste, fraud, and errQr should be as important to 
you as your program objectives." 
Inflewible audit requirements 

Congress, OMB, and tJhe individual agencies have imposed audit 
requiTemellts whkh are conflicting 'and therefore reduce the prQduc
tivity of audits and hinder audit coordination. Congress requires 
certain grant 'pI1ograrns to be audited periodically, at intervals ranging 
from one to tJhree years. OMB Circulars A-102 and A-110 require 
certain grant recipients to secure audits rut least once every two years. 
Some agencies have imposed tight requirements regarding when audit 
of its gl'ants should be made, while other agencies have not. 

The Subcommittee fOlmd that mandwted audit requirements resulted 
in grants being audited ,repeatedly regardless of the dollar amount 
of the grant or its size in comparison with otiller grants administered 
by the ~recipient. Often, the audits were repeated even tihough previous 
audit findings were minimal and diminished in significance with each 
additional Uludit. 

Audit Tequirements imposed on individual grant progTams have also 
pushed agencies to focus on g.rants rather than on recipientS', and 
have made cooperative arrangements between :Bunding agencies more 
difficult. For example, one city was subjected to at least 13 audits 
of its Federal funds over 4: years-6 of the 13 audits were mandated 
for one ,program repTesentingonly 3 to 8 percent or the city's Federal 
funds. 
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Two agencies affected by mandatory .~equirem,ents are CSA and 
HE'V. CSA. is requirecl by the Commuruty SerylCes A~t of 1974: to 
make or have made, an audit of each Commumty ActIOn Prog.ram 
O'rant at least once annually. This has resulh:~d in unproductive aud]t
ing. For example, .reci'Pient~ receiving, as l!ttle as $170 a year were 
audited, resultmg m excesSIve :costs WIth h~tle or n? benetfit. G4-0 
reviewed 525 ·audit reports on 131 CommUlllty SerVIces grant rec~p
ienrl:s and found no dollar findingS' for Ulbout ,half of th~ aud~ts. 
Furthermore, eSA could not ooordinate auditS' of its Com~ul1lty 
Action OTants with HEW's Head Start grants because of aTibItrary 
agency ~ules. CSA requires audit re~orts within ,189 days of the end 
of the project year and HE'V reqUIres them wlJtllln 120 ~ays. The 
Su!bcommittee believes HE'V and CSA should resolve tIllS matter 
at the earliest possible time. . . . 

CSA has recognized the problem caused by the annual audit reqmre
ment and initiated action to correct it. In reference to a letter to OMB, 
Frank N. Jones, Assista.nt Director for Legal Affairs and General 
Counsel at CSA, stated for the record: 

The Economic Opportunity Act o~ 1964: amended requir~s 
an annual audit of all grants ~f assIstu;nc~ u;warde~ ~~ th.IS 
Agency. 'Ve feel that this reqUIrement mlllbits flex~bIhty. m 
manao'inO' our audit resources, and we have taken actIOn to m
trodu~e l~ss restrictive language into our legislation. 

J\1andating audit r~quirements which, conflict with O~1:B gui~ance 
and hinder coordinatIOn should be aVOIded. The CommIttee beheves 
that restrictive audit requirements shoul~ be remove~. OJ\1:B ~nd 
agen,cies should take steps. to schedu~e audIts and esta:bhsh.reportmg 
reqUIrements so that coordmated audIts can be performed WIth reason-
able frequency. . 

B. OJ\ffi POr,ICIES AND LEADERSHIP 

The problems in grant auditing are neither new nor easily solved. 
J\1:any Federal state, and local officials have known about them for 
years, and wOl;ld like to see impr?vement i~l the system. But the Com
mittee has found that grant-makmg agencles cannot solve these prob
lems alone. Nor can these agencies solve the probl~n~s by working: alone 
with state and local O'overnments and other recilnents. In testImony 
before the Suhcommittee,Inspector General J\1:orris of HE'V described 
the current situation as the result of an incredibly complex set of man
agerial, technical, and organizational problems. He stated: 

In O'eneral we believe that HE'~T and other federal agen
cies h~ve bee~l conscientiously trying to carry out their indi
viduUll audit responsibility within legal and resource 
restraints. No single federal audit agency alone can do much 
more to change the overall situation .... 

