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I /-OBJECTIVES OF GOVERVMENTAL ACCOUNTING 
J 

Good a f t e r n o o n  l a d i e s  a n d  g e n t l e m e n ,  i t  i s  a p l easu re  

t o  b e  h e r e  w i t h  y o u  t o d a y  t o  d i s c u s s  g o v e r n m e n t a l  a c c o u n t i n g - -  
I 

a s u b j e c t  t h a t  i s  much o n  my mind t h e s e  d a y s  a s  I am s u r e  i t  

i s  o n  y o u r s .  

T h e r e  h a s  p e r h a p s  n e v e r  b e e n  a t ime i n  o u r  h i s t o r y  i n  

w h i c h  so many people h a v e  b e e n  c o n c e r n e d  a b o u t  how o u r  v a r i o u s  

l e v e l s  of Governmen t  k e e p  t h e i r  b o o k s I  d o  t h e i r  f i n a n c i a l  

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

h a v e  b e e n  spawned b y  a number o f  e v e n t s  t h a t  I am s u r e  you  

a r e  a l l  f a m i l i a r  w i t h .  The  c r i s i s  i n  N e w  Y o r k  C i t y ' s  f i n a n c i a l  
I 
! 

s i t u a t i o n  i n  r e c e n t  y e a r s  h a s  b e e n  d i r e c t l y  r e l a t e d  t o  t h e  

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

D i s t r i c t  o f  Co lumbia  w a n t e d  t o  borrow i t s  own m o n e y - - i n s t e a d  

o f  b o r r o w i n g  from t h e  U.S. T r e a s u r y  a s  i t  h a d  h i s t o r i c a l l y  

done--we i n  t h e  G e n e r a l  A c c o u n t i n g  O f f i c e  ( G A O )  a n d  a major 

a c c o u n t i n g  f i r m  a g r e e d  t h a t  i t s  a c c o u n t i n g  s y s t e m  was  so 

poor t h a t  t h e  c i t y ' s  f i n a n c i a l  s t a t e m e n t s  c o u l d  n o t  b e  

a u u i t e d .  A major r e d e s i g n  o f  t h a t  s y s t e m  i s  n o w  i n  p r o g r e s s .  

There have  been  problems i n  other c i t i e s  a s  well. P r o b l e m s  . 
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w h i c h  a t  l e a s t  i n  p a r t  have  b e e n  a t t r i b u t e d  t o  p o o r  a c c o u n t i n g .  

I n f l a t i o n  h a s  had  i t s  e f f e c t  upon g o v e r n m e n t a l  a c c o u n t i n g  

too. The r i s e  i n  t a x e s  t h a t  h a s  r e s u l t e d  f r o m  t h e  i n f l a t i o n  

we have  b e e n  e x p e r i e n c i n g  i s  of c o n c e r n  t o  a l l  r e s p o n s i b l e  

Government o f f i c i a l s .  Moreover, t h e  s p e c t r e  of " P r o p o s i t i o n  13" 

and " b a l a n c e  b u d g e t  amendments" h a n g s  o v e r  t h e  w h o l e  c o u n t r y  

and i s  of c o n c e r n  t o  l e g i s l a t o r s  and  Government o f f i c i a l s  

e v e r y w h e r e .  From o u r  v a n t a g e  p o i n t ,  t h i s  c o n c e r n  seems t o  

have  h e i g h t e n e d  t h e  i n t e r e s t  of most e v e r y o n e  a b o u t  how 

g o v e r n m e n t s  s e t  p r i o r i t i e s  f o r  s p e n d i n g  t h e  money t h e y  c o l l e c t  

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

Z i n a n c i a l  r e p o r t i n g  a s  w e l l  a s  b u d g e t i n g .  

CRITICISMS FREQUENTLY JUSTIFIED 

We, i n  Government ,  m u s t  acknowledge  t h a t  many o f  t h e  

c r i t i c i sms  of g o v e r n m e n t a l  f i n a n c i a l  r e p o r t i n g  a r e  j u s t i f i e d .  
< 

Although the re  h a v e  b e e n  some n o t a b l e  improvements  i n  recent  * 

y e a r s ,  t h e  f i n a n c i a l  r e p o r t s  i s s u e d  by  many g o v e r n m e n t a l  o r g a n i -  

z a t i o n s  a r e  almost i m p o s s i b l e  t o  d e c i p h e r  b y  e v e n  t h e  most 

f i n a n c i a l l y  s o p h i s t i c a t e d  reader.  The p a g e s  and  p a g e s  o f  

s t a t e m e n t s  of i n d i v i d u a l s  f u n d s  a r e  h a r d  t o  u n d e r s t a n d .  

C e r t a i n l y ,  o n e  c o u l d  n o t  g e t  a f e e l  f o r  t h e  f i n a n c i a l  c o n d i t i o n  

of t h e  whole  e n t i t y  b y  r e a d i n g  s u c h  s t a t e m e n t s .  

Lack of  c l a r i t y  i s  n o t  t h e  o n l y  p r o b l e m  w i t h  g o v e r n m e n t a l  

f i n a n c i a l  s t a t e m e n t s .  Many of them d o  n o t  show t r u e  f i n a n c i a l  
c 

c o n d i t i o n  b e c a u s e  i m p o r t a n t  a s s e t s  and  l i a b i l i t i e s  a r e  n o t  

i n c l u d e d .  For e x a m p l e ,  many s u c h  g o v e r n m e n t s  have  l a r g e  

I 
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l i a b i l i t i e s  f o r  p e n s i o n  b e n e f i t s  d u e  t h e i r  employees  i n  f u t u r e  

y e a r s  a n d  f o r  a c c r u e d  v a c a t i o n  P a y  and  o t h e r  employee  b e n e f i t s  

t h a t  a r e  n o t  shown on t h e i r  f i n a n c i a l  S t a t e m e n t s .  W i t h o u t  

t hese  s i z a b l e  l i a b i l i t i e s  i t  i s  v i r t u a l l y  i m p o s s i b l e  t o  g e t  

a good p i c t u r e  of t h e  r e a l  f i n a n c i a l  s t a t u s  of t h e  gove rnmen t  

i n v o l v e d .  
I 

W e ,  i n  t h e  F e d e r a l  Government ,  d i d  n o t  u n t i l  r e c e n t l y  go  

a s  f a r  a s  many S t a t e  and  l o c a l  g o v e r n m e n t s  i n  m e e t i n g  t h i s  need .  

Whi le  we a d o p t e d  a u n i f i e d  b u d g e t  i n  1 9 6 7  and  p u b l i s h e d  c o n s i d e r -  

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

was n o t  u n t i l  1 9 7 6  t h a t  w e  p r e p a r e d  a n y  c o n s o l i d a t e d  f i n a n c i a l  

s t a t e m e n t s  a t  a l l .  Anyone who w a n t e d  s u c h  d a t a  f o r  t h e  F e d e r a l  

Government a s  a n  e n t i t y  had t o  o b t a i n  t h e  i n f o r m a t i o n  f rom 

t h e  1 0 0  or s o  F e d e r a l  a g e n c i e s  a n d  c o n s o l i d a t e  i t  h i m s e l f .  

As I r e f l e c t  o n  t h e  k i n d  of f i n a n c i a l  i n f o r m a t i o n  t h a t  

w a s  a v a i l a b l e  fo r  most g o v e r n m e n t a l  o r g a n i z a t i o n s ,  i t  seems 

t o  m e  i t  was m o s t l y  u s e f u l  t o  t h o s e  i n t i m a t e l y  i n v o l v e d  i n  

t h e  b u s i n e s s  of government  o n  a d a y  t o  d a y  b a s i s .  The needs  

o f  i n v e s t o r s  and  c i t i z e n s  who were l e s s  i n v o l v e d  were 

s c a r c e l y  s e r v e d  a t  a l l .  I n  t h e  F e d e r a l  Budge t  w e  h a v e  gone  

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

t h e  p u b l i c ,  b u t  w e  h a v e  n o t  d o n e  t h i s  a s  w e l l  for o u r  a c c o u n t i n g  

reports .  

MUCH 'IMPROVEMENT HAS TAKEN PLACE 

Having  p a i n t e d  a b l e a k  p i c t u r e  a b o u t  t h e  s t a t u s  of 
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g o v e r n m e n t a l  a c c o u n t i n g ,  l e t  m e  now proceed t o  r e c e n t  c h a n g e s  

t h a t  h o l d  g r e a t  p r o m i s e  f o r  improvement .  They a r e  c o n s i d e r a b l e .  

L e t  m e  s t a r t  b y  c o n g r a t u l a t i n g  t h e  N a t i o n a l  C o u n c i l  o n  

Governmenta l  A c c o u n t i n g  ( N C G A )  o n  t h e  r e c e n t  i s s u a n c e  of  t h e  

r e s t a t e m e n t  of i t s  long-honored  p u b l i c a t i o n ,  "Governmen ta l  

A c c o u n t i n g ,  A u d i t i n g  a n d  F i n a n c i a l  R e p o r t i n g . "  T h e r e  a r e  

major improvements  i n  t h i s  documen t  t h a t  s h o u l d  be h e l p f u l  

i n  b r i n g i n g  t h e  k i n d  of a c c o u n t i n g  and  f i n a n c i a l  r epor t ing  

c h a n g e s  t h a t  a r e  needed .  

A s  you may know, w e  have  l o n g  been  s u p p o r t i v e  o f  t h e  

NCGA e f f o r t s .  A GAO r e p r e s e n t a t i v e  s e r v e d  o n  t h e  committee 

t h a t  p roduced  t h e  GAAFR i n  1 9 6 8  and more c u r r e n t l y ,  o n e  of 

ou r  d i v i s i o n  d i r ec to r s  has  s e r v e d  o n  t h e  NCGA s i n c e  i t s  i n c e p t i o n  

i n  1 9 7 2 .  

Improvements  i n  f i n a n c i a l  r e p o r t i n g  a r e  n o t  o n l y  c o n t a i n e d  

i n  t h e  res ta ted  GAAFR. A l a r g e  number  o f  c i t i e s ,  coun t i e s ,  

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

s t a t e m e n t s  and  w e  h a v e  n o t e d  t h a t  many of t h e m  a r e  s e r i o u s l y  

e x p e r i m e n t i n g  w i t h  ways o f  making t h e i r  f i n a n c i a l  i n f o r m a t i o n  

more u n d e r s t a n d a b l e .  

FEbERAL EFFORTS TO 'IMPROVE F I N A N C I A L  'REPORTING 

W e  h a v e  b e e n  making s i m i l a r  e x p e r i m e n t s  i n  t h e  Federa l  

Government.  I n  1 9 7 5  A r t h u r  Ander sen  & Co. p r e p a r e d  

i l l u s t r a t i v e  c o n s o l i d a t e d  f i n a n c i a l  s t a t e m e n t s  for t h e  F e d e r a l  
r 

Government f o r  f i s c a l  y e a r  1 9 7 4 .  I n  i t s  p u b l i s h e d  b o o k l e t  

A r t h u r  Ander sen  s t a t e d  t h a t  t h e  F e d e r a l  Government " p r o d u c e s  
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an e n o r m o u s  amount  of f i n a n c i a l  d a t a  a n d  a wide variety of 

f i n a n c i a l  r epor t s .  However, s u c h  i n f o r m a t i o n  i s  o f t e n  d u p l i c a -  

t i v e  a n d  is n o t  a c c u m u l a t e d  i n  one p l a c e  o r  c o n s o l i d a t e d  i n t o  

r e p o r t s  o r  s t a t e m e n t s  w h i c h  permit a n  a s s e s s m e n t  o f  t h e  

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

Government .  " A r t h u r  A n d e r s e n  c o n c l u d e d  t h a t  " F i n a n c i a l  

management  s y s t e m s  a n d  f u n c t i o n s  of t h e  F e d e r a l  Government  
- 

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

a c c o u n t a b i l i t y  a t  a l l  l e v e l s .  " 

_.._- - 
--. . ..__~ 

W e  h a v e  t a k e n  s t e p s  a t  t h e  F e d e r a l  l e v e l  t o  r e s p o n d  t o  

t h e  c h a l l e n g e  w h i c h  A r t h u r  A n d e r s e n  g a v e  u s .  A s  y o u  may be 

aware, t h e  D e p a r t m e n t  of T r e a s u r y  h a s  a n  o n g o i n g  p r o j e c t  t o  

p u b l i s h  c o n s o l i d a t e d  f i n a n c i a l  s t a t e m e n t s  f o r  t h e  F e d e r a l  