OMB has issued various circulars with the primary objective of 
coordinatino' audits. The circulars have instructed agencies to: 

workbout cross-servicing arrangements where one agency aud~ts 
for another, and rely on othe.r Federal and non-Federal audIts 
whenever possible (Circular A -73) ; 

.•. \ 
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select one agency to audit universities and certain other recipi
ents' overheadeosts (Circular A-110) ; and 

have one audit of a multifunded grant recipient as part of a 
joint grant application (Circular A-ll1). 

The Subcommittee found that the O~£B circulars have not been 
effective. The substantial evidence of the GAO and JFMIP reports, 
along with testimony before the Subcommittee by both Fedeml and: 
state officials, confirms this point. For example, GAO cited in its re
port that a multifunded Indiana city was subjected to over 700 audits 
in a five-year period. GAO a:lso reported that cross-servicing and audit 
cognizance are seldom used, and that Federal agencies seldom know 
about audits made by other Federal or non-Federal auditors. The cir
culars also do not provide the overall direction or leadership that is 
now needed to institute the single audit approach. This fact was 
brought out by witnesses for both the Federal and non-Federal sec
tors. Generally, the Oommittee notes that the Government has failed 
to establish firm requirements and develop the mechanisms to see that 
audit needs are combined. 

The hearings demonstrated conclusively that OMB needs to playa 
stronger role before the complex grant auditing issues will be resolved. 
Among other things, the OMB needs to develop new instructions for 
it.s circulars to obtain single, coordinated audits on a government-wide 
basis. In testimony before the Subcommittee, OMB stated that it has 
recently taken action to change its circular A-102, "Uniform Require
ments for Grants to State and Local Governments". The revision is an 
atta.chmen~ to implement the single audit. It se~s !orth stren.gthened 
audIt reqUIrements for governmental grant reCIpIents, and mcorpo
rates standard audit guidelines by reference. 

The Committee believes this is a move in the right direction, but 
more is needed. Additional instructions should be developed covering 
Federal agencies and other grant recipients as well. This must be 
done so that agencies and all recipients will know what is expected. 
Ho:wever, this is still not enough. More importantly, the Committee 
belIeves OMB must take the lead to fully define the single audit ap
proach and develop the mechanisms needed to implement it. 

The hearings demonstrated that this approach will have to be 
worked out very carefully to satisfy agency requirements. 1iVitnesses 
for ~E1iV, EPA, and Labor all expressed their concerns with respect 
to tIns point. Labor's Inspector General ~£ajorie F. Knowles, stated: 

It is my objective to support fully the goal of developing 
the system and procedures needed to impleinent the compre
henSIve government-wide audit of grant recipients.·Rowever, 
I want to express my concern that the legitimate audit needs 
of Federal agencies must not be overlooked as a result of this 
process. 

Specific concerns associated with the need for clear definitions were 
raised by several witnesses. These concerns included, among others, the 
need for: 

specific identification of the grant recipients or organizational 
entities that must be audited; 

directions for Federal agencies to follow to insure that audits 
are made when needed and the single audit is uniformly instituted; 
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specific audit procedures in the area of compliance, that is, 
what items would determine whether the recipient is complying 
with grant requirements; 

mechanisms for reimbursing Federal and non-Federal auditors 
for the work performed; 

definin~ the reporting provisions, including the format for the 
single aud.it report; and 

defining responsibility for followup and resolution of audit 
findings and recommendations. 

OMB recognizes the need for strong, responsible management. In 
testimony before the Subcommittee, Deputy Director 1Vhite stated: 

Grant programs are carried out by practically every depart
ment and major agency in the Federal government and 
affect virtually every segment of our society. V\Tith so much 
of the tax dollar being spent by non-Federal organizations, 
the need for accountability and audit becomes critical. 

Referring to the problems in grant auditing, he also stated: 
To correct the situation, we are prepared to : require a single 

audit of the grantee which is acceptable to all funding 
sources; develop a uniform audit guide; and assign agencies 
the responsibility to monitor the system. 

President Cartel' has' called on the heads of departments and agen
cies to improve their audit systems, particularly as they relate to 
grant programs. To carry out the President's directions, OMB 
launched the Financial Priorities Program on May 9, 1979. The pur
pose of the program is to resolve the major management issues facing 
Government today. A priority issue that bears directly on the subject 
is grant accountability. In testimony before the Subcommittee, Deputy 
Director 1Vhite stated: . 

The program will be fully integrated with our regular 
budget review process. In testimony before this Committee in 
lVIarch, the Director pledged to "put the entire resources of 
O~fB behind this effort." 