Government  o n  a n  a c c r u a l  b a s i s .  T h r e e  p r o t o t y p e  issues  h a v e  

b e e n  p r e p a r e d  f o r  f i s c a l  y e a r s  1 9 7 5 ,  1 9 7 6  a n d  1 9 7 7 .  I was a 

member of t h e  a d v i s o r y  committee e s t a b l i s h e d  i n  1 9 7 6  b y  then 

S e c r e t a r y  of t h e  T r e a s u r y r  W i l l i a m  E. S imon ,  t o  o v e r s e e  

d e v e l o p m e n t  of t h e  f i r s t  pro to type  c o n s o l i d a t e d  s t a t e m e n t s  

p u b l i s h e d  by T r e a s u r y  i n  1 9 7 6 .  I am now c h a i r m a n  of t h e  

F e d e r a l  I n t e r a g e n c y  A d v i s o r y  C o m m i t t e e  s e t  u p  b y  T r e a s u r y  t o  

c o n t i n u e  t h e  a s s e s s m e n t  of major c o n c e p t u a l  i s s u e s  t h a t  m u s t  

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

f i n a n c i a l  s t a t e m e n t s  c a n  be prepared.  T a s k  f o r c e s  e s t a b l i s h e d  

by  t h i s  Committee a r e  c u r r e n t l y  s t u d y i n g  s e v e n  s u b j e c t s :  

- -Accru ing  p e r s o n a l  a n d  c o r p o r a t e  income  t a x e s  

I 

! 

w i t h  a c c e p t a b l e  a c c u r a c y ,  
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- - E s t a b l i s h i n g  a p p r o p r i a t e  a l lowances  f o r  losses 

o n  a c c o u n t s  and  l o a n s  r e c e i v a b l e ,  

--Computing a c c u r a t e  l i a b i l i t i e s  f o r  F e d e r a l  

employee  r e t i r e m e n t  p l a n s  and  s o c i a l  s e c u r i t y ,  

- - E s t a b l i s h i n g  r e a s o n a b l e  v a l u e s  f o r  F e d e r a l l y -  
* 

owned asse ts  , 
- -Determining  a p p r o p r i a t e  ways of  showing 

l i a b i l i t i e s  f o r  F e d e r a l  l o a n  g u a r a n t e e  and  

i n s u r a n c e  p r o g r a m s ,  and  

- - R e f l e c t i n g  t h e  e f f e c t s  of i n f l a t i o n  p r o p e r l y  

on F e d e r a l  f i n a n c i a l  i n f o r m a t i o n .  

W e  expect t o  make major improvemen t s  i n  t h e  consol ida ted  

F e d e r a l  f i n a n c i a l  s t a t e m e n t s  w i t h  t h e  i n f o r m a t i o n  t h e s e  Task  

f o r c e s  p r o v i d e d  to u s .  

I s h o u l d  add t h a t  c o n t i n u e d  r e f o r m s  of  F e d e r a l  b u d g e t i n g  

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

m e n t s  i n  t h e  r e p o r t i n g  o n  p o l i c y  and p rogram c o s t s  and pe r fo rm-  

a n c e ,  w h i c h  need  t h e  s u p p o r t  of sound  f i n a n c i a l  management 

sys  terns 

COMMENTS ON OBJECTIVGS OF: GOVERNMENTAL 
FINANCIAL '  STATEMENTS 

Al though  much i s  b e i n g  d o n e  a s  I have  a l r e a d y  s t a t e d ,  - 

it i s  o n l y  a s ta r t ,  Much more i s  required b e f o r e  w e  c a n  s a y  

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

i n t e r e s t e d  i n  it. A major s t a r t i n g  p o i n t  f o r  making improve- 

m e n t s  i n  t h i s  a r e a  i s  e s t a b l i s h m e n t  o f  o b j e c t i v e s  f o r  

g o v e r n m e n t a l  f i n a n c i a l  s ta tements .  T h e  T r u e b l o o d  Committee 
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e s t a b l i s h e d  o b j e c t i v e s  f o r  f i n a n c i a l  s t a t e m e n t s  o f  p r o f i t - m a k i n g  

e n t i t i e s  b u t  t h e s e  o b j e c t i v e s  d o  n o t  f i t  g o v e r n m e n t a l  u n i t s .  

The d i f f e r e n c e  i n  g o v e r n m e n t a l  a n d  commercial g o a l s  i s  

t h e  b a s i c  r e a s o n  why a c c o u n t i n g  i n f o r m a t i o n  n e e d s  d i f f e r .  

I n d u s t r y ' s  o b j e c t i v e  i s  b a s i c a l l y  t o  make p r o f i t s .  T r u e  i t  

h a s  a h o s t  of o t h e r  lesser o b j e c t i v e s  b u t  i t s  b a s i c  one i s  

t o  make p r o f i t s .  W i t h o u t  t h a t  o b j e c t i v e ,  a f i r m  wou ld  be a 

r a r e  b i r d  i n d e e d  a n d  i t s  a b i l i t y  t o  s t a y  i n  b u s i n e s s  would  

be l i m i t e d .  

Gqv e rnme-n t , o n  t h e  o t h e r  hand  i s  n o t  i n  t h e  b u s i n e s s  

o f  mak ing  a p r o f i t .  I ts  o b j e c t i v e s  a r e  t o  p r o t  e c t  a n d  s e r v e  

i t s  c i t i z e n s  and  promote t h e i r  g e n e r a l  w e l f a r e .  I t  o p e r a t e s  

m a i n l y  t h r o u g h  p r o g r a m s  e s t a b l i s h e d  b y  l e g i s l a t i v e  b o d i e s ,  

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

- 
r 

c ---_2. 

t h a t  t h e  p r o g r a m s  a c c o m p l i s h  t h e i r  o b j e c t i v e s .  They  a r e  

also c o n c e r n e d  w i t h  k e e p i n g  t h e i r  c o s t s  l o w  a n d  n o t  s p e n d i n g  

more money t h a n  t h e y  h a v e  b e e n  a u t h o r i z e d  t o  s p e n d ,  b u t  t h i s  

too i s  n o t  t h e  same 

T h i s  p o i n t  w a s  

t h i n g  a s  mak ing  

i l l u s  t r a  t e d  a n d  

p r o f i t s .  

r e i n f o r c e d  r e c e n t l y  i n  

H a r v a r d  U n i v e r s i t y  P r e s i d e n t  Bok's 1 9 7 8  a n n u a l  r e p o r t  i n  

w h i c h  h e  o u t l i n e d  h i s  v i e w  w i t h  respect t o  t h e  r o l e  of  t h e  

B u s i n e s s  S c h o o l .  I n  t h a t  r e p o r t ,  h e  s t a t e d  " A l t h o u g h  b u s i n e s s  

may h a v e  much t o  t e a c h  t h e  h e a l t h  c a r e  a d m i n i s t r a t o r  o r  t h e  

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

a g e n c i e s  a r e  s t i l l  v e r y  d i f f e r e n t  f r o m  t h e  p r i v a t e  c o r p o r a t i o n .  

***  T h e i r  m a n a g e r s  m u s t  f u n c t i o n  i n  a more p o l i t i c a l  e n v i r o n m e n t  
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w h e r e  d e c i s i o n s  a r e  s u b j e c t  t o  t h e  checks  a n d  b a l a n c e s  of 

o t h e r  p u b l i c  a g e n c i e s .  Above a l l ,  w h e t h e r  t h e y  d e v o t e  

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

t h e y  h a v e  g o a l s  t h a t  a r e  l e s s  t a n g i b l e ,  l e s s  p r e c i s e ,  a n d  

q u i t e  d i f f e r e n t  i n  n a t u r e  f r o m  t h e  p r o f i t  m a r g i n s  a n d  m a r k e t  

s h a r e s  t h a t  preoccupy t h e  b u s i n e s s m a n .  T h e s e  d i f f e r e n c e s  

may o n l y  be ma t t e r s  of deg ree ,  b u t  t h e y  a r e  s u b s t a n t i a l  

n o n e t h e l e s s .  " 

O f  c o u r s e ,  t h e r e  a r e  some g o v e r n m e n t  o r g a n i z a t i o n s  t h a t  

a r e  r e i m b u r s e d  f o r  t h e  se rv ices  or p roduc t s  t h e y  p r o v i d e  

a n d  t h u s  opera te  much l i k e  p r i v a t e  c o m p a n i e s .  F o r  these 

o r g a n i z a t i o n s  , f i n a n c i a l  i n f o r m a t i o n  w i l l  d i s c l o s e  numerous  

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

g o a l  o f t e n  b e i n g  t o  b r e a k  e v e n )  a n d  t o  some e x t e n t  w h e t h e r  

r e s o u r c e s  a r e  b e i n g  e f f i c i e n t l y  a n d  e c o n o m i c a l l y  managed.  

However, b e c a u s e  s u c h  o r g a n i z a t i o n s  o f t e n  l a c k  c o m p e t i t i o n ,  

financial i n f o r m a t i o n  i s  f r e q u e n t l y  l e s s  u s e f u l  f o r  s u c h  

p u r p o s e s  t h a n  i t  is f o r  p r i v a t e  c o n c e r n s .  Examples  o f  s u c h  

F e d e r a l  o r g a n i z a t i o n s  a r e  t h e  B u r e a u  of E n g r a v i n g  a n d  P r i n t i n g ,  

B u r e a u  o f  t h e  M i n t ,  a n d  t h e  T e n n e s s e e  V a l l e y  A u t h o r i t y .  Many 

of t h e s e  a l r e a d y  follow commercial a c c o u n t i n g  p r a c t i c e s  a n d  

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

type f u n c t i o n s - - t h a t  I am a d d r e s s i n g .  The p a r t  of g o v e r n m e n t  

t h a t  wou ld  n o t  b e  s e rved  w e l l  b y  commercial a c c o u n t i n g ,  i n  

o u r  j u d g m e n t ,  i s  the n - o n b u s i n e s s  a r e a  d e s i g n e d  t o  r e g u l a t e ,  

p r o t e c t ,  a n d  promote t h e  g e n e r a - 1  w e l f a r e  o f  i t s  c i t i z e n s . ,  

--.-___ - -.--- - 

. . ._ . . . ------._ .. . -. _ _  - -. . - . ,. - . . -7----.. . 

. ~~ ~ 

. . . - h . .. 

- 
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These  p rograms  make u p  t h e  major p a r t  of  t h e  F e d e r a l  b u d g e t .  

P r o f i t s  o b v i o u s l y  d o  n o t  e n t e r  i n t o  t h e  m a n a g e r i a l  

c h a l l e n g e  of a manager  i n v o l v e d  i n  t h e s e  a s p e c t s  of Government .  

T o  s u c h  a manage r ,  t h e  c o n c e r n s  a r e  w h e t h e r  h i s  m i s s i o n  h a s  

been  e f f e c t i v e l y  a c c o m p l i s h e d  and  w h e t h e r  h e  u s e d  t h e  resources 

h e  was g i v e n  e c o n o m i c a l l y ' a n d  e f f i c i e n t l y .  T r u e ,  t h e  Government 

manager  n e e d s  t o  know what  his cos t s  a r e  a n d  w h e t h e r  h e  i s  

s t a y i n g  w i t h i n  h i s  b u d g e t .  B u t  when h e  knows t h i s ,  h e  still 

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

if h e  d o e s  n o t  know w h e t h e r  h i s  program o r  a c t i v i t y  i s  a c h i e v i n g  

the nonmone ta ry  g o a l s  i t  is  r e s p o n s i b l e  f o r .  I f  h e  i s  c h a r g e d  

w i t h  h o u s i n g  t h e  poor, f i n a n c i a l  i n f o r m a t i o n  t e l l i n g  him 

how much h e  s p e n t  and  t h a t  h i s  c o s t s  a r e  low w i l l  b e  of o n l y  

l i m i t e d  u s e f u l n e s s  u n l e s s  h e  also knows w h a t  i m p a c t  h i s  efforts 

have  made i n  p r o v i d i n g  t h e  needed  h o u s i n g .  

I d o  n o t  p r e t e n d  t o  s p e a k  f o r  all c i t i z e n s  b e c a u s e  t h e r e  

a re  s u c h  a d i v e r s e  g r o u p  b u t  I b e l i e v e  t h a t  t h e y  t o o  a r e  

i n t e r e s t e d  i n  more t h a n  j u s t  b u d g e t a r y  c o m p l i a n c e .  They see 

how much i s  spent - -and  o f t e n  wonder w h e r e  i t  goes - -bu t  d o  

n o t  r e a l l y  know how e f f e c t i v e l y  t h e i r  e l e c t e d  a n d  a p p o i n t e d  

o f f i c i a l s  h a v e  

f o r  o r  w h e t h e r  

a c c o m p l i s h e d  t h e  work t h e y  a r e  r e s p o n s i b l e  

t h e y  h a v e  s e t  b u d g e t  p r i o r i t i e s  and  s p e n t  

t h e  money w i t h  t h e  k i n d  of ca re  t h e y  would g i v e  i f  t h e  money 

were t h e i r  own. 