It is ililportant for O~£B to make significant improvements in grant 
aduiting in the near future. The Committee believes that OMB's 
resources may be too limited to do this because of the magnitude of 
t.he work invohred. Therefore, it encourages O~£B to draw upon agency 
staff for help, especially with regard to accomplishing the detail work 
that must be done. During the hearings, Deputy Director White 
agreed to provide the Subcommittee with it time schedule on accom
plishing the work. 
Standard audit guideline8 

There are no standard audit guidelines-instructions for performing 
and reporting on audits-that agencies can use to obtain single audits 
011 'a goverrunent-wide basis. This has posed 'a major problem. In its 
report, GAO stJated that Federal 'agencies have developed oyer 80 
different audit guides, making coordination very difficult.5 Most of 

5 GAO report entitled "Grant Auditing: A Maze of Inconsistency, Gaps, and Duplications 
That Needs Overhauling," p. 20. 
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the guides are grant oriented instead of rec.ipient 'Oriented, ,and contain 
. a variety 'Of audit steps and divergent 'audit reporting formats. This 
means that Federal 'agencies may need to develop new guidelines when
ever they combine audit needs, !and that State and local :auditors ,and 
independent pU'blic :accountants must learn new rules for every type 
OIf O"rant -elley audit. 

S'peaking before the Subcommittee with regard to the number of 
different 'audit guides, Mr. James F. AntoniO', represoo.ting the Na.
tional Association of State Auditors, ComptroUers, and Treasurers 
stated: 

They all take different approaches, not just in format, but 
in the IMllountof infO'rmation they,ask fo['. That makes man
dated adoption of a single 'audit guide a big part of the answer 
to the problem we face. 

The lack 'Of a stand'ard guide also does not pro~de tJhe necessary 
instruction to grant recipients to assure that non-Federal1auditssatisfy 
Fedel'lal needs. In the :absence of 'any guidelines, GAO round that rrO'n
Federal auditors often repoct 'Only limited information of Federal 
grants received by the gvantee. For example, some 'audit reports did 
not identify Federal monieJS 'by grant number, grant program, indi
vidual grant amount, OIl' by 'Other information that would make the 
audit report O'f more use to Federal gl'ant mrun'agers. 

GAO, in 'cooperation with O:M:B ruld the IntergovermnentJal Audit 
Forms 6 have devel'Oped an 'audit guide-Guidelines for Financial and 
Compliance Audits of Federally Assisted Programs-for comp['ehen
sive fill'anci'al and compliance audits OIf multifunded recipients. The 
Oommittee lemlle-d that OMB 'has :adopted it 'as the single 'audit guide, 
has sent it to the Federal grant-llralring 'agencies for comnleJ.lt ,and is 
now putting it into final form for use as the standard 'audit guide. 
O~IB is also working with the Federal agencies on tIns project. An 
important objective is the development of specific items in the 'area of 
compliance to determine whether the grant recipient has spent its 
Federal funds for 'auth'Orized purposes. In testimony, Deputy Director 
"White stated: 

Perhaps the moot important step we have taken is the de
velopment-with the help of the General Accounting Office 
and the F~1eral age~cies-of a single a~dit guide. 9ur pro
posed reVISIOn to CIrcular A-192 , "Ulllform ReqUlrements 
fo~ G!~ants to ~~ate 'and Local Governments," will implement 
tIllS smgle ·audllo concept ,and sets forth stl"elIlgthened require
ments for grant recipients. 

He ,also stated: 

In '~dditio~, w~ are now ,~orking w~th the grant-making 
agenCIes to ldentIfy the maJor comphance features that a 
sta~dard. 'audi~ should test, an~ w,e hope to publish these in 
conJunction WIth the final puhlIcatIon of the revised circulars. 

The Committee realizes that developing a standard rnide acceptable 
to 'all funding agencies will be difficult but believes it must be done. 

6 The Intergovernmental Audit Forums were organized at the suggestion of GAO with 
membership of Federal, State, and local aUditors . .l'here is it National Forum and 10 re~onal 
Forums . 
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Witnesses for HEW, EPA, and Labor all expressed 'a similar concern 
about whether the cO'mpliance requirements included in such a guide 
would satisfy their needs. If the silandard audit guide is to be effootive, 
the Committee believes that the 'compliance footors will have to be 
worked out care-fully with full participation by the grant-making 
agencies themselves. 
M eatnS for coordinating audits 