I a m  n o t  g o i n g  t o  t r y  to p r o v i d e  d e t a i l  o n  wha t  s u c h  

! 

I 

I 
I 

I 

o b j e c t i v e s  s h o u l d  be .  T h a t  i s  b e i n g  s t u d i e d  by  t h e  NCGA 

- 9 -  



and t h e  F i n a n c i a l  A c c o u n t i n g  S t a n d a r d s  Board  ( F A S B )  f o r  

S t a t e  a n d  l o c a l  g o v e r n m e n t s  a n d  b y  t h e  J o i n t  F i n a n c i a l  

Management Improvemen t  P rogram f o r  t h e  F e d e r a l  Governmen t .  

T h i s  i s  i m p o r t a n t  w o r k  because i t p r o v  i d e  s t h e  f o u n d a -  

t i o n  f o r  c o n c e p t u a l  frameworks w h i c h  w i l l  u l t i m a t e l y  p r o v i d e  

t h e  u n i t y  i n  d e c i s i o n s  o n  S t a t e  a n d  l o c a l  g o v e r n m e n t a l  

a c c o u n t i n g  p r i n c i p l e s  w h i c h  w e  a l l  s e e k .  Such  u n i t y  may 

e x t e n d  t o  b o t h  g o v e r n m e n t  and commercial a c c o u n t i n g  i n  many 

cases b u t  i n  a s i g n i f i c a n t  number of o t h e r  cases  I s u s p e c t  

i t  w i l l  n o t  be s i m i l a r  b e c a u s e  o f  t h e  d i f f e r e n t  m o t i v a t i o n s  

I m e n t i o n e d  above. T h u s  I bel ieve w e  will i n  all l i k e l i h o o d  

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

appl icable  t o  S t a t e  a n d  l o c a l  g o v e r n m e n t s  a n d  t h o s e  a p p l i c a b l e  - - .~ 

t o  i n d u s t r y .  
---------'--- ~ 

A t  t h i s  p o i n t  I wou ld  l i k e  t o  comment o n  a q u e s t i o n  t h a t  

is o f t e n  p o s e d  t o  m e :  s h o u l d  F e d e r a l  a c c o u n t i n g  p r i n c i p l e s  be 

t h e  same a s  t h o s e  f o r  S t a t e  a n d  local g o v e r n m e n t ?  My a n s w e r  

is--I hope so b u t  I am n o t  s u r e .  

s i m i l a r i t i e s .  The q u a l i f i c a t i o n  i s  t h a t  t h e r e  a r s  c o n s i d e r -  

T h e r e  a r e  c e r t a i n l y  

a b l e  d i f f e r e n c e s  i n  f u n c t i o n  b e t w e e n  t h e  F e d e r a l  a n d  S t a t e  

and  l o c a l  g o v e r n m e n t s  t h a t  may r equ i r e  d i f f e r e n c e s  i n  a c c o u n t i n g .  

We, i n  GAO, a r e  d e v e l o p i n g  o u r  own c o n c e p t u a l  f r amework  f o r  

t h e  Fede ra l  Government  w h i c h  i s  t o  be  f o l l o w e d  by  a r e v i s i o n  

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

a g e n c i e s .  W e  hope t o  follow c l o s e l y  w h a t  i s  d o n e  i n  S t a t e  

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

t h e y  w i l l  be b a s e d  o n  i d e n t i f i e d  n e e d  f o r  s u c h  d i f f e r e n c e s .  

However, w e  r e c o g n i z e  t h a t  t h e  F e d e r a l  Government  i s  i n  many 

respects a u n i q u e  e n t i t y  a n d  w e  a r e  p r e p a r e d  t o  p r e s c r i b e  

d i f f e r e n c e s  when t h e y  a r e  c l e a r l y  c a l l e d  f o r .  C o n g r e s s  h a s  

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

t h a t  F e d e r a l  a g e n c i e s  s h a l l  follow a n d  w e  i n t e n d  t o  s e t  p r i n c i p l e s  

t h a t  w i l l  serve t h e  C o n g r e s s ,  m a n a g e r s ,  a n d  c i t i z e n s  a s  e f f e c -  

t i v e l y  a s  poss ib l e .  

WHO SHOULD SET 'TH'E' STANDARDS FOR STATE 
AND LOCAL GOVERNMENTS? 

The q u e s t i o n  of who s h o u l d  s e t  s t a n d a r d s  f o r  t h e  S t a t e  

a n d  l o c a l  g o v e r n m e n t s  is o n e  t h a t  h a s  r e c e i v e d  a g r e a t  d e a l  

of c o n c e r n  i n  r e c e n t  m o n t h s .  The t r a d i t i o n a l  s o u r c e  was 

Government  A c c o u n t i n a ,  k u d i t i n s  a n d  F i n a n c i a l '  R e p o r t i n s  o r  

GAAFR, f o r  s h o r t .  T h i s  book, o r i g i n a l l y  w r i t t e n  b y  t h e  

MFOA-sponsored NCGA a n d  r e c e n t l y  r e s t a t e d  b y  a r e c o n s t i t u t e d  

NCGA was a c c e p t e d  b y  t h e  A m e r i c a n  I n s t i t u t e  o f  CPA's, w i t h  

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

p r i n c i p l e s  for S t a t e  a n d  l o c a l  g o v e r n m e n t s .  

Some of t h e  problems i n  c e r t a i n  c i t i e s  t h a t  I m e n t i o n e d  

e a r l i e r  created a c o n c e r n  abou t  t h e  a c c o u n t i n g  p r i n c i p l e s  u s e d  

b y  S t a t e  a n d  l o c a l  g o v e r n m e n t s - - p a r t i c u l a r l y  l a r g e  c i t i e s - -  

i n  t h e i r  a c c o u n t i n g  f i n a n c i a l  r e p o r t i n g  p r a c t i c e s .  T h i s  

c o n c e r n  h a s  l e d  t o  p r e s s u r e s  b e i n g  p u t  o n  t h e  F i n a n c i a l  - 

A c c o u n t i n q  S t a n d a r d s  Board  t o  t a k e  o n  t h e  p r o j e c t  of  s e t t i n g  

.. -- 
\ 

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

f o r  s t a t e  a n d  l o c a l  g o v e r n m e n t s .  