There is no systematic way of assigning audit responsibility to cog
nizant agencies and identifying multifunded recipients and the source 
of their funding. l1he Committee found that, under the current ap
proach, agencies are encouraged to work out arrangements on their 
o:wn without knowing who funds or audits which grant recipients. 
Some agencies have tJheir own systems for identifying their own funds, 
but the systems do nO't provide the information necessary to effectively 
coordinate single audits with other agencies. ' 

The hearings demonstrated that the success of the audit cognizance 
approach will depend largely on firm directives by OMB to designate 
cognizant agencies and lidentify the multifunded grant recipients, in
cluding who funds them and how much they receive. Witnesses from 
both the Federal and non-Federal sectors emphasized that without 
such central direction cognizant arrangements will, be unworkable and 
the single audit concept will be a cOl,')rdinative lnghtmare. It is im
practical to expect the numerous grant-malcing agencies to coordinate 
among themselves in selecting the agency that would have audit cog
nizance over grant recipients. OMB must assign audit responsibility 
on sO'me systematic and equitable basis that may take into considera
tion such things as the amount 'Of funding and available resources to 
carry out the workload. In addition, assignments should be reassessed 
on a periodic basis, at least once every 3 years, to allow for adjustments 
from changes in grant flillding and audit pri'Orities. 

Information is needed on multifunded recipients and the flillds they 
receive. SUcJh informatiO'n would have to be centralized to be effec
tively and efficiently used. Otherwise, each agency would have to con
tact all other agencies to accumulate the information. This would be 
impractical and d\lplicative. , 

The information on Federal funding also is needed by Federal and 
non-Federal auditors to insure that all funds are audited. Tills is illus
trated in a statement for the hearings by James Antonio, the State 
Auditor of Missouri, who represented the National Association of 
State A.uditors, CO'mptroliers, and Treasurers: 

There have been times when we've been well into our audit 
work and discovered by chance tJhere was a Federal grant 
being used by a county. They hadn't told us a;bout it. They 
thought that because they got the money direct from Wash
ington' they didn't need to tell us about it or show us the 
books they kept. No matter that we aske,d them about their 
Federa;l grants. 

OMB intends to start by designating cognizant agencies for govern
mental and n'Onprofit organizatIOns. In testimony before the Subcom
mittee, Deputy Director vVhite stated: 

---~----
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We are taking this a step at a 6me. 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 grIm tees. Therefore, our general a,pproach 
will be to amend Circular A-110 which has to do with univer
sities and then go on and assign, we think, probably cognizant 
oversight in terms of various classes of groups other than 
the State ,and local governments. We think thaJt will follow 
shortly after we get this in place. 

OMB's commitment to developing information on Federal funding 
of grant recipients is nQt as firm. It realizes there is a difficurt problem. 
As a first step, it hopes to identify the major gl'lant recipients in major 
programs providing Federal ,aid to State and local governments. By 
using existing agency systems, OMB hopes to pull this information 
together in some central way. 

The Committee believes OMB must take stronger measures with a 
firm commitment of resources to develop a centralized information sys
tem. This problem is not new. GAO pointed out the need for;a nation
wide grant informa,tion system in an earlier report issued in September 
1977. What is needed now is 'a firm commitment. OMB should call upon 
the agencies to provide the staffing it needs and should fully utilize 
existing information systems. The information should be comprehen
sive, coverin~ both governmental and nonprofit organizations, to pro
vide for full Implementation of the single audit. 

C. USE OF AUDIT RESOUROES 

The principal reason that witnesses before the Subcommittee ga,ve 
for agencies. not auditing grants or reviewino' audits made by n011-
Federal audItors was a shortage of resources. TIley generally acknowl
edged that coverage by their own auditors alIld by non-Federal auditors 
is llliadequaet. But they claimed that their limited audit staffs and funds 
prevented them from doing much about it. 

'l'~l~ lack of any auditing a~ all is the most senious problem in grant 
audItmg. The GAO report dIsclosed that 80 percent of the recipients' 
Federal funds sampled were not audited by or on behalf of ;the Federal 
agencies, meaning that unauthorized expenditures land the loss of pub
lic funds cannot be prevented. It therefore becomes a major concern of 
t.he Subcommittee. 