A s  many of you know, 1 h a v e  b e e n  a s t r o n g  s u p p o r t e r  

o f  t h e  F A S B  s i n c e  i t s  i n c e p t i o n .  I se rve  o n  t h e  F i n a n c i a l  

A c c o u n t i n g  S t a n d a r d s  A d v i s o r y  C o u n c i l  a n d  h a v e  c o n s i s t e n t l y  

e n c o u r a g e d  r e l i a n c e  o n  tHe F A S B  i n s t e a d  o f  t h e  a l t e r n a t i v e  

g e n e r a l l y  p r o p o s e d - - F e d e r a l l y  p re sc r ibed  a c c o u n t i n g  p r i n c i p l e s  

f o r  commercial b u s i n e s s e s .  I b e l i e v e  t h a t  u n l e s s  p r o v e n  o t h e r -  

w i s e  a n  i n d e p e n d e n t  b o a r d  l i k e  t h e  F A S B  i s  a n  a p p r o p r i a t e  

v e h i c l e  f o r  s e t t i n g  s u c h  s t a n d a r d s -  However ,  i t  h a s  b e e n  

my v i e w  t h a t  i t  would n o t  be i n  t h e  best  i n t e r e s t s  of t h e  

FASB, S t a t e  a n d  l o c a l  g o v e r n m e n t s ,  t h e  a c c o u n t i n g  p r o f e s s i o n  

o r  t h e  c i t i z e n s  of t h e x J n i t e d  S t a t e s  t o  h a v e  t h e  F A S B  a l o n e  

a l s o  s e t  t h e  s t a n d a r d s  f o r  S t a t e  a n d  l o c a l  a c c o u n t i n g .  T h e r e  

a r e  s e v e r a . f  r e a s o n s  f o r  my v i e w s .  . 
F i r s t ,  t h e  F A S B  i s  a p r i v a t e  o r g a n i z a t i o n  n o t  p a r t  of 

Government .  To  h a v e  i t  se t  t h e  s t a n d a r d s  f o r  Government  

would  be a r e v e r s a l  o f  roles--a n o n - e l e c t e d  p r i v a t e  o r g a n i z a -  

t i o n  r e g u l a t i n g  a p a r t  of  e l e c t e d  Government  t h r o u g h  t h e  

medium of  a c c o u n t i n g  p r i n c i p l e s .  

S e c o n d ,  t h e  F A S B  h a s  i t s  h a n d s  f u l l  w i t h  p r i v a t e  a c c o u n t i n g .  

I t  h a s  r e c e n t l y  t a k e n  o n  t h e  t a s k  o f  r e v i e w i n g  a n d  a c c e p t i n g  

o r  r e j e c t i n g  a c c o u n t i n g  p r i n c i p l e s  i n  s t a t e m e n t s  of p r o c e d u r e s  

a n d  a u d i t  g u i d e s  i s s u e d  b y  t h e  A m e r i c a n  I n s t i t u t e  of CPA's. 

A l s o ,  i t  h a s  t h e  i s s u e  of  n o n - p r o f i t  o r g a n i z a t i o n s  i n  t h e  p r i v a t e  

s ec to r  t o  d e a l  w i t h .  I t h i n k  t a k i n g  o n  S t a t e  a n d  l o c a l  
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a c c o u n t i n g  too c o u l d  w e l l  be t h e  s t r a w  t h a t  b r e a k s  t h e  camels 

b a c k .  

T h i r d ,  t h e r e  i s  t h e  q u e s t i o n  of  acceptance .  S t a t e  g o v e r n -  ---- 
m e n t s  h a v e  t h e  s o v e r e i g n  r i g h t  t o  s e t  t h e i r  own  a c c o u n t i n g  

s t a n d a r d s  j u s t  a s  t h e  F e d e r a l  g o v e r n m e n t  d o e s ,  a n d  t h e r e  

i s  d o u b t  t h a t  t h e y  w o u l d ' a c c e p t  t h e  FASB's work  i n  t h i s  a r e a .  
/- .. 

All b u t  a few S t a t e  g o v e r n m e n t s ,  I a m  t o l d ,  h a v e  a s s i g n e d  

s p e c i f i c  r e s p o n s i b l i t y  f o r  t h i s  t a s k  t o  a p a r t i c u l a r  s t a t e  

o f f i c i a l .  

F i n a l l y ,  t h e r e  i s  t h e  c o n s i d e r a b l e  work  a l r e a d y  d o n e  b y  

t h e  NCGA o n  t h i s  mat te r .  The NCGA h a s  t a k e n  a two-pronged  

a p p r o a c h  t o  t h e  problem of s t a n d a r d s .  The f i r s t  was t h e  

s h o r t - r a n g e  e f f o r t  c a l l e d  t h e  GAAFR res ta tement  w h i c h  i s  t o  

update a n d  c l a r i f y  t h e  GAAFR. A s  I m e n t i o n e d  e a r l i e r  t h i s  

r e s t a t e m e n t  h a s  b e e n  c o m p l e t e d  a n d  i s s u e d  t h i s  S p r i n g .  The 

s e c o n d  i s  a l o n g e r - r a n g e  a n d  more a m b i t i o u s  p r o j e c t - - t o  e s t a b l i s h  

a c o n c e p t u a l  f r a m e w o r k  for t h e  a c c o u n t i n g  of S t a t e  a n d  l o c a l  

g o v e r n m e n t s  a n d  t o  r e t h i n k  t h e  a c c o u n t i n g  a n d  r e p o r t i n g  

p r i n c p l e s  i n  l i g h t  of t h e  c o n c e p t u a l  f r amework .  . 
W i t h  respect t o  S t a t e  g o v e r n m e n t s ,  t h e  C o u n c i l  of S t a t e  

G o v e r n m e n t s  committee o n  S t a t e  g o v e r n m e n t  a c c o u n t i n g  p r i n c i p l e s  

and  p r a c t i c e s ,  t o g e t h e r  w i t h  a p r o j e c t  committee j o i n t l y  

r e p r e s e n t i n g  t h e  s t a t e  a c c o u n t i n g  t a s k  f o r c e  o f  t h e  NCGA 

and  s e v e r a l  n a t i o n a l  

o f f i c i a l s  a n d  p u b l i c  

o r g a n i z a t i o n s  o f  S t a t e  g o v e r n m e n t a l  

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

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

cooperation w i t h  t h e  NCGA and w i l l  b e  u s e d  by i t .  

A s  men t ioned  a b o v e ,  t h e  NCGA h a s  i n i t i a t e d  a p r o j e c t  

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

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

a c c o u n t i n g  and r e p o r t i n g ’ p r i n c i p l e s  f o r  l o c a l  g o v e r n m e n t s .  

The r e s u l t  of t h i s  work would b e  a new v e r s i o n  of  t h e  GAAFR. 

The NCGA h a s  a p p l i e d  t o  t h e  Depar tmen t  of  Hous ing  and Urban 

Development f o r  a g r a n t  t o  h e l p  i t  secure a p p r o p r i a t e  s t a f f  

for i t s  work and  h a s  engaged W i l l i a m  H o l d e r ,  a s soc ia t e  

professor ,  Texas  Tech  U n i v e r s i t y ,  t o  s t a r t  t h e  r e s e a r c h  

n e c e s s a r y  t o  d e v e l o p  t h e  c o n c e p t u a l  f ramework .  I t  h a s  been  

e s t i m a t e d  t h a t  t h e  p r o j e c t  w i l l  t a k e  3 6  m o n t h s  t o  c o m p l e t e .  

P r o f e s s o r  H o l d e r  s t a r t e d  work o n  t h e  p r o j e c t  a b o u t  November 1, 

1 9 7 8 .  I a m  a d v i s e d  t h a t  a p p r o v a l  o f  t h e  HUD g r a n t  w i l l  b e  

announced v e r y  s o o n .  

Whi le  w e  d o  n o t  b e l i e v e  t h e  FASB s h o u l d  t a k e  o v e r  s t a n d a r d  

s e t t i n g  f o r  S t a t e  a n d  l o c a l  g o v e r n m e n t s ,  w e  s t r o n g l y  b e l i e v e  

i n  c lose  c o o p e r a t i o n  be tween  t h e  NCGA and t h e  FASB. A s t a r t  

h a s  b e e n  made i n  a j o i n t  e f f o r t  t o  d e v e l o p  o b j e c t i v e s  f o r  

S t a t e  and l o c a l  g o v e r n m e n t a l  f i n a n c i a l  s t a t e m e n t s  . We 

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

b e c a u s e  t h e r e  a r e  some o r g a n i z a t i o n s  i n  e a c h  of t h e  t h r e e  

sec tors  ( b u s i n e s s ,  gove rnmen t  a n d  n o n p r o f i t )  t h a t  p e r f o r m  

t h e  same f u n c t i o n s .  Fo r  i n s t a n c e ,  t h e r e  a r e  p r o f i t - m a k i n g  

h o s p i t a l s ,  g o v e r n m e n t - o p e r a t e d  h o s p i t a l s  a n d  n o n p r o f i t  
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h o s p i t a l s .  A s imi l a r  s i t u a t i o n  e x i s t s  f o r  some e d u c a t i o n a l  

i n s t i t u t i o n s  a n d  l i b r a r i e s .  C o o p e r a t i o n  b e t w e e n  t h e  t w o  

g r o u p s  would  seem t o  l e a d  t o  t h e  maximum s i m i l a r i t y  i n  t h e  

p r i n c i p l e s  a p p l i c a b l e  t o  e a c h  s e c t o r  w h i l e  t a k i n g  a d v a n t a g e  

of t h e  e x p e r i e n c e  a n d  r e s e a r c h  c a p a b i l i t i e s  o f  b o t h  t h e  NCGA 

a n d  t h e  FASB. Maximum s i m i l a r i t y  i n  t h e  p r i n c i p l e s  a p p l i c a b l e  

t o  s u c h  o r g a n i z a t i o n s  wou ld  h a v e  many a d v a n t a g e s - - a n  i m p o r t a n t  

o n e  b e i n g  t h a t  c o m p a r i s o n s  wou ld  b e  f a c i l i t a t e d .  

THE WILLIAMS BILL 

A f u r t h e r  d e v e l o p m e n t  i n  t h i s  a r e a  h a s  t a k e n  p lace  q u i t e  

r e c e n t l y .  On May 2 3 ,  1 9 7 9 ,  S e n a t o r  H a r r i s o n  W i l l i a m s  

i n t r o d u c e d  S. 1 2 3 6 ,  a bill c a l l e d  t h e  S t a t e  a n d  Local Government  

Accoi int ' ing 'Act  of 1 9 7 9 .  T h i s  Act p r o v i d e s  f o r  a n  e l e v e n  p e r s o n  

i n s t i t u t e ,  f u n d e d  f r o m  F e d e r a l  f u n d s  t h a t  wou ld  t a k e  o v e r  t h e  

task o f  s e t t i n g  a c c o u n t i n g  a n d  f i n a n c i a l  r e p o r t i n g  p r i n c i p l e s  

f o r  S t a t e  a n d  l oca l  g o v e r n m e n t s .  The  e l e v e n  members of t h e  

i n s t i t u t e  wou ld  be: 

One member f r o m  t h e  F e d e r a l  Governmen t ,  

T h r e e  members f r o m  t h e  S t a t e  g o v e r n m e n t ,  

Two members from t h e  l o c a l  g o v e r n m e n t ,  

Two members f r o m  t h e  p u b l i c  a c c o u n t i n g  p r o f e s s i o n ,  

One member f r o m  t h e  f i n a n c i a l  a n a l y s t  communi ty ,  a n d  

Two members r e p r e s e n t i n g  t h e  p u b l i c .  

The members wou ld  be a p p o i n t e d  b y  t h e  S e c r e t a r y  of t h e  T r e a s u r y ,  

t h e  Cha i rman  of t h e  S e c u r i t i e s  a n d  Exchange  Commiss ion  ( S E C )  a n d  

the C o m p t r o l l e r  G e n e r a l .  T h e s e  o f f i c i a l s  wou ld  h a v e  t h e  
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a u t h o r i t y  t o  a p p r o v e  by-laws b u t  t h e  p r i n c i p l e s  and  r e p o r t i n g  

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

them. 