Implementation of single, coordinated audits on a government-wide 
basis should significantly improve the resource situation. It will elimi
nate wasteful duplication and require fewer !auditors to plan perform 
and report on 'audits of large, multifunded grant recipients. At th~ 
same time, it would provide a better look at the grantee's overall per
formance. In addiition, if non-Federal audits are better tailored to sat-

. , . .. .... ; .' j,sfy the single audit requirement, it will reduce the amount of work for 
Federal auditors. However, resource needs wEI ultimately depend on 
how the single 'audit concept is implemented. 
.. :OMB has required grant recipients to obtain audits at least once 
eve:ry tW? ye~rs since 1972. In July 1976 !Ulld September 1977, OYB 
changed ItsCIrcula,rs A-IIO and A-I02 to make these audits more use
ful. The changes re.quire grant recipients to have organizrution-wide, 
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financial and complia!llce audits. The audits ·are paid for with grant 
funds and performed by non-Federal auditors, including Sta,te and 
local auditors and independe~t public accountants. :Vedera} agencies 
are instructed to use these audIts to the greatest extent pOSSIble but to 
do any additional work tll'at is required to satisfy Federal needs. . 

The Committee found that in. many cases these non-Fedel'lal audits 
are either not made or are poorly used, yet they provide an immense 
audit resource. Testimony demonstrated that ·agencies do not have sys
tems to tell then whether the audits have bee.n made. There is also a lack 
of instructions l3J.1d controls to assure that the audits satisfy Federal 
audLt requirements. This is a widespread problem-in the GAO report, 
audit directors of the major grant-making agencies were quoted as 
stating that they have no controls to insure th3Jt grantees obtain audits 
to satisfy Federal needs. 

OJ\1:B should makema,ximum use of the audits required by its A-110 
and A-I02 Circulars. The Committee's view is that these audits could 
be performed when required and tailored to largely satisfy the single 
audit requirement if instructions and controls were established to do so. 
To satisfy the single audit requirement, it is particularly important 
that Federal guidelines 'are followed in performing these audits. TIllS 
would be the best way to use existing resources to significantly improve 
grant audit coverage. 

With respect to implementing single audits, this position was accept
able to the National State Auditors Association. In testimony before 
the Subcommittee, Eldon Stoehr, President of the Associa,tion stated: 

We wholeheartedly agree with and support the concept of 
single audits of organizations as opposed to individual grants 
and contracts. ,several States have advocated this for years, 
and many of them have made those positions known in Fed
eral circles. 

He also stated: 
We also support and agree with sanctions for non-perform

ance by State auditors. Nonpayment is fine with us in these 
circumstances where it is warralIlted, but, in my opinion, there. 
will be very few occasions that will require that action once 
State auditors have consistent and clear standards to perform 
by. 

OMB has recently proposed a .revision to its Circular A-I02 as a 
step to tailor non-Federal audits to satisfy the single audit. It estab
lishes ,audit requirements for State an.d local governments receiving 
Federal assistance. The objective in establishing the proposed lrequire
ments is to insure that (1), g.rantees' audits are made on an organiza
tion-wide basis, rather than on a grant-by-grant basis, ·and (2) such 
audit~ meet standards that will be acceptable to all Federal grantor 
agenCIes . 

The Committee believes the proposed change in Circular A-102 is 
a step in the right direction. But OMB should continue its efforts by 
developing an overa.I1, coordinated structure for obtaining single au
dits, including instructions for Federal agencies as well as nonprofit 
grant recipients, so that the maximum use can be made of the audit 
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work by Federal, State, and local auditors as wen as public 
accOUJIltants. 

It is essential to fill audit gaps by making maximum use of existing 
Iresources. Therefore, it is the Committee's view that the government 
should not pay for audits unless they follow Federal guidelines to 
determine whether Federal funds were spent properly. 

The hearings demonstrated the willingness of non-Federal auditors 
to assume some initiative and responsibility in bringing about the 
needed improvements in grant auditing. The Committee believes that 
Federal agencies should make the maximtlm UJSe of suoh cooperative 
efforts to fill the audit gaps and provide for the single and coordinated 
audit of grant recipients. 

While the single audit concept will improve the -resource situations, 
it may not solve the total problem. llhe Committee is concerned about 
the adequacy of Federal audit resources, a matter which has become 
even more important with the passage of the Inspector General Act 
of 1978. In prior reports, GAO has stated that some Foderal audit 
staffs are too small. GAO also recently issued a ,report to the Congress 7 

which said the problem is hampering the efforts of two Offices of In
spector General and will create problems in many of the other In
spector General offices. 

OMB is questioning the adequacy of the Inspector General offices 
for carrying out their functions. In testimony before the Subcom
mittee, Deputy Director White stated: 

We are now reexaminipg the staffs of .all the Inspectors 
General. We will be doing tliat in the 1981 budget review proc
ess as well. It is a priorIty ·for us in the budget process this 
year. 