I r e c o g n i z e  t h a t  t o  many o f  you F e d e r a l  i n v o l v e m e n t  i n  

s u c h  s t a n d a r d  s e t t i n g  w i l l  b e  r e p u g n a n t  b u t  I s u g g e s t  t h a t  

you look a t  t h e  b i l l  w i f h  u n p r e j u d i c e d  e y e s .  The  NCGA h a s  

c o n s i s t e n t l y  had p r o b l e m s  w i t h  f u n d i n g  and  e v e n  t h o u g h  i t  now 

a p p e a r s  t h a t  t h e  HUD g r a n t  may p r o v i d e  t h e  NCGA w i t h  t h e  

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

y e a r  p e r i o d .  I f  t h e  e x p e r i e n c e  o f  t h e  FASB i s  a n y  gu ide - -  

and I t h i n k  i t  i s - - t h e  need  f o r  a s t a n d a r d  s e t t i n g  body  f o r  

S t a t e  and local governmen t  c o u l d  e x t e n d  c o n s i d e r a b l y  beyond 

t h a t  per iod.  T h i s  i n s t i t u t e  w i t h  i t s  r e p r e s e n t a t i v e  b o a r d  

m i g h t  p r o v e  t h e  l o n g  term a n s w e r  t o  t h i s  problem. 

ENFORCEMENT A MATTER-OF CONCERN 

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

i s  o n l y  p a r t  of t h e  problem. G e t t i n g  p e o p l e  t o  comply 

w i t h  them is  e q u a l l y  i m p o r t a n t .  J u d g i n g  b y  t h e  MFOA 

C e r t i f i c a t e  o f  Conformance Program,  c o m p l i a n c e  w i t h  t h e  

s t a n d a r d s  i n  GAAFR h a s  n o t  b e e n  good. 

A s  you  know, a n y  S t a t e  o r  l o c a l  g o v e r n m e n t a l  u n i t  can 

p a r t i c i p a t e  i n  t h e  MFOA C e r t i f i c a t e  of Conformance Program. 

I n  o r d e r  t o  r e c e i v e  a c e r t i f i c a t e  o f  c o n f o r m a n c e ,  a n  e n t i t y  

m u s t  s u b m i t  a c o m p r e h e n s i v e  a n n u a l  r e p o r t  i n  confo rmance  

w i t h  t h e  a c c o u n t i n g  p r i n c i p l e s  e s t a b l i s h e d  by  NCGA i n  t h e  

GAAFR. A c a r e f u l  r e v i e w  is made of s u c h  s t a t e m e n t s  t o  s ee  
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t h a t  t h e y  d o  a c t u a l l y  f o l l o w  t h e  G M F R  p r i n c i p l e s .  

A l a s k a  i s  t h e  o n l y  S t a t e  t h a t  h a s  o b t a i n e d  a c e r t i f i c a t e  

of confo rmance .  A p p r o x i m a t e l y  2 3 0 ,  o r  l e s s  t h a n  1 p e r c e n t  

of t h e  4 0 , 0 0 0  l o c a l  g o v e r n m e n t s ,  h a v e  o b t a i n e d  t h i s  c e r t i f i c a t e .  

W e  r e c o g n i z e  t h a t  some l o c a l  g o v e r n m e n t s  p r o b a b l y  comply o r  

a r e  c l o s e  t o  comply ing  b i t  d o  n o t  a t t e m p t  t o  o b t a i n  a c e r t i f i -  

c a t e  o f  confo rmance .  N o n e t h e l e s s ,  t h e s e  s t a t i s t i c s  i n d i c a t e  

t h a t  t h e  r e c o r d  of c o m p l i a n c e  w i t h  t h e  GAAFR s t a n d a r d s  c o u l d  

be g r e a t l y  improved .  

P r e s e n t l y ,  

T h i s  c o n c e r n  w i t h  e n f o r c e m e n t  o f  t h e  s t a n d a r d s  o n c e  

t h e y  a r e  s e t  s h o u l d  be a c o n c e r n  o'f e v e r y o n e .  

s u p p o r t  t h e  FASB,  t h e  NCGA, o r  t h e  I n s t i t u t e  s p e c i f i e d  i n  t h e  

W i l l i a m s  b i l l  a s  t h e  s t a n d a r d  s e t t i n g  body ,  you  s h o u l d  g i v e  

t h i s  mat ter  c o n s i d e r a t i o n  f o r  no  s t a n d a r d s  w i l l  b e  e f f e c t i v e  

i f  t h e y  a r e  n o t  e n f o r c e d .  

Whe the r  you 

* 

A t  t h e  p r e s e n t ,  w e  have  n o  s o l u t i o n  t o  t h i s  p r o b l e m  of 

c o m p l i a n c e  b u t  w e  t h i n k  i t  i s  o n e  t h a t  s h o u l d  b e  c o n s i d e r e d  

as a n e c e s s a r y  p a r t  o f  t h e  improvement  of S t a t e  and  l o c a l  

a c c o u n t i n g  and  f i n a n c i a l  r e p o r t i n g .  

CONCLUSION 

W e  i n  t h e  F e d e r a l  Government a re  i n c r e a s i n g l y  c o n c e r n e d  

w i t h  t h e  f i n a n c i a l  r e p o r t i n g  o f  S t a t e  and  l o c a l  g o v e r n m e n t s  

b e c a u s e  w e  r e l y  o n  t h e i r  a c c o u n t i n g  s y s t e m s  t o  p r o v i d e  u s  

w i t h  i n f o r m a t i o n  o n  how t h e y  spend  F e d e r a l  g r a n t  and  r e v e n u e -  

s h a r i n g  f u n d s .  Such f u n d s  now t o t a l  a b o u t  $85 b i l l i o n  a n n u a l l y - -  

c o n s t i t u t i n g  a p p r o x i m a t e l y  25 p e r c e n t  o f  all S t a t e  and  l o c a l  
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o u t l a y s - - a n d  a r e  q u i t e  n a t u r a l l y  of a g r e a t  d e a l  of c o n c e r n  

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

u s e d  e f f e c t i v e l y  a n d  f o r  p r o p e r l y  a u t h o r i z e d  purposes .  Our 

p r i n c i p a l  g o a l  i n  t h i s  mat te r  i s  t h a t  j u r i s d i c t i o n a l  d i s p u t e s  

will n o t  cause i r r e c o n c i l a b l e  p r o b l e m s  a n d  t h a t  a l l  i n t e r e s t e d  

p a r t i e s  w i l l  work t o g e t h e r  toward t h e  e n d  w e  all hope t o  

attain--more m e a n i n g f u l  f i n a n c i a l  r e p o r t i n g .  
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