The Committee ficl.'mly supports adequate staffing and funding for 
Federal audit orgrunizations, including those within the Office of 
Inspectors General. The audit functions and the new Inspectors Gen
eral Offices stand to save billions of dollal~ for the taxpayers. OMB 
should determine the appropriateness of the Federal agencies' audit 
staffs and provide this information to the Federal agencies and to 
this Committee. 

VI .. CONCLUSIONS 

The hearings of the Subcommittee have shown conclusively the need 
to improve auditing of Government grant programs. The Government 
does not have an effective system for auditing the billions of dollars 
included in these programs. Changes to improve the situation present 
very complex and challenging problems which will require a new 
approach to how the Federal agencies audit grants. 

The Committee believes the poor conditions 7"1 grant auditing exist 
largely because each agency continues to audit its own grants rather 
than coordinating its efforts with other agencies to obtain compre
hensive single audits of the grant recipients. Conditions are aggravated 
by the-inconsistency of Federal laws and agency regulations along 
with the inefficient use and possible shortage of audit resources. 

7 "Federal Civilian Audit Organizations Have Often Been Unsuccessful in Obtaining 
Additional Staff," FGMSD 79-43, .Tuly 27, 1979. -
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Whi~e grant-making agencies can certainly make improvements, 
they WIn be unable to solve the problems alone. The hearino-s demon
strat~d that the situation wi~l not improv:e significantly unless O:MB 
prOVIdes the strong leaderslnp and dIrectIon that is needed. 

.OMB needs ~o develop the p'olicies and structure to accomplish coor
dmated finanCIal and complIance a~dits on a grant recipient basis 
rather than on a .grant-by-~rant baSIS. SU,ch audits should be accept
able to all fundmg agenCIes, whose audItors and program officials 
woul~ be expected to rely on them and only do what additional audit 
work IS nece~sary. Although O~~B isyreparing a change to its policies 
and dev~10J?lllg a ,s~andard audIt gUIde, it still needs to make further 
c~langes III ~ts polICIes and develop new instructions for Federal agen
c~es. More ~lllport~ntly, OMB must take the lead to eliminate incon
SIstent audIt requ,Irements ,which hamper coordination. It must also 
fully define the slllgle audIt approach, and develop the mechanisms 
need,ed to iml~lement it. A structure needs to be developed that places 
maXllllUlll r~lIance on n~m-Federal auditors to perform the audits. It 
shou1d provIde for the rIght of Federal auditors to perform additional 
work as needed and to judge the quality of the outside audits. OMB 
also needs t? assign audit res1?onsibility to cognizant Federal agencies 
and d~ter~llme 'yhethe.r there IS adequate staff within the Federal audit 
orgamzatIOn,s, lllcludlllg t!lOSe of the ,Inspectors General Offices, to 
carry out tIns approac~l WIthout reduclllg other essential work. 

,The lI~OSt controverSIal cha~ge needed in OMB policy guidance js a 
stIpulatIOn, t~lat ~ede~'al agenCIes not pay for audits that do not follow 
Feder,al audIt gUIdelInes, Comptroller General Staats identified this 
as anllllportant change. He believes it is needed to insure that Fede-ral 
guidelines are followed so t,hat it can be determined that Federalmoncy 
was spent properly. He pOlllted out that many non-Federal audits the 
Governm~nt pays for are of little use to Fedel'al agencies because they 
do ~lOt satIsfy Federal audit requirements. OMB's position is that this 
actIO~ may be too harsh ~t this til~l~. But it recognizes the need for 
agenCIes to use some sanctIOns reqmrmg non-Federal audits to satisfy 
Federal needs. 

The Committee agrees with GAO on this issue and fully supports t.he 
re~ommended cha~ge. ~t is an economical and practical way to deal 
WIth the present SItuatIOn of scarce resources. It would increase the 
l~keliho?d that non-Federal audits would follow the standard guide
lIne~ bemg deyelol?e~ to implement single audits. This would make 
auchts of graI~t reCIpI~nts more useful and. less expensive. 

The Comnuttee belIeves that OMB needs to take prompt action to 
turn the currently disorganized situation into an effective and loo'ical 
system for performing grant audits. To accomplish this, the Confmit
tee believes o~rn needs to work closely with the Federal ao-encies and 
draw from agency staffs to complete the detailed work th~t has to be 
done. 
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